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CHARITABLE CONTRIBUTION DEDUCTIONS

WEDNESDAY, JANUARY 30, 1980

U.S. SENATE,
SUBCOMMITTEE ON TAXATION

AND DEBT MANAGEMENT GENERALLY,
COMMITTEE ON FINANCE,

Washington, D.C.
The committee met, pursuant to notice, at 9:30 a.m. in room

2221, Dirksen -Senate Office Building, Hon. Harry F. Byrd, Jr.
(chairman of the subcommittee) presiding.

Present: Senators Byrd, Moynihan, Packwood, and Chafee.
[The press release announcing these hearings and the bill S. 219

and the description of S. 219 follow:]
(1)
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Press Release 0 R-76

PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
December 17, 1979 UNITED STATES SENATE

SUBCOMMITTEE ON TAXATION AND
DEBT MANAGEMENT

2227 Dirksen Senate Office Bldg.

FINANCE SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT
SETS HEARINGS ON S. 219, CHARITABLE CONTRIBUTIONS

Senator Harry F. Byrd, Jr. (I-Va.), Chairman of the
Subcc nittee on Taxation and Delbt Manaqement announced today that
hearings will be held on January 30 and 31, 1980, on S. 219, the
charitable contributions bill.

The hearings will begin at 10.00 a.m. cn January 30 in
Room 2221 and 10:30 a.m. on January 31 in Room 1318 of the Dirksen
Senate Office Buil ding.

S. 219, sponsored by Senators Packwood andMoynihan and
29 cosponsors, would permit taxpayers to take a tax deduction for
charitable contributions whether or not they "itemize" their other
deductions. Under present law, only itemizers are permitted to take
a tax deduction for charitable contributions.

The revenue loss of this bill is $2.4 billion per year.
The beneficiaries are charitable, educational, and religious organi-
zations and beneficiaries of their programs.

Oral Testmony.--Witnesses who desire to make oral statements
at the hearing should submit a written request to Michael Stern, Staff
Director, Committee on Finance, Room 2227 Dirksen Senate Office Build-
ing, Washington, D. C. 20510, by no later than 12:00 noon on January
21, 1980.

Legislative Reorganization Act.--Senator Byrd stated that
the Legislative Reorganization Act of 1946, as amended, requires all
witnesses appearing before Committees of Congress "to file in advance
written statements of their proposed testimony, and to limit their
oral presentations to brief summaries of their argument.'



Witnesses scheduled to speak should complyrsith the follow-
ing rules:

(1) A copy of the statement must be filed by noon
the day before the day the witness is scheduled
to testify.

(2) All witnesses must include with their written
statement a summary of the principal points in-
cluded in the statement.

(3) The written statements must be typed on letter-
size paper (not legal size) and at least 100
copis must be submitted by the close of Eusiness
the day before the witness is scheduled to testify.

(4) Witnesses are not to read their written statements
to the Subcommittee, but are to confine their oral
presentations to a summary of the points included in
the statement.

Written Testimony.--Written testimony submitted by witnesses
not making oral statements should be typewritten, not more than 25
double-spaced pages in length, and mailed with five (S) copies by
February 25, 1980, to Michael Stern, qtaff Director, Committee on
Finance, ROOM T277 Dirksen Senate office Building, Washington, D. C.
20510. 1
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To amend the Internal Revenue Code of 1954 to allow the charitable deduction
to taxpayers whether or not they itemize their personal deductions.

IN THE SENATE OF TIlE UNITED STATES

JANUARY 25 (legislative day, JANUARY 15), 1979
Mr. MOYNIHAN (for himself and Mr. PACKWOOD) introduced the following bill;

which was read twice and referred to the Committee on Finance

A BILL
To amend the Internal Revenue Code of 1954 to allow the

charitable deduction to taxpayers whether or. not they item-
ize their personal deductions.

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

2 ties of the United States of America in Congress assembled,

3 That (a) section 62 of the Internal Revenue Code of 1954

4 (defining adjusted gross income) is amended by inserting after

5 paragraph (14) the following new paragraph:

6 "(15) CHARITABLE CONTRIBUTIONS. -The de-

7 duction allowed by section 170.".
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I (b) Paragraph (1) of section 57(b) of such Code (defining

2 adjusted itemized deductions) is amended-

3 (1) by redesignating subparagraphs (C) and (D) as

4 (D) and (E).

5 (2) by inserting after subparagraph (B) the follow-

6 ing new subparagraph:

7 "(C) the deduction for charitable contribu-

8 tions allowed by section 170,",

9 (3) by striking out "the taxpayer's adjusted gross

10 income for" and inserting in lieu thereof "the taxpay-

11 er's adjusted gross income (determined without regard

12 to section 170) for", and

13 (4) by striking out "(A) through (D)" and insert-

14 ing in lieu thereof "(A) through (E)".

15 (c) Subparagraph (E) of section 170(b)(1) of such Code

16 (defining :contribution base) is amended by inserting "and

17 without regard to this section" after "section 172".

18 (d) Paragraph (1) of section 213(a) of such Code (relat-

19 ing to allowance of deduction for medical, dental, etc. ex-

20 penses) is amended by inserting after "adjusted gross

21 income" thefollowing: "(determined without regard to para-

22 graph (15) of section 62).".

23 (e) Section 213(b) of such Code (relating to limitation

24 with respect to medicine and drugs) is amended by inserting
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1 "(determined without regard to paragraph (15) of section

2 62)" after "adjusted gross income".

3 (f) Subparagraph (A) of section 3402(m)(2) of such Code

4 (defining estimated itemized deductions) is amended by strik-

5 ing out "paragraph (13)" and inserting in lieu thereof "para-

6 graphs (13) and (15)".

7 SEC. 2. The amendments-made by the first section of

8 this Act shall apply to taxable years beginning after Decem-

9 ber 31, 1978.
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DESCRIPTION OF S. 219
RELATING TO

THE DEDUCTION FOR CHARITABLE
CONTRIBUTIONS

INTRODUCTION

The bill described in this pamphlet, S. 219, has been scheduled for
a hearing on January 30 and 31, 1980, by the Subcommittee on
Taxation and Debt Management Generally of the Senate Finance
Committee. The pamphlet provides a summary of S. 219, followed by
a description of present law, discussion of the issues, explanation of
the bill's provisions, its effective dates, and its revenue effects. An
appendix provides background information and statistics on charitable
contributions, itemization of deductions, donors' income levels, and
charitable donees.
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I. SUMMARY OF S. 219

Senators Moynihan, Packwood and Others 1

Under present law, a deduction is allowed for certain charitable
contributions made by individuals or corporations (sec. 170). For
individual taxpayers, charitable contributions are allowed as itemized
deductions which are subtracted from adjusted gross income in arriv-
ing at taxable income. Thus, in order to benefit from the deduction,
the amount of an individual's charitable contributions, together with
his or her other itemized deductions, must-exceed the amount of his
or her "zero bracket amount." 2 In addition, present law treats an
individual's deduction for charitable'contributions as an item of tax
preference (sec. 57) for purposes of the alternative minimum tax
(sec. 55) and the maximum tax (sec. 1348).

Under the bill, the deduction for charitable contributions would be
allowed as a deduction from gross income in arriving at adjusted
gross income. Thus, the deduction would be allowed in addition to
a taxpayer's zero bracket amount. In addition, the bill would end the
treatment of the charitable contributions deduction as an item of tax
preference.

I Cosponsors of S. 219 are Senators DeConcini, Durenberger, Cochran, Lugar,
Hayakawa, Mathias, Melcher, Javits, Schmitt Schweiker Chafee, Jepsen,
Randolph, Durkin, Stone, Helms, Hatch, Leahy, Humphrey, Cranston, Simpson,
Thurmond, Tower, Hollings, Heinz, Gravel, Wallop, Armstrong, Stewart, Bradley,
Boren, Jackson, Warner and Heflin.

2 The zero bracket amount is $2,300 for heads of household and unmarried
individuals, $3,400 for married individuals filing joint returns, $1,700 for married
individuals filing separate returns, and $1,050 for estates and trusts.
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II. DESCRIPTION OF S. 219
A. Deduction for Charitable Contributions

Present law
Under present law, a deduction for charitable contributions may

be claimed by individual taxpayers as an itemized deduction from
adjusted gross income in determining taxable income for the year in
which the contributions are made. The amount of the deduction is
subject to limitations depending on the nature of the contribution,
type of donee, and the value of the contribution in relation to the
taxpayer's adjusted gross income (without regard to net operating
loss carrybacks).

Issue
The issue is whether the deduction for charitable contributions

should be extended to taxpayers who do not itemize their deductions by
allowing charitable contributions to be claimed as an above-the-line
deduction from gross income.

Explanation of provision
Under the bill, the deduction for charitable contributions would be

allowed as a deduction from gross income in arriving at adjusted
gross income. Thus, the level of a particular individual's zero
bracket amount would not affect the deduction and an individual
would be permitted to take a deduction for charitable contributions
whether or not, he or she itemizes deductions.

The bill also would include several technical amendments designed
to preserve the effect of certain present law rules which otherwise
would be affected by the bill's substantive changes. For purposes of
the limitations on the charitable contributions deduction which are
based on a percentage of adjusted gross income, adjusted gross inCome
would continue to be determined without regard to the deduction. For
purposes of the floor of three percent of adjusted gross income under
the deduction for medical expenses, and the floor of one percent of
adjusted gross income under the deduction for medicine and drugs,
adjusted gross income would be determined without regard to the
charitable contributions deduction. Finally, an employee still would
be permitted to take into account the amount of his or her anticipated
charitable contributions deduction for the year in determining his or
her income tax withholding allowances for the year.
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Effective date
These provisions would apply to taxable years beginning after

December 31, 1978.
Revenue effect

The bill, as introduced, would reduce calendar year liability and
fiscal year receipts as follows:

(S-million)

1979 1980 1981 1982 1983 1984 1985

Calendar --- 1,979 2,176 2, 394 2, 634 2, 897 3,187 3, 505
Fiscal_ 12,331 2,212 2,433 2,677 2,945 3,239

I Includes the revenue loss for fiscal 1979 already past.

If the bill's effective date were changed to taxable years beginning
after December 31, 1979, the bill would reduce calendar year liability
and fiscal year receipts as follows:

(S-million)

1980 1981 1982 1983 1984 1985

Calendar----- 2, 176 2, 394 2, 634 2, 897 3,187 3, 505
Fiscal------.. 357 2, 212 2, 433 2, 677 2, 945 3, 239

'4.
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B. Tax Preferences:
Alternative Minimum Tax and Maximum Tax

Present law
Alternative minimum tax.-Under present law, the charitable con-

tributions deduction is an item of tax preference subject to the alter-
native minimum tax (see. 57). The alternative minimum tax applies
at rates up to 25 percent to the total of a noncorporate taxpayer's
gross income reduced by deductions allowed for the taxable year and
by accumulation distributions from trusts, and increased by two tax
preferences (sec. 55). These tax preferences are the capital gains
deduction and adjusted itemized deductions. The amount of adjusted
itemized deductions is the amount by which certain itemized deduc-
tions, including the charitable contributions deduction, exceed 60
percent of the taxpayer's adjusted gross income (sec. 67(b)).

Maximum ta.--Under present law, the maximum marginal tax rate
applicable to taxable income from personal services generally is 50
percent: However, the amount of personal service income eligible for
the maximum tax is reduced dollar-for-dolIP by the amount of an
individual's tax preferences for the year. The taxpayer's adjusted
itemized deductions, including any charitable contributions deduction,
are among the preferences reducing the amount of personal service
income entitled to benefit from the maximum tax under section 1348.

Issue
The issue is whether the deduction for charitable contributions

should continue to be treated as a tax preference item subject to the
alternative minimum tax and continue to reduce the amount of
personal service income which is eligible for the rate ceiling of the
maximum tax.

Explanation of provision
The bill would provide that the deduction for charitable contribu-

tions would not be taken into account in determining the amount of
an individual's tax preference items. Thus, the amount of an indi-
vidual's charitable contributions deduction would not be included in
the taxpayer's income for purposes of the alternative minimum tax,
nor would it reduce personal service income for purposes of the maxi-
mum tax.

60-529 0 - 80 - 2
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Effective date
These provisions would apply to taxable years beginning after

December 31, 1978.
Revenue effect

The tax preference changes in S. 219, as introduced, would reduce
calendar ypar liability and fiscal year receipts as follows:

7($-million)
/ 1979 1980 1981 1982 1983 1984 1985

Calendar- 30 33 36 40 44 48 53
Fiscal. 30 33 36 40 44 48

/f the bill's effective date were changed to taxable years beginning
after December 31, 1979, the tax preference changes would reduce
calendar year liability and fiscal year receipts as follows:

($-million)

1980 1981 1982 1983 1984 1985

Calendar- 33 36 40 44 48 53
Fiscal -------- 33 36 40 44 48
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III. APPENDIX:

BACKGROUND AND STATISTICAL DATA

A. Amount and Type of Charitable Contributions

Amount
In 1978, individuals gave approximately $32.8 billion to charitable

organizations. Individuals accounted for the largest share, 82.8 per-
cent, of the $39.6 billion in total contributions to these organizations
from all private sources, including foundations, corporations, and
bequests. During the period 1960-1978, individual giving has remained
a constant percentage of disposable personal income, about 2 percent.1

Type of recipient
Religious organizations are the largest single category of recipients

of private charitable giving. In 1978, they received 46.4 percent of all
private contributions, while health and welfare groups received 24.9
percent, educational institutions 13.9 percent, and other groups
(including civic and cultural groups) 15.7 percent.

Individuals give about 56 percent of their total contributions to
religious organizations, a higher share of individual giving than of all
private giving. (This can be inferred from the fact that other categories
of private givers-corporations, foundations, and bequests-give
very little to religious organizations.) Estimates of the proportion of
individual giving to recipient categories other than religious organiza-
tions are not available.

Amount of individual giving and type of recipient by income
clas8

Table 1 presents the most recent data on the percent of income
which individuals give to charitable organizations, by income class.
Although these figures are derived from tax returns and, thus, only
from those individuals who itemize deductions on their tax return,
they probably are representative of all taxpayers, because few tax-
payers are able to itemize deductions solely on account of their chari-
table contributions.2 Table 1 indicates that contributions constitute
a relatively constant percentage of adjusted gross income for middle-
income individuals, but are a relatively high percentage of adjusted
gross income for both the lowest and highest income groups.

I Giving U.S.A., 1979 Annual Report, American Association of Fund Raising
Counsel.

2 See e.g., Michael J. Boskin and Martin S. Feldstein, "Effects of the Chari-
table Deduction on Contributions by Low-Income and Middle Income House-
holds: Evidence from the National Survey of Philanthropy," Harvard Institute
of Economic Research, Discussion Paper 427, July 1975.
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TABLE 1.-CHARITABLE CONTRIBUTIONS BY INCOME CLASS 1978:
TAXABLE RETURNS WITH ITEMIZED DEDUCTIONS

Amount of Percent of
Adjusted gross Income contributions adjusted gross

(thousands) (thousands) Income

Below $10 ------------------------ $459, 209 4. 9
$10 to $20 ----------------------- 3,411,012 3.0
$20 to $30 ----------------------- 5,058,087 2.3
$30 to $50 ----------------------- 4, 694, 809 2. 3
$50 to 100 ---------------------- 2,409,021 2.7
$100 to $200 --------------------- 1, 247, 829 3. 5
$200 and over -------------------- 1,711,628 6.8

Total --------------------- 18, 992, 494 2. 7

Contributions received by charitable donees vary markedly by their
contributors' income -class, as shown in Table 2. The percentage of
income given to religious organizations declines as income rises, while
the percentage of income contributed to welfare, educational, and other
organizations generally rises with income, particularly when income
rises above $25,000. Thus, religious contributions are a greater propor-
tion of total contributions for individuals at the lowest income levels
than for individuals at the highest income levels.
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TABLE 2.-INDIVIDUAL CONTRIBUTIONS TO ORGANIZATIONS BY TYPE
OF RECIPIENT AND INCOME CLASS, 1972-1973

Average contribution (percent of income In parentheses)

Income class Welfare Religious
(thousands) organizations organizations Other Total

Below $3- $12. 59(0. 7) $39.36(2.3) $3.38(0.2) $55.33(3.2)

$3to$4 ------ 7.73( .2) 63.78(1.8) 1.78( .1) 73.28(2.1)

$4to$5 ------ 9.67( .2) 62.80(1.4) 3.51( .1) 75.89(1.7)
$5to$6 ------ 11.32( .2) 79.55(1.5) 2.11( .04) 92.98(1.7)

$6to$7 ------ 15.33( .2) 90.52(1.4) 3.88( .1) 109.73(1.7)

$7 to $8 ------ 14.14( .2) 90.44(1.2) 1.64( .02) 106.22(1.4)

$8 to $9-. 21.46( .2) 110.44(1.2) 3.66( 04) 135.57(1.5)
$10to$12.... 28.87( .2) 128.81(1.2) 5.10( .05) 162.79(1.5)
$12 to $15-.... 39.07( .3) 160.09(l.2) 5.46( .04) 204.62(l.5)

$15 to$20-.... 53.08( .3) 203.09(1.2) 8.04( .05) 264.21(1.5)

$20 to $25.... 87.69( .4) 266. 25(1.2) 16.05( .07) 369. 99(1. 7)
$25 and over. 215.67( .6) 434.34(1.2) 81.88( .2) 731.88(1.9)

Total ------ 43.29( .4) 147.22(1.2) 10.56( .1) 201.07(1.7)

Source: Bureau of Labor Statistics, Consumer Ezpendflure Survey: Inerview
Survey, 1972-73. Bulletin 1997, Vol. 1, 1978.
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B. Trends in Itemization of Deductions

Table 3 shows that the percentage of taxpayers who itemize their
deductions has fluctuated cormiderably. As recently as 1970, 57.4
percent of all taxable returns contained itemized deductions. By
1979, however, taxable returns with itemized deductions had fallen
to approximately 39.2 percent. This decrease in itemizers occurred
largely because of increases in the zero bracket amount (standard
deduction) during the 1970's. These increases in the zero bracket
amount generally caused greater numbers of lower income taxpayers
to switch from itemizing. Therefore, the proportion of total adjusted
gross income received by taxpayers who itemize has not fallen as
rapidly. In 1970, 72.6 percent of adjusted gross income received by
alltaxpayers was accounted for by those who itemized; in 1979, this
percentage was estimated to be 58.1 percent.

TABLE 3.-NUMBER AND INCOME OF TAXPAYERS WITH ITEMIZED
DEDUCTIONS AS A PERCENTAGE OF AMOUNTS FOR .ALL TAXABLE
RETURNS, 1964-79

Number of taxable returns Adjusted gross income
(thousands) ($ billions)

Amount Percent
Item. Percent Amount on item- on item.

All izing item. on all izing izing
Year returns returns izing returns returns returns

196 -------- 51,306 25,009 48.7 $376 $238 63.3
1965 --------- 53, 701 25, 957 48. 3 409 261 63. 8
1966 -------- 56, 709 26, 792 47.2 450 285 63.3
1967 -------- 58,673 28,122 47.9 487 317 65.1
1968 -------- 61,289 30,370 49.6 538 363 67.5
1969 -------- 63, 721 33, 201 52. 1 588 411 69. 9
1970 -------- 59,317 34,036 57.4 610 443 72.6
1971 --------- 59,916 29,285 48.9 651 432 66.4
1972 -------- 60,869 25,709 42.2 717 429 59.8
1973 -------- 64,267 26,868 41.8 800 479 59.9
1974 -------- 67, 335 28, 340 42. 1 880 537 61.0
1975 -------- 61,491 24,522 39.9 898 521 58.0
1976 -------- 64,421 24,594 38.2 1,004 571 56.9
1977 -------- 64,350 21,855 34.0 1,094 583 53.3
1978 -------- 68,806 24,650 35.8 1,242 698 56.2
1979 (est.) .... 70, 792 27, 750 39. 2 1,390 808 58. 1



17

Table 4 presents estimates of the percentage of taxpayers in various
income classes who itemize for 1979. Virtually all of those in the lowest
income group take the zero bracket amount (standard deduction).
In the highest income group, almost all taxpayers itemize.

TABLE 4.-ITEM:IZINo RETURNS AS A PERCENTAGE OF ALL' TAXABLE
RETURNS, BY INCOME CLASS, 1979 (ESTIMATED)

Taxable Itemizing Percent of
Expanded Income returns returns returns which
(thousands) (thousands) (thousands) itemize

Below $5 ----------- 4, 596 95 2. 1
$5 to $10 ----------- 14, 257 1,138 8. 0
$10 to $15 ----------- 14,193 3,219 22.7
$15 to $20 ----------- 11,798 5,061 42.9
$20 to $30 ---------- 15, 693 9, 497 60. 5
$30 to $50 ----------- 8, 001 6,505 81.3
$50 to $100. 1,999 1,820 91.0
$100 to $200 346 326 94.2
$200 and over ------- 91 88 96. 7

Total -------- 70, 974 27, 751 39. 1

Expanded income means adjusted gross income plus minimum tax preferences
largely excluded capital gains) less investment interest expense to the extent of

investment income.
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C. Types of Taxpayers Affected by S. 219

Byxallowing charitable contributions to be deducted from gross
income, S. 219 would provide taxpayers who do not itemize their
deductions with atax saving for such contributions by reducing their
Federal incomelax liability by 14 to 70 cents for each dollar of con-
tributions, depending on their marginal tax bracket. This group of
taxpayers would account for most of the revenue loss associated with
this bill.

Taxpayers who may itemize their deductions under present law
would account for 25 percent of the revenue loss. This occurs for two
reasons. First, some taxpayers who now itemize only because of the
availability of the charitable deduction would switch to the standard
deduction) while continuing to deduct charitable contributions. Sec-
ond, because the charitable deduction could be claimed "above-the-
line," and would reduce adjusted gross income, the benefit of some
tax prosviions,such as the earned income credit, the amount of which
depend n adjusted gross income, would increase. The distribution
of the estimated revenue loss of S. 219 byincome class and parent
law itemizing status is shown in Table 5.

TABLE 5.-ESTIMATED REVENUE Loss OF S. 219, BY INCOME CLASS
AND CURRENT LAW ITEMIZING STATUS, 1979. INCOME LEVEL

4Nonitem. Cumulative
Expanded Income 1 lzers Itemizers Total Percent Percent
(thousands) (millions) (millions) (millions) of Total of Total

Below $6 -- -- ---- $44 $1 $46 2. 3 2.3
$5 to $10 ---------- 259 24 283 14.3 16.6
$10 to$1-----260 57 317 16.0 32.6
$15 to $20 --------- 287 78 365 18.4 51.0
$20 to $30 --------- 432 140 672 28. 9 79. 9
$30 to $50 ------- 159 89 248 12.5 92.4
$50 to $100_..... 37 29 66 3.4 95.8

$100 to $200_____ 4 24 28 1.4 97.2
$200 and over --- 1 54 55 2.8 100. 0

Total ----- 1,483 496 1,979 100.0

Expanded income means adjusted gross income plus minimum tax preferences
(largely excluded capital gains) less investment interest expense to the extent of
investment income.
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Senator BYRD. The hour of 9:30 having arrived,-th- committee
will come to order.

The subcommittee today will begin 2 days of hearings on S. 219.
This measure, as sponsored by Senators Moynihan and Packwood,
would permit taxpayers to deduct charitable contributions regard-
less of whether or not they itemize other deductions.

The chief sponsors of the proposal are Senators Moynihan and
Packwood. In addition there are over 21 other cosponsors, including
other members of the Finance Committee.

The idea of permitting a special deduction for charitable contri-
butions must be evaluated closely. While it may encourage greater
charitable contributions, it could also create additional complexity.
Further, the proposal is a departure from the current structure of
the Tax Code, since it permits both a standard deduction and an
additional deduction.

It could serve as a precedent to permit other types of deductions
to be taken as well as the standard deduction. However, charities
contribute greatly to our Nation in a variety of important ways.

Charitable organizations provide an alternative to public pro-
grams. This alternative may be in the field of education, health
care, child care, or assistance to the needy.

I am a strong believer in the private sector of our economy. I
wish to see the continued growth and vitality of charitable organi-
zations.

The Joint Committee on Taxation has estimated that the propos-
al before this subcommittee today will cause a revenue loss of over
$2 billion in 1980, rising to over $3 billion in 1985. A detailed
analysis prepared by the joint committee on this proposal has been
printed and will be included as a part of the record of these
hearings.

I share the concerns of many charitable organizations about the
impact in changes of the tax law upon small gifts to charities. The
increase in the size of the standard deduction has reduced the
number of taxpayers who itemize, and may have reduced the incen-
tive for charitable giving.

I am glad the committee will have an opportunity to look care-
fully at S. 219. I am sure that the subcommittee and the Finance
Committee will give the proposal thoughtful and thorough consid-
eration.

The distinguished Senator from Oregon and the distinguished
Senator from New York, the chief sponsors or this legislation, are
here at the moment. I would ask Senator Packwood if he has any
comment at this point, then Senator Moynihan.

Senator PACKWOOD. Mr. Chairman, thank you.
There are few bills that I have sponsored in the almost 12 years

that I have been here about which I feel as strongly. If the Govern-
ment is going to do anything to encourage activities beyond what
the normal marketplace would encourage, there are only two ways
togo about it.

One is the grant system, whereby we collect money from the
taxpayers, bring it to Washington and run it through the Internal
Revenue Service and the Treasury Department out to the various
agencies. It is then allotted to those who properly applied for the
grants and met the standards that we set.
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The other way to encourage it is by tax incentives which require
relatively little Government intervention.

Wherever we have an opportunity, it is between those two: the
grant system and the tax incentive system, to achieve basically the
same end. In this case, I overwhelmingly prefer the tax incentive
system.

If we want to encourage charitable activities, I can think of a no
more difficult, onerous, or divisive task than to set up the equiva-
lent of the U.S. Charities Commission which would allocate Federal
moneys, assuming it was constitutional, to perform the activities
that -eleemosynary, educational and other charitable institutions
now perform.

I can think of no better return than that we get out of the
organizations that would be entitled to the deduction that this bill
allows.

Last, I would say that there would be no way under any kind of
Federal grant program that we could receive the literally millions
of hours of volunteer time that are given for nothing to all kinds of
charitable organizations. If we further discourage the giving to the
institutions covered by the bill that we are here considering, and
think we are going to make up the difference with some form of
Federal grant, America will be the loser.

Senator BYRD. Senator Moynihan?
Senator MOYNIHAN. Thank you, Mr. Chairman. I have a state-

ment which I would like to put in the record, if I may.
Senator BYRD. Yes, it will be included in the record.
[The opening statements of Senators Byrd, Moynihan, and

Chafee follow:]

OPENING STATEMENT OF SENATOR HARRY F. BYRD, JR.

Charities contribute greatly to our nation.
In a variety of important ways, charitable organizations provide an alternative to

public programs. This alternative may be in the field of education, health care, child
care or assistance to the needy.

I am a strong believer in the private sector of our economy. I wish to see the
continued growth and vitality of charitable organizations.

The Subcommittee will today, begin two days of hearings on S. 219. This measure,
sponsored by Senators Moynihan and Packwood, would permit taxpayers to deduct
charitable contributions regardless of whether or not they itemize other deductions.
The chief sponsors of the proposal are Senators Moynihan and Packwood. In addi-
tion, there are over twenty-one other co-sponsors, including other members of the
Finance Committee.

The Joint Committee on Taxation has estimated that the proposal will cause a
revenue loss of over $2 billion in 1980 rising to over $3 billion in 1985. A detailed
analysis, prepared by the Joint Committee of this proposal has been printed and
shall be included as part of the record of these hearings.

I share the concerns of many charitable organizations about the impact in
changes in the tax law upon small gifts to charities. The increase in the size of the
standard deduction has reduced the number of taxpayers who itemize and may have
reduced the incentive for charitable giving.

The idea of permitting a special deduction for charitable contributions must be
evaluated closely. While it may encourage greater charitable contributions, it also
could create additional complexity. Further, the proposal I is a departure from the
current structure of the Tax Code since it permits both a standard deduction and an
additional deduction. It may serve as a precedent to permit other types of deduc-
tions to be taken as well as the standard deduction.

I am glad the Committee will have an opportunity to look carefuly at S. 219. I am
sure that this Subcommittee and the Finance Committee will give the proposal
thoughtful and thorough attention.
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OPENING STATEMENT OF SENATOR DANIEL PATRICK MOYNIHAN

This morning we commence two days of hearings on one of the most important
pieces of tax legislation that the Finance Committee has had before it in recent
years: a bill that would slightly shrink the amount of revenue collected by the
federal Treasury in order greatly to strengthen the vast and vital network of
private, nonprofit organizations and activities that we have come to know as the
Independent Sector; and-not at all incidentially-to reduce the federal income
taxes paid by millions of low and middle income persons who understand the
importance of that sector and who give of their own earnings that it can carry out
its essential and variegated activities.

This bill embodies the principle of pluralism; it salutes the idea of voluntarism;
and it represents a clear statement that government policies and actions should be
purposefully designed to foster nongovernmental activities and organizations. Its
importance is amply illustrated by the extraordinarily distinguished list of Ameri-
cans who have asked to appear before the Subcommittee to share their experiences,
their insights and their concerns with us.

It should not, however, be thought for one moment that passage of this bill would
mark any fundamental change in the premises that now underly the personal
income tax. The charitable deduction dates back to 1917 when, in an eloquent
editorial in support of the then-pending amendment, The Washifigton Post observed
that:

"If the government takes all, or nearly all, of one's disposable or surplus income,
it must undertake the responsibility for spending it, and it must then support all
those works of charity and mercy and all the educational and religious works which
in this country have heretofore been supported by private benevolence. .-. . This
country cannot abandon or impoverish the great structure of private charity and
education that has been one of the most notable achievements of American civiliza-
tion. Therefore with every additional dollar the government finds it necessary to
take in taxation, it becomes increasingly necessary to accept the principle of the
pending amendment and leave untaxed that part of every citizen's income which he
may voluntarily give to the public good."

The Congress accepted that proposition and the charitable deduction endures to
this day in the internal revenue code. The problem, of course, is that as fewer and
fewer taxpayers "itemize", the purpose of the charitable deduction is steadily eroded
and its incentive effect attenuated.

Our bill would simply restore the charitable deduction to its original condition by
enabling every taxpayer who makes a charitable contribution to deduct it before
calculating the income on which he owes taxes to the federal government.

Nor should it be thought that "above the line" deductions are an innovation. They
are already provided for such disparate outlays as moving expenses, alimony, and
the penalties that must be paid for early withdrawal of funds from fixed-term
savings certificates. It seems unobjectionable to confer the same treatment on one of
mankind's noblest impulses: the voluntary support of worthwhile voluntary activi-
ties.

The alternative to S. 219 is the steady erosion of the financial basis of the
independent sector and a steady increase in the size and role of government.
Inasmuch as that is the natural inclination of government and the disposition of
those whose primary interests are governmental, it is no small undertaking to
arrest the process. It must, therefore, be seen for what it is: a wasting disease that
slowly but inexorably saps the vitality of a free society and replaces its nerves and
sinews with the cold, impersonal, and often unresponsive apparatus of the state.

Liberal social policy in the present age requires a renewed appreciation of plural-
ism and a revitalization of the proposition that public purposes are served by
private activities and organizations as well as by the agencies of government. S. 219
would take a long step toward that renewal and revitalization.

INTRODUCTORY REMARKS BY SENATOR JOHN H. CHAFEE

Mr. Chairman, Senator Packwood and Senator Moynihan are to be congratulated
for their sponsorship and persistent support of S. 219, the charitable contributions
bill. Individuals who do not itemize their tax returns should be entitled to the same
tax benefits for their charitable donations as those who do itemize.

The private nonprofit institutions, the so-called "third sector" of our society, are
fundamental to the way of life in this country. Americans have always been self-
starters. We do not call on our government to solve every problem. Yet, there has
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been a trend in recent-years away from the private nonprofit sector toward more
reliance on government.

Part of this is understandable and, I suspect, has resulted from the demand for
quicker solutions to our social and economic problems. But what I find most disturb-
ing about this is the evidence that charitable giving is becoming either less impor-
tant or less possible for many Americans. for example, between 1971 and 1976
charitable contributions in the U.S. fell from a total of 1.98 percent of GNP to 1.74
percent-a 12 percent decline in just 5 years.

As Senator P ickwood said in a statement last year:
"One reason contributions are notkeeping pace with the economy is that, as the

government provides more and more services, a citizen can say, 'Let Uncle Sam do
it' to.

But there is an equally disturbing reason for the overall decline in charitable
giving: Uncle Sam himself is making it harder and more expensive to give.

That is why we are here today. As recent tax reform legislation has simplified the
process of filing tax returns, it has reduced the portion of taxpayers who itemize
their deductions. Therefore, those who no longer itemize can receive no direct tax
benefit from their contributions. This is contrary to the principle long espoused in
this country that private donations to nonprofit organizations for essentially public
purposes should not be taxed.

In 1970, 57 percent of taxpayers itemized. By 1978, only 36 percent did so, and the
proportion continues to drop as tax simplification efforts progress.

Figures show that itemizers contribute twice as much to charitable organizations
as nonitemizers, yet the vast majority of middle and lower income taxpayers is
being systematically denied any tax deduction for its support of nonprofit institu-
tions.

In fact, the biggest decline in giving has been among middle income groups. These
are the groups that form the bedrock support for such organizations as the United
Way, the Red Cross, Catholic Charities and others.

In Rhode Island, we depend heavily on donations to nonprofit organizations for
programs as basic as Meals on Wheels and others as esthetic as historic preserva-
tion. In a State with less than a million population, the United Way, for example,
raised over $10 million in 1979. The funds are allocated to 238 separate programs
run by 141 nonprofit agencies and their branches.

This was the result of 180,000 individual contributions. In addition to about 35
full-time employees, our United Way has enlisted the active participation of 27,000
volunteers who serve as contact persons in various businesses and neighborhoods to
raise money.

This remarkable effort is accomplished with an administrative cost of only 8 cents
from every dollar contributed. I have yet to see any governmental agency do so
much at so little cost with so few full-time employees. Can you imagine the fix we
would be in if our government had to assume the burden of services now provided
voluntarily by groups like the Salvation Army, the YMCA, the Scouts, Red Cross,
day care centers, settlement houses, psychiatric counselors, and a host of others?

In a separate effort, the Catholic Charities of Rhode Island raised about 2.4
million in their annual 1979 fundraising appeal. This effort supports an impressive
array of 28 full-time member agencies, 31 other programs, and 7 high schools in our
state.

It troubles me that government policies-no matter how inadvertently-are creat-
ing a heavier burden for the people who fund our nonprofit organizations and
churches. I have always supported efforts to simplify personal income tax returns.
This has benefited the many people who find it difficult to deal with a long and
complex system of itemization.

However, I also believe that the interest of fairness requires us to provide a
simple deduction for individuals who make charitable contributions, whether they
itemize their tax returns or not. As subtle as this change might be on individual
behavior and the incentive to give, it would certainly' provide a clear statement of
national policy in support of private initiative and ou~r great nonprofit institutions.

I am pleased to announce that Mr. Thomas Whitten, representing the John Hope
Settlement House in Provi&.-nce, Rhode Island, and also, the United Neighborhood
Centers of America, will present testimony during the course of these hearings.

,As-a cosponsor of S. 219, I urge the Committee to move swiftly to approve this
legislation.

Senator MOYNIHAN. As you know, we are starting out this morn-
ing with the equivalent of testimony from President and Mrs.
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Carter, who are obviously very much in favor of our bill. This word
has perhaps not reached the Treasury yet, but it will, -it will.

I do not think we should delay, since we have two distinguished
colleagues from the other body also to hear from, I am anxious to
know what the President thinks about this bill, Mr. Chairman.

Senator BYRD. Before having the oral testimony, suppose we have
this short film which would give some indication about how the
President and Mrs. Carter feel toward this legislation.

film is shown.]
nator BYRD. That is a very nice film featuring a very lovely

and charming lady. I am not sure that I gathered from the film
precisely where President Carter stands on this legislation, but I
must say that is a problem that I have with a great many of
President Carter's speeches.

The first two witnesses will be the Honorable Barber Conable,
Congressman from the State of New York and the ranking Repub-
lican member of the House Ways and Means Committee, and my
distinguished colleague from Virginia, the Honorable Joseph L.
Fisher. Following them, the Honorable Donald C. Lubick, Assistant
Secretary for Tax Policy of the U.S. Treasury Department.

Congressman Conable, Congressman Fisher, would you come to
the witness table?

You may proceed in any order that you wish.

STATEMENT OF HON. BARBER B. CONABLE, JR., A REPRE-
SENTATIVE IN CONGRESS FROM THE STATE OF NEW YORK
Representative CONABLE. Thank you, Mr. Chairman, fellow co-

sponsors. I greatly appreciate your willingness to hold these hear-
ings. I feel it will help focus attention on what we believe to be a
very important measure, one that will help our system in the best
way possible.

I am pleased to be able to be here at the beginning of these
hearings to renew my advocacy of the bill sponsored in the House
by Congressman Fisher, myself and 130 others and in the Senate
by the gentleman flanking me, Mr. Chairman, and 30 others.

The proposal is not a new one, but its wide base of support
indicates its timeliness and continuing relevance. It deserves your
support and enactment.

The idea of this legislation is simple. People ought not be taxed
on money they contribute to charitable causes. This should be true
whether or not their other economic actions make it advantageous
for them to itemize their deductions. Allowing everyone to deduct
charitable contributions from taxable income, as this bill proposes,
would restore the badly eroded incentives for supporting the inde-
pendent sector and would strengthen the precarious position of
charities in today's inflationary economy.

I do not need to plead the case for the voluntary sector. Its
importance in our Nation is self-evident. Today and tomorrow,
several dozen witnesses will describe, in great detail the worthy
activities undertaken by their own organizations which are repre-
sentative of the entire independent sector.

Regardless of the specificity of the endorsements in the movie,
clearly the worthy activities were described in the most glowing
terms from on high.
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. As you listen. to these witnesses, imagine, if you -can, what our
,Nation -would -be- like-without the spiritual, cultural, or nurturing
organizations that depend on voluntary contributions of time,
effort, and funds. The Government could -not fill these needs, nor
should it. The independence of the voluntary sector from Govern-
ment budgeting and control has been an important part of its
success.

The major motivation -behind this legislation is to reestablish a
proper and appropriate balance between the Government and the
voluntary sector. Reaffirming this balance is crucial in today's

•tightfistedrf"scal environment which limits Government's ability to
support social services, cultural activities and the like.

There are many interesting statistical observations that can-
and will-be made about the relationship between the tax struc-
ture and the financial status of independent sector organizations.
These are, of course, important .facts to consider. But let's not get
so bogged down in printouts and revenue estimates that we lose
sight of the fundamental purpose of this legislative effort-the
assurance that the independent sector will continue to enjoy broad
based, generous public support.

Without this legislation, people of modest means increasingly
will find themselves using the zero bracket on their income tax
returns. Therefore, their charitable contributions, if any, will be
made in after-tax dollars rather than in tax-deductible dollars.
Inflation is already viciously bearing down on people's ability to
support themselves and their families, and eroding their support
for charities. When financial support is withdrawn, there is a
tendency for volunteer activities to fall off as well.

As people with modest and low incomes abandon the independ-
ent sector, charities and voluntary organizations will increasingly
turn to the relatively few remaining wealthy donors who still
itemize their deductions. This pattern is already evident in several
types of institutions.

Probably the most popular, high-visibility institutions will sur-
vive-universities, hospitals, museums, and the like. But many of
the more delicate, less well-established agencies will be lost in this
increasingly rugged environment for charities.

Unwittingly, we have passed tax changes in the last decade
which have severely undermined people's propensity and ability to
support charitable causes. In the 1970's, the standard deduction
increased -six times. In 1970, when it was 10 percent of adjusted
gross income up to a maximum of $1,000, about one-half of all
taxpayers itemized their deductions. By 1979, the zero bracket,
regardless of income level, was $3,400 on a joint return, $2,300 for a
single return. Less than a one-quarter of all taxpayers are expected
to itemize deductions on their 1979 tax returns.

As a consequence, charitable organizations receive fewer contri-
butions than they would have otherwise. According to a recent
Gallup survey, those who itemize personal deductions-regardless
of income level-give more than those who claim the standard
.deduction.. In the $15,000 to $20,000 income range, for example,
itemizers give three times more than nonitemizers on average.
Charities estimate that over the last decade, the incresaed standard
deduction reduced contributions by some $5 billion. They figure
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that the high zero bracket level is currently costing them over $1
billion annually.

The dwindling number of itemizers increases the risk that de-
ductibility of charitable contributions will be labeled a loophole
and will become a target of reform efforts. The increasingly narrow
base of support for this deduction leaves it increasingly vulnerable
to sunset procedures and congressional limits on tax expenditures.

Let me put to rest the argument that permitting taxpayers to
use the zero bracket amount while also claiming deductions for
charitable contributions amounts to a double dip. The rapid in-
crease last decade in the standard deduction and zero bracket as a
tax cutting and simplification device obliterated any connection-
and it was always tenuous at best-between a hypothetical basket
of deductions claimed by the average taxpayer and the zero brack-
et. At the end of my testimony, I have included an analysis of the
legislative history of the standard deduction and zero bracket pre-
pared by the Library of Congress.

The resident chose not to recommend a tax cut in his state of
the Union address. He. has indicated, however, that if economic
conditions warrant, a tax cut would be considered later this year.
In these inflationary times, the Fisher-Conable bill is one of the
most appropriate types of tax cuts to make. Simple commonsense
says that giving middle- and low-income families tax cuts condition-
ed on their contributing their increased spending power to chari-
ties-rather than spending it on something like a new refrigera-
tor-is preferable to squeezing the charities further through zero
bracket increases.

As an added benefit the additional contributions occasioned by
this tax cut will enable charities to expand their services at a time
when the Government's economic conditions increases the need for
services and decreases the Government's ability to provide them.

Inflation means not only higher prices, but to the extent that
people's income keeps pace, it means higher taxes as well. Either
way, they have less total spending power and less ability to support
the independent sector. This problem has crept up on us gradually,
and unfortunately we have become accustomed to living with it.

But if we value the role of the independent sector in our Nation,
we cannot afford to ignore it very much longer. For charitable
organizations, the alternatives are bleak-they will cease to exist,
they will become the domain exclusively of the wealthy, or they
will be taken over by the Government. Frankly, I do not know
which is worse.

The economic situation warrants a tax cut of sufficient dimen-
sions to accommodate this provision. The increasingly difficult
fundraising position of the independent sector makes prompt action
imperative if we want to preserve an appropriate balance between
the public and voluntary sectors. I urge this committee and my
own Committee on Ways and Means to move promptly on this
legislation.

Mr. Chairman, I have attached to my statement the study from
the Library of Congress to which I referred.

Senator BYRD. Would you like that inserted in the record?
Representative CONABLE. If it could be inserted in the record.
Senator BYRD. Without objection, it will be inserted in the

record.
[The material referred to follows. Oral testimony continues on p.

44.]
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Personal Exemptions

Although the standard deduction did not enter the income tax-until

the 1940's, initially the personal exemption nay have performed the role

later filled by the standard deduction. Since the Tariff Act of October
1/

3, 1913, the United States income tax has contained a personal exemption

for a certain amount of income. The 1913 Act provided for a $3,000 exemp-

E r single irndividuals and a $,,003 exception for a married couple.
2/

Although the cor~ntttee reports do not offer an explanation

for :erson3l exPIption, some of the floor discussion on H.R. 3221, the

Tariff Act, indicates that some Members of Congress believed that the

amount of income necessary to provide a decent living should not be taxed.

Several Congressmen thought that the amount of the exemption should be

lowered to $1,000. In defending the higher personal exemption, Members

of Congress gave their opinions as to the purpose of the personal exemption.

i/ P.L. No. 16, 63d Cong. 1st Sess. This bill contained the first indiv-
idual income tax passed after the ratification of the Sixteenth
Amendment in 1913.

2/ U.S. Congress. House. Committee on Ways and Means. To Reduce Tariff Duties,
To Provide Revenue for the Government, and for Other Purposes. Report
No. 5 (63d Cong. 1st Sess. 1913) as reprinted in 1939-1 (pt 2) C.B. 1.

U.S. Congress. Senate. Committee on Finance. To Reduce Tariff Duties,
To Provide Revenue for the Government, and for Other Purposes. Report
No. 80 (63d Cong. 1st Sess. 1913) as reprinted in 1939-1 (pt 2) C.B. 3.

60-529 0 - 80 - 3



28

CRS-2

"in levying this direct tax upon incomes we ought to rise
above the point where the consumption taxes now bear out of
all proportion to the incomes, and we ought to leave free
and untaxed as a part of the income of every American citi-
zen a sufficient amount to rear and support his family accord-
ing to the American standard and to educate his *children in
the best manner which the education system of the country
affords." 3/

"There are those who would say that we should begin at
$1,000 in lieu of $4,000. They forget the principle upon
which this tax is founded, and that is that every man who is
making no more than a living should not be taxed upon living
earnings, but should be taxed upon the surplus that he makes
over and above that amount necessary for good living." 4/

The amount o! the personal exemption has changed a number of

times since 1913. IL 1917 additional exemptions for children were

permitted. A table showing the changes from 1913 to the present is

included as an appendix to this report.

As the table illustrates, the personal exemption generally

decreased in the years from 1913 to 1940 and the exemption for dependents

increased only slightly. This trend linked with increasing rates, expan-

sion of the tax base, and increasing complexity of the tax law may have

contributed to the need for a standard deduction.

3/ Rep. Palmer, 50 Cong. Rec. 1250 (63d Cong. 1st Sess. May 6, 1913)

4/ Rep. Murray, 50 Cong. Rec. 1252 (63d Cong. Ist Sess. Hay 6, 1913)
Also see the discussion in the Senate at 50 Cong. Rec. 3839-3840,
3850-3852 (August 28, 1913)
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Optional Standard Deduction

Although the optional standard deduction did not enter the tax

law until 1944, a standard deduction of sorts was introduced for certain

low ,income taxpayers in 1941. A Finance Committee amendment to the Revenue5/
Act of 1941, adopted by the Senate without discussion on September 3, 1941,

provided for a new Supplement T to the Internal Revenue Code of 1939, as6/
amended.

Supplement T, sections 400 - 404 in the 1939 Code, provided

for an optional tax on individuals with gross income of $3,000 or less,

providingithat gross income consisted entirely of salary, wages, compen-

sation for personal services, dividends, interest, and annuities, etc.

The taxpayer who qualified for the optional tax determined his gross

income and reduced this by $400 for each dependent and then looked up

his tax on the.ippropriate table (determined by marital status).

A taxpayer electing to use this simplified return could not

take any deductions or credits against net income. In lieu of the foregone

deductions, the tax table reduced the tax that would otherwise have been

payable by about ten ,ercent. This 10 percent reduction had been found

"to be the effect of the average amount of deductions taken by persons

in these brackets." 7/

5/ Public Law No. 250, 77th Cong. 1st Sess., Ch 4i2, 55 Stat. 687 (1941).

6/ 87 Cong. Rec. 7258-7259 (September 3, 1941).

7/ Conference Report to H.R. 5417, the Revenue Act of 1941, as reprinted
in 87 Cong. Rec. 7418, 7420 (September 16, 1941)
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H.R. 4646, a bill to simplify the individual income tax, which

became the Individual Income Tax Act of 1944, introduced the optional

standard deduction into the tax law. The bill made a number of simplify-

ing changes in the tax system such as consolidating the tax base and

eliminating the victory tax. The optional standard deduction was one of

these simplifications. This is how it was described on the floor of the

House:
"Another complication under present law is the itemizing

of small amount of deductions from various sources. The
bill extends the policy, now used on the short form, of
allowing taxpayers to take a standard amount of nonbusiness
deductions in lieu of describing their actual deductions.
All taxpayers with less than $5,000 can, by using the with-
holding receipt or the tax table, receive approximately
10-percent deductions. All taxpayers with income of over
$5,00 can use a standard deductionof $500. Any taxpayer
may, if he chooses, itemize his actual deductions to take
advantage of a greater amount." 9/

Although they did not list the deductions replaced, the Commit-
10/

tee Reports indicate that the standard deduction was intended to be taken

8/ Public Law No. 315, 78th Cong. 2d Sess., Ch. 210, 58 Stat. 231 (1944).

9/ Rep. Doughton, 90 Cong. Rec. 3976 (78th Cong. 2d Sess. 1944).

10/ U.S. Congress. House. Committee on Ways and Means. Individual Income
Tax Act of 1941. Report No. 1365 (78,-h Cong, 2d Sess. 1944) as
reprinted in 1 Seidman's LegislativeHistorZ-of Federal Income and
Excess Profits Tax Laws 1953-1939 1400-1401 (1954).

U.S, Congress. Senate. Comaittee on Finance. Individual Income Tax
Act of 1941. Report No. 865 (78th Cong. 2d Sess. 1944) as reprinted
in 1944 U.S. Code Cong, Service 1081.
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in lieu of all deductions other than those which are to be subtracted from

gross income in computing adjusted gross income and also in lieu of cred-

its for taxes of foreign countries and possessions of the United States.

Reading the floor discussion leaves no doubt that the optional

standard deduction was intended to replace virtually all itemized deduc-

tions, including the charitable contributions deduction. Charitable

organizations and some Members of Congress appeared to be concerned by

the fact that the standard deduction would replace the itemized deduction

for charitable contributions.

In considering the following excerpts from the Congressional

Record, it may be helpful to be aware that the bill also simplified the

rules for the itemized charitable deduction. The change allowed taxpayers

to deduct charitable contributions in amounts up to 133 of gross income

whereas under previous law they had been limited to 15% of net income

determined before any allowance for the charitable contribution.

The ob-
jection is that the individual'who gi'es
a substantial sum from fits wages to re-
ligion and charity has the same amount
withheld from his wages as the indi-
vidual who gives nothing. The objection
of the churches, colleges, hospitals, and
orphanages under this b.li is that ever-
body. regardless of whether they give
a nimckel, is entitled to a blanket deduc-
tion. That has not been taken care of
in this bill and those people were de-
nied a hearing before the committee.



32

CRS-6

Mr. CURTIS. I do not stand here rep-
resenting any charitable institution or
any colleges, or any charitable group, or
anyone else. I am speaking in my own
right.

I submit this is a public matter. I
feel that whenever we suggest a tax
structure that works against the interest
of those splendid institutions we have
hurt the United States. The minute we
cripple these institutions we invite a Fed-
eral subsidy to every college, 'every
orphanage, and every other institution.
of that nature, and we have then started
on the road toward totalitarianism.
My complaint against the cominitte is
that they did not bring their experts into
a public hearing to state their objections
openly and permit those objections to be
answered.

Mr. ROBERTSON. Mr. Speaker, the
bill that will come before us upon the
adoption of thisrule is not only popular
with the members of our committee who
have unanmiously endorsed It and recoin-
mended it; it is not only popular with the
Members of the House with whom I have
discussed It-with the exceptlcn of the
gentleman from Nebraska who has Just
spoken-but this bill is going to be popu-
lar with the taxpayers of the Nation be-
cause it gives relief where relief is needed.

The only phase of the bill that appar-
ently is misunderstood is that section of
the bill permitting the 10 percent auto-
matic deduction for those who may wish
to avail themselves of that in lieu of
enumerating the deductions for charity,
interest, taxes, and so forth, as permitted
by general law. There are some who
think we have repealed the provisions of
present law which authorize deductions
for charity running up to 15 percent. We
have not done so. Any man who gives
tip to 15 percent of his income and is will-
ing to enumerate his gifts as required by
present law can get that deduction from
his adjusted gross income.

3972 ( May 3, 1944).11._/ 90 Cong. Rec.
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When we had the previous bill up ana
were proposing to give In thi interest in
s!Mpiification a 6 percent automatic de-
duction in lieu of the enumerated deduc-
tions for charities and otherwise, there
was some opposition at that time to that
proposition, and It is my recollection that
the gentleman from Nebraska and others
who thought as he did were heard before
our committee on the point. This year
notwithstanding the records of the Bu-
reau of Internal Revenue indicated that
the average of gifts to charity was 25
percent, we provided an dutomatic deduc.
tion for those who wished to take it of
10 percent.

*To ou: great surprise, we heard from
the gentleman from Nebraska and from
a large group throughout the Nation
that we were planning to do something
that would greatly handicap gifts to
charities; soafter we had voted to make
It 10 percent for those who wished to
file that type of return we then voted to
open the subject again, and the gentle-
man from Nebraska and the group for
whom he was speaking were given four
separate hearings by the Joint group of
our experts. Each member of the com-
muittee got dozens of letters. I reckon I

had several hundred. I do not know'
why they picked on me so, but word got
out over the country in some way or
other that I was the chief malefactor
or something: anyway they singled me'
out for special attention and i got a lot
of letters, all of which I read. We could
not do what we were asked to do ,nd
stil! do the job of simplification that was
needed. We knew it, our experts knew
it, and those advocating no automatic
deduction knew it but they said it was
better, more to the public interest, not to
simplify than to have an automatic de-
duction which might-and I yet do Inct
see how-but which might curtail gifts
to charities.

12/

12/ 90 Cong. Rec. 3973 (May 3, 1944)
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Mr. Doughton,

The bill further simplifies and liberal-
izes existing law with respect to charita-
ble contributions. This subJect was
given most careful study and considera-
tion by your committee, as we recognized
the splendid work being performed by
religious, charitable, and educational
institutions, many of which are depend-
ent upon contributions for their exist-
ence. I know I express the viewpoint
and desire Of the entire membership in
stating that we are anxious to do every-
thing possible to aid and assist in the
continuation of such splendid work.
Under existing law it is difcult for tax-
payers to determine the amount of their
deductible contributions to charities.
They must first determine their net.
income without any allowance for
charitable contributions. These total
contributions cannot exceed 15 percent
of their nct income thus computed.
They are then required to again
compute their net income, with;.the
charitable deductions included. -The
bill amends existing law so that theexist-
ing 15 percent limitation for contribu-
tions shall be 15 percent of the tax-
payer's grcss income instead of the exist-
ing 15 percent of net income. This has
the effect of increasing and simplifying
the allowance for charitable contribu-
tions. and enables the taxpayer to ccm-
pute the same without first having to
compute his net income. The bill not
only simplifies the computations for
those making charitable contributions;
but also enables them to make larger'
contributions, free of tax, than under the
existing law.

i-i
I'

The committee carefully consIderea a
proposal to grant an alditlonal exemp-
tion from withholding for those persons
who signified their intention to contrib-
ute, or who were regular contributors to
religious, charitable, or other organzaa.
tons. We found this to be impractical
of administration, and would seriously'
Jeopardize the revenue and place upon'
the employer an additional burden he
could ill afford under present manpower
conditions. It would also make difficult;
if not Impossible, the use of the withhold-
ing tables which are computed on the
basis of the standard deduction allow-
ance. -We were also advised that it
would be very difcult, if not impossible,
to properly check and determine whether
such contemplated contributions had, in
fact, been made and the fear was ex-
pressed that such a provision would in-
evitably lead to great abuse r.nd fraud.

There are some who fear that the al-
lowan;e of the 10-percent standard de-
duction. which in no case can exceed
$5C0, will have an adverse effect on tax-
payers' contributions to charitable or-
ganizations. I do not share such fears,
as I do not believe that the great mass
of contributors do so for the purpose of'
securing a tax reduction, but because of
the worthy causes such contributions ad-
vance. Moreover If total deductions are
in excess of 10 percent of their Income
they are permitted to Itemize these de-
ductions and thereby get the benefit of
the larger amount. It may be true that
some taxpayers in the larger income lev-
els consider the tax-saving Effect of con-
tributions, but the flat allowance of a

maximum of $500 will in no way deter or
influence them in connection with mak-
ing contributions from a tax-savings
standpoint.

Mr. ROBSION of Kentucky. Mr.
Chairman, will the gentleman yield?

Mr. DOUGHTON. I yield to the gen-
tleman from Kentucky.
13/

13/ 90 Cong. Rec. 3975-3976 ( May 3, 1944)



35

CRS
Mr. ROBSION of Kentucky. As I un-

derstand the statement that has been
made here, and I should like to have it
confirmed by the chairman if it is a fact,
the average contribution is about 21
percent. and has been. This provides for'0-percent deduction.

fr. DOUGHTON. Yes, a 10-percent
b.,ndard deduction allowance if the in-
come is less than $5.000. However, this

:standard deduction allowance, which is
secured by using the tax table in the law,
covers not only charitable deductions,

.but other personal deductions such as
medical expenses, taxes on a home, In-
terest on a personal loan, and the like.
If his income is $5,000 or more, he is al-
lowed as standard deduction of $500.
Nobody is forced to take the standard
deduction. If their actual deductions,
Including charitable contributions, ex-
ceed their standard deductions, they can
take their actual deductions.

Mr. ROBSION of Kentucky. Where
the Income is above $5,000, what is he
allowed as a deduction?

Mr. DOUGHTON. He can either take
the standard deduction of $500, which
would be 10 percent of $5,000, or he can
take his actual deductions.

Mr. ROBSION of Kentucky. The full
amount he has been giving heretofore?

Mr. DOUGHTON. So far as the char-
itable deduction is concerned he can take
up to 15 percent of his gross income, if

the itemizes his deductions. Under ex-
ng law he Is limited to 15 percent of
net income.

Mr. ROBSION of Kentucky. I agree
with the gentleman that it appears that
you have liberalized It rather than re-
stricted it.

Mr. DOUGHTON. There is no doubt
about it.

Mr. CARLSON of Kansas. Mr. Chair-
man, will the gentleman yield?

Mr. DOUGHTON. I yield to the gen-
tleman from Kansas.
. Mr. CARLSON of Kansa,. I am
afraid the distinguished gentleman from
Kentucky might have the impression
that we are allowing a 10-percent de-
duction under this bill for charitable
contributions. This 10 percent must in-
clude taxes. Interest, charitable contri-
butions, and other deductible Items. I
am fearful that the gentleman was get-
ting the Idea that we had Increased it

-from 2'5 percent to 10 percent...

-9 -
7 Mr. DOUQHTON. It iiiludes all de-
ductions.

Mr. ROBSION' of Kentucky. If the
total income is $5,000 or less, you allow
$500 clear.

Mr. DOUGHTON. If the total in-
come is $5.000 or less he can get a stand-
ard deduction of approximately 10 per-
cent of his gross income by using the tax
table, or he can take his actual deduc-
tions.

Mr. ROBSION of Kentucky. If it is
above $5,000. then you include provision
for that In the tax return?. . -

Mr. DOUGHTON . lie can take a
standard deduction.of $500 or his actual
deductions if greater-than the standard
deduction of $500.

Mr. ROBSION of Kentucky. If it is
above $5,000?

Mr. DOUGHTON. Yes.
Mr. ROBSION of Kentucky. He can

take the $500 deduction or itemize the
actual contributions?

Mr. DOUGHTON. He can take the
actual deductions that he would be al-
lowed to take under the law; yes.

Mr. ROBSION of Kentucky. That Is
as I understand it.

Mr. DOUGHTON. He Is not denied
that privilege at all.

Mr. JENKINS. Mr. Chairman, will
the gentleman field?

Mr. DOUGHTON, I yield to the gen-
tleman from Ohio, a member of tie
committee.

Mr. JENKINS. This bill does not,
under any circumstances, prevent any-
body from filing a return and make any
contribution that he pleases. Of course,
it will not be considered under the pres-
ent law, and it will not be under the law
we will pass now, over 15 percent. But
as the distinguished chairman says, and
I think it will be agreed to by all, this
ninth point in the report is very clear.
It reads as follows:

The existing law has been amended with
respect to deductions for charitable contri-
butions so as to allow up to 15 percent of
the adjusted gross income.

14/

14/ 90 Cong. Rec. 3976 ( May 3, 1944)
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Mr. ROBSION of Kentucky. Uoes
that 10 percent refer to the deductions
for charity?

Mr. JENKINS. Yes; the 10 percent
includes charitable contributions; but if
his actual deductions, including his char-
itable contributions, exceed the 10-per-
cent allowance, he may choose to take
his actual deductions instead of his 10-
percent allbwance.

Mr. ROBSION of Kentucky. You can
.accept that.

Mr. JENKINS. He can accept It if he
wants to.

Mr. ROBSION of Kentucky. If his
salary is up to $5.000.

Mr. JENKINS. Tie can do so if he
wishes. If he does not, he can make
his own return, but if he chooses to go
outside of the table, he nust itemize his
deductions.

Mr. ROBSION of Kentucky. So the
workingman must make his return ac-
cording to this table here or he does not
have the benefit of this, If he goes out-
side of that, having a house to rent, and
so on, he must make a regular return.

Mr. JENKINS. If his income is less
than $5,000, that is, if his earnings and
his other income are less than $5,000,
and he doesn't choose to use the tax table
he must itemie his deductions,

Mr. ROBSION of Kentucky. He is
no longer under this table then?

Mr. JENKINS. No.
Mr. CARLSON of Kansas. Mr. Chair-

mran,.will the gentleman yie!d?
Mr. JENI'NS. I yield to the gentle-

man from Knnsas.
Mr. CARLSON of Kansas. It seems to

me there is considerable confusion about
thi$ 15-percent exemption for contribu-
tions. This la(v does not in any way
change the existing law as far as the
15-percent deduction allowable for con-
tributions is concerned. It does this,
however: It sets up a standard deduc-
tion wh!ch, If a taxpayer takes advantage
of It and it is used under withholding,
he is allowed 10 percent or not in execs
of $500 for a standard deduction, which
must consist of contributions to chari-
table and religious organizations, inter-
est, and other items. A taxpayer does
not have to take advantage of it, but if
he does and uses this form, he must, of
course, have his wages withheld on that
basis.

15/

15/ 90 Cong. Rec. 3980 ( May 3, 1944)
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The previous excerpts from the Record were all from the pro-

ceedings in the House. Senator George's comments, which follow, outline

the reasons favoring the standard deduction. He admits that eome com-

promises had to be made in the overriding interest of simplification.

There Is. Mr. Presdent. one feature of
the bill that should bq considered moreat length because It has provo'ed coan.
alderable discussion throughout the
country, especially by the churches and
religlous and educational oranizaUons.

16/

16/ 90 Cong. Rec. 4703 (May 1944)



38

CRS-12
CONGRESSIONAL RECORD-SENATE

I refer to the standard deduction and Its
effect on charitable contributions,

A standard deduction In lieu of an
Itemization of actual deductions-for
contributions to charitable, religious.
and educational organizations; personal
taxes; Interest on personal Indebtedness;
medical expenses; and so forth-is per-
mitted in the pending bill in the case
f every taxpayer regardless of size or

source of Income. Under existing law,
a standard deduction of 6 percent of
gross Income Is allowed to all users of
the short-form tax table-supplement T.
However, the use of this table is limited
to those with gross incomes under $3,000
from the following sources: Compensa-
tion for personal services, dividends. In-
terest, and annuities.

In the committee bill, the standard
deduction allowed to users of the short-
form tax table Is raised to 10 percent of
adjusted gross income. Adjusted gross
Income Is. In general, gross income less
business expenses, and, for the average
wage earner, represents total wages. In
addition, the use of the short form Is
broadened to Include all taxpayers hav-
Ing adjusted gross incomes of less than
$5.000. regardless of the source of the
Income. A taxpayer is not required to
make use of the standard deduction; on
the contrary, the taxpayer is free to item-
ize his actual deductions and compute
his tax accordingly, and he will undoubt-
edly do so whenever his personal deduc-
tions exceed 10 percent of his adjusted
gross income.

For taxpayers having an adjusted
Gross income of $5.000 or more, an op-
tIonal standard deduction of $500 Is al-
lowed. Probably many taxpayers will
find it to their advantage to claim this
$500 as their total personal deductions.
rather than to maintain recordsof actual
deductions. determine whether the de-
ductions sre allowable, and Remize and
claim them on their return.

It is apparent from the foregoing that
no taxpayer will be penalized by the al-
lowance of this standard deduction. On
the contrary. many taxpayers will be
benefited. Income-tax returns filed by
taxpayers having less than $5,000 net In-
come show average nonbusiness deduc-
tions--ncluding contributions--of les
than 10 percent of adjusted gross Income.
For this group, contributions alone con-
sutute only abott 3 V2 percent of adjusted
gross income. The standard deduction
will also relieve the Bureau of Internal
Revenue of the necessity of auditing and
verifying the actual deductions.

Certain representatives of charitable
organizations have argued that the al-
lowance of a standard deduction re-
msoves the tax Incentive for making gifts
to charities. The committee does not
believe It can be proved that a tax In-
centive has been an important factor In
the making of such gifts by Individuals
having less than $5.000 of adjusted gross
Income, and certainly the $500 standard
deduction will not remove the tax In-
centive for persons In the higher brack-
ets, upon whom the charities depend for
contributions In substantial amounts.

Moreover, taxpayers eligible for the 10-
percent standard deduction always have
the option of filing a return and securing
the benefit of deductions greater than I0
perceaL

As a matter c! !:I. the pending bill
liberalizes the maximum allowance for
charitable contributions and removes the
necessity for double comPutations here-
tofoce required to determine the maxi-
mum allowance. This Is accomplished
by changing the limitation from 15 per-
cent of net Income. computed without
regard to this deduction, to 15 percent of
adjusted gross income. The following
examples will llustrate the modification
made In the maximum allowance Un-
der existing law, a taxpayer having
$2.000 of adjusted gross income, and $100
of personal deductions other thin con.
tributions Is limited to a maximum de-
duction of $285 for charitable contribu.
tions. Under the new bill this tax-
payeis maximum allowance Is raised to
$300. A taxpayer having $80.000 of ad-
Justed gross Income, and personal
deductions other than contributions
amounting to $20,000, Is limited to $9.00
for allowable charitable deductions under
present law, whereas under the pending
bill his Inftatlon s raised to $12.000.

Representatives of the charitable or-
ganizations do not seem to realize that
without a standard deduction every one
of the 0,000.000 taxpayers would have
to file a regular return and compute his
tax. The validity of the objection made
by representatives of the churches and
the charitable and educational lnstitu-
tons to this extent is frankly recognized.
that is to say, where one does not make
a charitable contribution, he should not
be given the benefit of a deduction. But
to take care of this situation would re-
quire everyone to compute his tax.
Under the terms of the pending bill this
procedure will be followed by only 10,-
000.000 taxpayers, or less than one-fifth
of the total. Little or no simplification
of the tax system would remain if the
option of a standard deduction were re-
moved from this bill.

It has also been urged that a special
deduction for charitable contributions be
allowed for withholding purposes on the
basis of a statement mede by the em-
ployee to his tmployer estimating the
amount of such contributions he would
make during the year. We who have
studied this matter thoroughly are con-
pLnced that the entire withholding sys-
tem would break down If this procedure
were. adopted. There is general agree-
ment among employers of all classes and
sizes of establishments that it would be
absolutely Impossible to allow a tailor-
made deduction for each employee for
withholding purposes. It was for this
reason that the withholding tables In
the bill were computed In such a manner
as to allow an average of 10 percent total
deductions to all wage earners. Remem-
ber that withholding Is only a means of
collecting the tax liability. The final
liability is not determined until the tax-
payer files his return with the collector
after the close of the taxable year. 11

the taxpayer's return shows that his total
deductions actually exceeded the 10-per-
cent allowance for withholding purposes,
resulting In an overpayment of tax, he
will be allowed a refund.

The main argument against according
contributions special treatment centers
around the burden of administering such
a program both so far as the employer is
concerned In the withholding process
and so far as the determination of final
liability 13 concerned. If contributions t
were removed from the standard deduc- 1
tion, the following must be taken in
consideration.

First. The standard 10-percent allow-
ance which was designed to cover all per.
sonal deductions including contributions
should obviously be lowered If contribu-
tions are to be accorded special treat-
ment. If the percentage.of standard de-
ductons Is thus lowered from 10 Wd some
lesser figure, one of the major amplifica-
tion factors will be lost. For example, a
taxpayer In attempting to determine
whether or not his actual deductions are
within the standard allowance would
find it far more difficult to take 7 or 8
percent pf gross Income than to mentally
calculate 10 percent.

Second. Each employee would have to
determine and certify to the employer as
to the amount of contributions that he
'anticipates that he would make for the
taxable year. This amount, reduced by
the employer to Its pay-roll-period value,
would have to be appalled against gross
Income by the employer for each em- I
ployee before the amount of tax to be
withheldd could be determined. Further, -

a taxpayer's estimate of a coming years&
contributions would generally be a very
tentative figure.

Third. If contributions are to be ac-
corded separate treatment and are to be
exempt from withholding, It follows that
such must be handled as a special deduc-
tion on the final return of the taxpayer
in computing his Anal tax liability. This
would have the following effects upon
simplification: (al It would Impair the
simplicity of the withholding receipt as a
tax return, as the taxpayer would be re-
quired to Itemize the amount actually
contributed during the year; (b) for
those taxpayers using the regular In-
come-tax return and determiging their
own tax, there would, in effect, be a pos-
sibility of three sets of deductions: i)
So-called business deductions used in ar.
riving at adjusted gross income; (2) con- I
tributlons used in arriving at adjusted
gross income less contributions; and (3)
personal deductions included In the
standard deductions; and (0 the re-
quirement for Itemization of contrIbu-
tions by the taxpayer reverts to tedious
record keeping which the simpiliction
bill has attempted to eliminate and re-
tains the present audit responsibilities
of the Bureau of Internal Revenue In the
verification of such deductions.

Employers have stressed that the addi.
tIonal work which would be Involved in
according special treatment to each em-
ployee is far beyond the capacity of most
businesses today, t.7/

L/ 90 Cong. Rec. 4704 (May 19, 1944)

4704 MAY 19
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The standard deduction remained in the tax law from 1944 until

1976. From 1944 until 1969, the standard deduction was-ten percent of

adjusted gross income, although in 1948 the maximum amount of the deduction

increased from $500 to $1000. After 1969 the applicable percentage and

the maximum amount of the standard deduction increased according to the

following table:

percentage

10
18/

18/

19/

19/

19/

20/

21./

13

15

15

15

16

16

maximum amount

$1,000

1,500

2,000

2,000

2,000

2,600/2,300

2,800/2,400

18/ Tax Reform Act of 1969, Public Law No. 91-172 §802, 83 Stat. 676,

amending Internal Revenue Code of 1954 §141(b).

19/ Revenue Act of 1971, Public Law No. 92-178 1202, 85 Stat. 511.

20/ Tax Reduction Act of 1975, Public Law No. 94-12 1202, 89 Stat. 28

21/ Revenue Adjustment Act of 1975, Public Law No. 94-164 62(b), 89
Stat. 970.

year

1970

1971

1972

1973

1974

1975

1976
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In the H.R. 3477, the Tax Reduction and Simplification Act of
22/

1977, Congress replaced the standard deduction with the zerq bracket

amount (ZEBRA). The reasons for the change were beliefs that the tax

forms were too long and complex and that the computation of the tax

liability should be simpler. Under the law prior to 1977, taxpayers

determined their adjusted gross income-, determined the standard deduction

or their itemized deductions, subtracted the standard (or itemized)

deduction(s) from adjusted gross income, determined the number of exemp-

tions multiplied by $750, subtracted that number in order to determine

to determine taxable income. The taxpayer then consulted the tax table

to determine the preliminary tax. After that the general tax credit and
23/

other credits, if any, were applied against the tax.-

The 1977 Act formula involves fewer computations than the prior

law. The 1977 Act eliminated the minimum percentage and maximum standard

deductions and replaced them with what might be termed a flat-rate st nd-

ard deduction of $2,200 for single persons and $3,200 for married couples

filing joint returns. This flat-rate "standard deduction" was built

22/ Public Law No. 95-30 5101, 91 Stat. 134.

23/ U.S. Congress. House. Committee on Ways and Means. Tax Reduction
and Simplification Act of 1977. House Rept. No. 95-27. 95th Cong.
lst Sess. at 38-39, 44 (1977).
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into the tax tables as the zero bracket amount. That is, there was no

tax on amounts of income up to $2,200 or $3,200 depending on the filing

status. Graduated rates began at amounts over the zero bracket. The tax

tables were based on the number of exemptions and "tax table income."

For taxpayers who have no itemized deductions, tax table income is adjusted

gross income. After determining adjusted gross income, the taxpayers

look up their tax liability in the tables. Those who itemize deductions

subtract the zero bracket amount from their itemized deductions and then

subtract the remaining itemized deductions from adjusted gross income
24/

to obtain their tax table income.-

Certain taxpayers with incomes or exemptions in excess of the

the amounts shown on the tax tables have to compute their taxable incomes

and apply the tax rates.

Other than a need to simplify tax returns and tax computation

for individual taxpayers, there does not seem to have been much discussion

of the intended function of the zero bracket amount. It seems to have been

24/ U.S. Congress. Senate. Committee on Finance. Tax Reduction and Simpli-
fication Act of 1977. H. Rpt. No. 95-66 at 47-54 (95th Cong. 1st Sess,
1977).
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viewed as as a built-in, flat-amount standard deduction. There was no

discussion similar to that in 1944 as to what itemized deductions, if

any, the zero bracket amount was intended to replace. In light of the
25/

fact that the Conference Report describes the creation of the zero

bracket amount in terms of setting new fiet amounts for the standard

deduction and building the standard deduction into the tax table,

it seems safe to assume that the zero bracket amount should be considered

to serve the same purpose as the standard deduction which it replaced.

The Revenue Act of 1978 increased the zero bracket amount from

$3,200 to $3,400 for married taxpayers filing joint returns and from

$2,200 to $2,300 for single taxpayers and heads of households. No changes

were made in the operation of the zero bracket amount. In the General

Explanation of the Revenue Act of 1978, the Joint Comittee Staff described

the zero bracket amount as building the old standard deduction into the
26/

tax rate. schedule.

Marie B. Morris
Legislative Attorney
American Law Division
July 18, 1979

25/ U.S. Congress. House. Conference Report. Tax Reduction and Simplifica-
tion Act of 1977 at 24 (95th Cong. lst Sess. 1977).

26/ U.S. Congress. Joint Committee on Taxation. General Explanation of
of the Revenue Act of 1978 at 40 (95th Cong. 2d Sess. 1978)
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Appendix

PERSON

Income yea

1913-16

1917-20

1921-24

1925-31

1932-39

1940

1941

1942-43

1944-47

1948-69

1970

1971

1972-78

1979

1/ Beginning in 1948 an additional personal exemption
blindness and/or age over 65.

was allowed for

Source: Adapted from the Federal Tax System: Facts and Problems, 1964,
materials assembled by the committee staff for the joint Economic
Committee, 88th Congress, 2nd Session, 1964, p. 22; Pechman, Fed-
eral TaxPolicy 298 (1977); and subsequent public laws.

60-529 0 - 80 - 4

AL EXEMPTIONS IN TE FEDERAL INCOME TAX, 1913 -

r Single Persons Married Couples

$3,000 $4,000

1,000 2,000

1,000 2,500

1,500 3,500

1,000 2,500

800 2,000

750 1,500

500 1,200

500 1,000

600 1,200

625 1,250

675 1,350

750 1,500

1,000 2,000

PRESENT

Dependents

0

$200

400

400

400

400

400

350

500

600

625

675

750

1,000
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Senator BYRD. Representative Fisher?

STATEMENT OF HON. JOSEPH L. FISHER, A REPRESENTATIVE
IN-CONGRESS FROM THE STATE OF VIRGINIA

Representative FISHER. Thank you, Mr. Chairman. I have a pre-
pared statement. I will just highlight it and request that the full
statement be made a part of your record.

Senator BYRD. Without objection, it will be a part of the record.
Representative FISHER. My views, of course, parallel closely those

of Congressman Conable and your two colleagues. All of us are
sponsors of this kind of legislation. It does have wide support, not
only in the Senate and in the House, but across the country.

It is not surprising, therefore, that the four of us represent the
width and breadth of the country from Oregon, to New York, to
Virginia. As a matter of tax efficiency, studies do indicate that this
legislation is sound because it will increase charitable giving more
than it will result in a revenue loss to the Treasury. That is almost
for sure, no matter whose figures you look at. It is just a matter of
how much.

But I really do not think that this is the primary reason why this
legislation is desirable. The primary reason is that it gives addi-
tional support for private giving, for community good works, and if
we are ever going to be able to disengage Government from doing
these things, this surely is one very, very good way of doing it. We
must try to transfer some of this necessary work of society out of
the public sector and into the community, the independent, the
voluntary, the nonprofit sector.

I would like to point out that in addition to the increase in
charitable giving that will result from this legislation, there almost
certainly will be a very large increase in work contribution that
citizens make to this whole range of independent voluntary sector
activities. Many, many people who will give, or give more to chari-
ties, will for sure find themselves giving their own time and energy
and talent, and this is never calculated as part of the statistical
studies that are made of revenue loss and private charity giving.

The private, nonprofit sector which this legislation is designed to
assist, performs, of course, many valuable services to our society all
across the board, and everybody, one way or.the other is involved,
if not in giving, then in receiving, benefits-health, education,
United Way activities, churches-above all, churches.

And so it is. After church last Sunday we have the coffee hour
that so many churches have and I took that occasion to ask a
number of people who were gathered there in talking, would you
give more to this church if you could deduct your contribution, and
said no more. The answer, from 8 or 10 whom I had asked was,
without hesitation, yes. Why should I not?

I could give more, and it would not cost me any more out of my
own resources.

I am sure that if any one of us asked questions like this, one to
one on people, we would get the same response.

Well, due to a significant decline in charitable giving relative to
indices like gross national product and disposable income, there is
much evidence that the private, nonprofit sector needs assistance
in carrying out its valuable services to society.
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Two causes for the decline in charitable giving are the increasing
use of the standard deduction and the economic difficulties which
inflation is causing for potential contributors. There is no question
about this. It is corroborated in statistical investigations and, more
importantly, it is corroborated in questions that we all ask our
friends and neighbors.

This bill, it seems to me, is right. Philosophically, it is right;
historically, it is right; psychologically it is right; emotionally, it is
right; and its time has come, I believe.

It fits with the very best elements in our tradition.
Now, the Senate and the House version meets all of these issues

by allowing the charitable contribution to be taken regardless of
whether the taxpayer elects the standard deduction. It would have
the effect of giving all an incentive for charitable giving.

What we are trying to do is give the incentive to people to
handle some of these problems in their communities through orga-
nizations of their own making.

It would result in the cost of the charitable contribution being
lowered from the individual's point of view. Objections will be
raised, of course. Always those who have to collect taxes are con-
cerned that the form will be complicated, there will be an addition-
al question, the administration will be made more troublesome.

One concedes that this will happen a little bit. But the adminis-
trative problem of handling this tax is really not very severe,
certainly not when stacked up against the gains that will result.

The revenue loss, which is another argument which is raised
against it time after time, is conceded. There will be a revenue loss,
but it will be more than offset by contributions to charities and
much more than offset if you count the increase in work contribu-
tion, time, energy, and caring.

This bill, it seems to me, is good for any season because it has
these abiding and deep roots to support it in our tradition, in our
history. Of course, it would be especially advantageous if, at some
time, we are considering a more general tax cut.

I personally hope that we do not do that given the present
outlook. But if things should get worse, that may have to be done.
In that case, it does seem to me that we have here a piece of a
general tax cut of great merit because the cuts go to moderate and
low-income people-that three-quarters of the taxpaying population
which elects the standard deduction, the very people who are car-
rying the responsibilities of our society through contributions to
churches and charities and universities and hospitals and the
United Way. You could not think of a better group of some mil-
lions of people to whom to provide some tax relief, should that be
necessary.

Well, this is the nature of our case for this bill. I hope very much
that your committee, Mr. Chairman, will consider it favorably.

Senator BYRD. Thank you, Congressman Fisher.
I might say that this legislation certainly has outstanding spon-

sorship: Mr. Conable and Mr. Fisher, Mr. Packwood and Mr.
Moynihan.

Senator Packwood?
Senator PACKWOOD. I have no questions, Mr. Chairman.
Senator BYRD. Senator Moynihan?
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Senator MOYNIHAN. Mr. Chairman I would not want our col-
leagues to leave without thanking them and particularly thanking
them-for the large perspective with which they have opened these
hearings.

We have something much more than a tax bill before us. We
have a bill that has to do with the nature of American society. It is
40years, I guess, since Joseph Schumkter wrote his last great book
and he said that the theme of the remaining part of this century
will be the steady conquest of the private sector by the public
sector and it has gone on on many different fronts, none more
conspicuous than this.

I am afraid nothing is more characteristic of.the times then that
we know this is wrong and we go on doing it. So you have some-
thing historic.

The President and Mrs. Carter are going to be shown all over
this country supporting this bill. Mr. Lubick is about to come up
and tell us on behalf of the President that we may not have it.

Now, we had better straighten ourselves out in this matter. I
think the President, having gotten the political benefit of that film
that COMNVO put on for them, then COMNVO gets the benefit of
this bill.

Thank you, very much.
I very much appreciate your coming, both of you.
Senator BYRD. Thank you, Congressman Conable Thank you,

Congressman Fisher.
[The prepared statement of Mr. Fisher follows:]
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TESTIMONY OF CONGRESSMAN JOSEPH L. FISHER

Mr. Chairman:

I would like to thank you for offering me this opportunity to

express my strong support for S.219, which would allow individuals

to receive a deduction for their charitable contributions regardless

of whether they use the standard deduction; I, along with my

colleague in the House, Barber Conable, have introduced identical

legislation, H.R. 1785. At this point we have received over 140

co-sponsors. I hope that these hearings before your committee will

provide the momentum necessary for serious and successful consideration

of these bills in both the House and Senate.

Over the next two days you are likely to hear various estimates

on how much this legislation will cost in terms of lost revenue, and

how much it will generate in terms of added contributions to charitable

organizations. I am convinced by several detailed and comprehensive

studies which will be made available to this committee by other witnesses

that it is reasonable to expect that this legislation will help private

non-profit organizations more than it will hurt the Treasury. However,

what I would like to focus my comments on are the value of the private

non-profit sector and its need for legislation such as the bill you are

considering today to assist it.

The private non-profit sector of our economy offers a valuable

opportunity to supplement, and perhaps to some extent to replace, the

work of government in a way which often gives those who participate in

this sector a greater sense of involvement and effectiveness than they

feel through passively supporting similar government activities by tax

dollars. As such, the private non-profit organizations perform a most

worthwhile dual service. At a time when there are serious efforts to

reduce overall government spending, and at a time when current government
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spending is likely to be allocated more toward the defense portion

of the budget, voluntary organizations will be called upon to pick

up the social services slack to a greater degree. Whether in the

field of education or health, whether with respect to food assistance

abroad or scientific research at home, whether through individual

efforts or social programs provided by churches, the private non-

profit organizations have a significant contribution to make in a kind

of partnerphip with government. The significance is likely to grow in

the future.

Yet, it is not only a service in the aggregate which these or-

ganizations perform. They also provide individuals with a greater

sense of participation in promoting projects which they deem important.

Of course, government provided resources to advance many worthy social

goals. But these efforts are often perceived by individuals only in

the abstract. They see the power of their tax dollars defused. They

feel increasingly overwhelmed by the problems and alienated from the

solutions.

In contrast, the voluntary sector offers individuals an opportunity

to contribute directly to the amelioration of social problems which

are of concern to them. I do not think that.we should underestimate

the sense of satisfaction which is derived by an individual who feels

that he or., she did.their part through a monetary contribution in

correcting an evil or promoting a good. In addition, it is quite common

that a financial contribution is accompanied by voluntary service.

This is a further opportunity for individuals to participate actively in

a way that is meaningful to them and beneficial to society.
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So, then, theprivate non-profit sector is valuable from both

a societal and an individual point of view and should-be promoted.

The issue now turns to whether there is a further need to assist

this sector, and, if there is, what form it should take.

Over tle past decade, there has been a significant decline in

charitable giving relative to indices such as the Gross National.

Product and disposable income. It is difficult to say for certain

what are the causes. However, prime among those cited is the increasing

use of the standard deduction. As the amount of the standard deduction

has increased over the past decade as a mechanism for tax simplification

and general tax cuts, it became more and more advantageous for tax-

payers to use it as opposed to itemizing their deductions. Since a

taxpayer must itemize in order to take a deduction for a charitable

contribution, then the greater use of the standard deduction--now

covering almost 80% of the taxpayers--effectively means that the vast

portion of the taxpayers are not receiving the often advertized

incentive of a tax deduction for their contributions. It is hard to

believe that the relative decline in contributions is purely coin-

cidental with the decline in the number of people who are eligible to

receive an itemized tax deduction for those contributions.

Another factor in the relative decline in charitable contributions

is the sense that inflation is taking a greater and greater portion of

each individual's disposable income. As a result, there has been to

some extent a psychological retrenchment in charitable giving. Not

that people prefer to give any less. Rather, they believe that they

cannot afford to give as much as they would like and still have ends

meet.
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How, then, to deal with this decline? It is here that S.219

and H.R. 1785 come into play. By allowing the charitable contribution

deduction to be taken regardless of whether the taxpayer uses the

standard deduction, this legislation wil once again give all tax-

payers an incentive for charitable giving. Furthermore, this incentive

will effectively lower the cost of giving and, therefore, make it

seem more affordable. For example, if a taxpayer contributes $10 and

has a marginal tax rate of 25%, then the tax deduction for the

contribution will mean that the contribution will really only cost

$7.50.

.This bill is good in its own right and deserves to be passed.

But in addition to bolstering the admirable American tradition of

private, voluntary charities and good works, the bill would offer

special advantages at a time of business recession, or incipient

recession, when a general tax cut would be in order. Several billion

dollars of tax reductions under this bill, would go to some 64.2

million taxpayers, nearly all of whom would be the moderate and lower

income level people who customarily elect the standard deduction.

In a time of recession and falling incomes, no group would deserve

a tax cut more.

In conclusion, Mr. Chairman, I believe that the committee over the

next two days will be given the opportunity to assist a vital sector

of our economy. I hope that it will make the most of this opportunity

and give S. 219 a favorable hearing. Ilhpe also that your companion

committee in the House, the Committee on Ways and Means, on which I sit,

will approve the identical House version of this bill.
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Senator BYRD. The next witness will be the hardworking Assist-
ant Secretary of the Treasury, Mr. Lubick.

Mr. Lubick?

STATEMENT OF HON. DONALD C. LUBICK, ASSISTANT
SECRETARY FOR TAX POLICY, U.S. TREASURY DEPARTMENT
Mr. LUBICK. Mr. Chairman, a few weeks ago the Washington

Post characterized me as a Grinch for proposing capital gains
treatment for Christmas trees, and it is with trepidation-I do not
know what they are going to say as a result of our position on this
bill. I would like to say that I come here not without experience
and total sympathy and dedication to the volunteering sector.

In the 25 years of private practice before I came to the Treasury
Department, I gave as much as I could of my time and pocketbook
to the voluntary sector and I believe I am as dedicated a supporter
of it as your colleagues here. And during such time that I have had
to spare from the Treasury Department, I have been willing to
participate in the private sector. I have a drawer full of pledge
cards to solicit at this time.

Nevertheless, I think we can come at this with some perspective
and we have several concerns with this legislation. A number of
them have been alluded to by Congressman Fisher and Congress-
man Conable and first, as is usual for the Treasury Department,
we are concerned with the magnitude of the revenue loss that
would result from enactment of this bill at a time when fiscal
austerity is called for. I do not need to recount for you the reasons
why the President has moved to try to control inflation by holding
down the size of the deficit.

Our revenue estimates are based on the latest figures as to the
size of giving and the income levels involved here without any
induced giving. For the feedback in this case operates not to reduce
the magnitude of the revenue loss of the bill, but to increase the
size of the revenue loss, and the sponsors would hope that the
revenue loss would indeed grow, because the growth of the revenue
loss means greater and greater giving to charity. But leaving aside
the induced revenue loss, our figures indicate a $3 billion revenue
loss, all of which goes with respect to existing giving. The $3 billion
is just based on existing giving, and it is split between those who
already claim the standard deduction and those who are now ite-
mizers but would find it advantageous to claim the standard deduc-
tion if they were able to take their charitable contribution sepa-
rately.

We perceive the greatest threat to giving in the voluntary sector,
not to be the standard deduction, but rather inflation. As more and
more pressure is put upon the incomes of persons in these brackets,
and as their disposal income is less and less, of course an area that
suffers is the voluntary sector.

Next, our concern is whether this is the type of individual tax
cut that we want. As I have indicated, it would go, in very large
measure, to those who are already giving with respect to their
existing gifts, and we will talk a little bit about that later.

The standard deduction, in addition, it must be emphasized, is an
important key to taxpayer compliance and administration. Without
it, some 43 million taxable returns would have an itemization
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burden. There are 64 million filers who use the standard deduction.
It makes 21 million of them nontaxable. So you would have 43
million, who would otherwise be taxable who would have an item-
ization burden. That means more burdens in completion of the
form, more burdens of recordkeeping and more audit burdens on
the Internal Revenue Service.

The standard deduction was placed in the law for the purpose of
minimizing these burdens and achieving simplification, by allowing
a fixed amount in lieu of interest, medical, State and local taxes,
casualty losses, and charitable deductions, all of which are in the
law for important national purposes. The standard deduction
allows the administration of the system to go on without breaking
down under the burden of auditing all of these deductible expendi-
tures individually.

One of the key questions which has been raised is whether or not
the use of the standard deduction does cause a reduction in giving.
But we know that when the standard deduction was enacted in
1944, similar fears were expressed that this would have very seri-
ous inroads upon giving. At that time, some 80 percent of all
taxpayers elected the standard deduction and if you will look in
our prepared statement at table 2, you will see the history of the
utilization of the standard deduction rising to 84 percent in 1945
and then declining to 52 percent in 1970 and then increasing as
Congress increased the amount of standard deduction. In 1977, it
hit 74 percent. It is on the decline now, as inflation moves persons
into higher brackets and magnifies the amount of their deductible
expenditures. We expect 69 percent will utilize the standard deduc-
tion in 1979 if nothing further is done in the way of changes in the
Tax Code. We expect the number of taxpayers using the standard
deduction to continue to decline.

We also find that nonitemizers gave $12 billion in 1978 which
was $200 per nonitemizer. As we have indicated, a large portion of
this revenue loss will simply result from giving tax benefits to
those persons who are already significant givers. The complexity
which arises from the itemization of the charitable deduction is
indeed troublesome. The Internal Revenue Service experience has
been that it simply cannot audit another 43 million returns with
respect to relatively small amounts of charitable deductions.

In many cases, we have problems where contributions are
claimed without receipts, without any documentary evidence, and
the cost of policing this entire area, which according to IRS tests, is
an area where there has been very significant abuse, unfortu-
nately.

To go the route of the bill in the absence of a showing of a very
great cost benefit would be highly questionable.

Our statement indicates some of the complexities in the Internal
Revenue Code that are involved. The bill which has been intro-
duced by Senators Moynihan and Packwood does address some of
them. For example, there are a number of items that are based on
adjusted gross income. If charitable deductions were placed above-
the-line, so to speak, adjustments would have to be made in order
to avoid continuing complexity and continuing revenue losses.
These items are the medical deduction, sick pay, the earned income
credit, taxable unemployment compensation, withholding
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allowances for excess itemized deductions, and so on. There is a
fairly long list.

A major concern this morning is the question of induced giving
and there, I think, is a very crucial question. How much would the
allowance of the standard deduction, in addition to the charitable
contribution deduction, affect induced giving?

If you look at table 1, you will see that the amount of giving
seems to be primarily a function of the amount of personal income
of individuals. If you look at 1955, giving as a percent of personal
income was 1.7. It rose to 1.8 and in 1973, it declined to 1.7. Then
in 1976, 1977, and 1978, it was 1.9 percent, based on the American
Association of Fund-Raising Counsel's book, "Giving U.S.A." There
is some question as to the estimates that have been used on what
the amount of giving is. I am not sure that all of these figures are
precise, and therefore not precisely comparable, but the fact of the
matter is that the amount of giving has varied within a very small
range as a percentage of personal income.

If you stack up that'last column on table 1 with the last column
on table 2, the utilization rate of the standard deduction, you will
find that the amount of giving as a percent of income is more or
less constant, even though there has been wide variations and wide
fluctuations in the use of the standard deduction.

Therefore, it appears that the cries of doom and the cries that
the standard deduction is going to destroy the charitable sector, I
think are overstated. Indeed, the strength of the voluntary sector
in the United States is the dedication, in particular of persons in
lower income brackets, to the good purposes which it serves and
the satisfaction which one receives not only from contributing but
from working in the sector.

There has been a lot of analysis that has been made with respect
to price sensitivity of giving. We concede that the amount of giving
with respect to high-bracket taxpayers-and this is true not only
from the statistical evidence, but we can testify from our own
reactions-is price sensitive. To the extent that a tax deduction at
the 50-percent bracket is available, the amount that will be given is
sensitive to the net after tax cost of the donor. Further to the
extent that contributions can be made in appreciated property and
thereby eliminate capital gains tax with respect to that property,
there will be even greater price sensitivity to an even lower net
cost to the dpnor.

As to the lower income givers, however, there is much dispute
about price sensitivity. Our statement alludes to a number of
economists that have different views on it. Deputy Assistant Secre-
tary Sunley is here to discuss the techniques that are beyond me as
to the statistical analysis and the varying predictions of price
elasticity.

But I think that it is sufficient to say that one cannot isolate out
whether or not individuals give more because they have, more, or
because there is a tax reduction in the price at these lower levels.
But it is counterintuitive to say that those in the lower brackets
will respond as well to a tax break of relatively small magnitude
because of their low tax rate bracket than will those in higher tax
rate brackets.
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In .any event, one thing is clear, as a result of the studies that
.have been made and as indicated in table 3, regardless of the price
elasticity factor that is used, it is clear that there is going to be a
lag in any event, even under the most optimistic assumption,
which is the first one-minus 1.3 elasticity assumption. There is
going to be a lag before the revenue losses are at least matched by
the increased volume of contributions. I would suppose that it
would be at least a decade, even under the most optimistic circum-
stances, that one could say that the induced charitable contribu-
tions will match the revenue losses. Of course, if we assumed lower
price elasticity, we will never achieve a balance.

If I may summarize very briefly, Mr. Chairman, if you will
include our entire statement in the record, our reasons for oppos-
ing the measure are, first of all, the need for fiscal restraint at this
time to control inflation, which is the most serious problem in the
voluntary sector; second, the bulk of the revenue loss from this tax
change would be wasted because it would go only to reward those
who are making existing gifts; third, the serious compliance and
recordkeeping problems that would be caused both for taxpayers
and the Internal Revenue Service and as a result, create a breach
in the wall of the major tax simplification policy of the standard
deduction; and finally the inadequacy of the evidence to demon-
strate that additional giving would be of sufficient magnitude to
justify the cost.

Senator BYRD. Thank you, Mr. Secretary. Your full statement
will be included in the record.

I am not clear as to the figur that you mentioned. What does
the average person give as a percent of income? What figure do
you have on that?

Mr. LUBICK. There are different figures for itemizers and
nonitemizers, as our statement indicates. The average figure for
the nonitemizer, the person using the standard deduction, appears
to be about $200.

Senator BYRD. What percent of income would that be?
Mr. LUBICK. We have overall figures in table 1 that indicate

giving as a percentage of personal income is 1.9 percent.
Presumably, in fact clearly, giving as a percent of personal

income is a lower percentage for those who do not itemize than it
is for those who do itemize.

Senator BYRD. What is it for those who do itemize? -
Mr. LUBICK. I do not believe that we do have that, Mr. Chairman.

We will endeavor to see if we can ascertain that figure and submit
it to you, if we can, for the record.

[The material to be furnished follows:]
The Treasury Department submitted for the record the following table:

1978 INDIVIDUAL GIVING IN RELATION TO ADJUSTED GROSS INCOME
[Dolar in blini

Status GWno by kdfvidusIs AOf ges G~ga

A returns ..........................................................................................
Iemizers ............................................................................................

'$32.8
219.1

'$1,304.2 2.5
2708.9 2.8
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1978 INDIVIDUAL GIVING IN RELATION TO ADJUSTED GROSS INCOME-Continued
(Dollars in t ilos]

Status oong by * duats AdncomeWS o s G r aSF6cent of

NoW em izers ..................................................................................... 1 13.1 2595.3 2.2

Estmates in "Gw USA" American Association of Fond-Raising Counsel.
2Prenr "1978 Stistics of Income, k*iAidat," Internal Revenue Servce.

Office of te Secretary of tfe Treasory, Office of Tax Anals-febra 14, 1980
Note.-Adsed gross income data are used in this table. Personal kcme data are not avaiable for itemizers and noruteizers. Te Sure of

Current Business, Department of Commerce publishes on occasion a table presenling a data recordatmn of the two inom cone ts

Senator MOYNIHAN. Do you not have some data?
Mr. LUBICK. If you look at table 4, we have some average contri-

bution deductions by brackets.
One of the problems is that the percentage of income for the

itemizer is going to be a higher percentage of his personal income
than it is for the nonitemizer, and I think that we would concede
that. That is one of the arguments that is made for this change.

However, it is equally admissible to infer that the reason the
giver is an itemizer is because he is a large charitable giver rather
than that he is a large charitable giver because he is an itemizer.

One of the reasons a number of persons use the standard deduc-
tion is because, unfortunately, they either do not have the re-
sources or do not have the motives of generosity that lead them to
make gifts of sufficient magnitude so that they can itemize.

I do not think that one can say that because of the standard
deduction that these persons are giving less. I think one can equal-
ly say that because they are giving less it is not advantageous to
them to itemize and therefore they use the standard deduction.

Senator BYRD. Insofar as my previous question is concerned, I
was trying to be sure that I interpreted table 4 correctly. Take the
$50,000 to $100,000 category; the average contribution is deduction,
$1,985. You might say $2,000-do I read it correctly? This indicates
that the average contribution is somewhere between 2 and 4 per-
cent for that category of taxpayer.

Mr. LUBICK. That is correct.
Senator BYRD. The next one, $100,000 and over, is the average

contribution $9,354? I cannot read the first figure.
Mr. LuBimC. That is correct.
Senator BYRD. $9,354.
Let me ask you this, Mr. Secretary. Does President Carter favor

or oppose this legislation?
Mr. LUBicK. President Carter opposes the legislation; the position

which I have stated is that of the administration, which is not to
derrogate our dedication and support for the private sector. Both
President Carter, as well as the Treasury Department, let me
assure you of that.

Senator BYRD. Does the Office of Management and Budget favor
or oppose this legislation?

Mr. LUBICK. The Office of Management and Budget opposes the
legislation. They have reviewed and approved the statement which
I submitted for the record.

Senator BYRD. Does the administration favor or oppose the legis-
lation?
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Mr. LUBICK. The administration opposes the legislation, Mr.
Chairman.

Senator BYRD. The standard deduction was first increased sub-
stantially-am I right about this-around 1969?

Mr. LUBICK. That is correct, Mr. Chairman. You are talking
about the major increase after 1944?

Senator BYRD. The major increase after 1944.
Mr. LurnCK. In fact, the nature of it was somewhat changed.
Senator BYRD. Changing the standard deduction as it has been

changed has brought about the problem that we are discussing
today, I take it?

Mr. LUBICK. We do not concede that, Mr. Chairman.
Following standard deduction change, you will notice that utili-

zation in the last column of table 2 shows what has happened to
the standard deduction.

Actually, the change in 1969 did not catch up to the change in
the utilization rate. There was a change in 1971 which you will see
increased the utilization rate to 58-percent. In 1972, it went up to
65 percent.

In 1969, the alternative percentage was eliminated and it became
a fixed amount. But when we got up to the changes in 1977, we
made some changes which greatly liberalized the standard deduc-
tion and that got the number of standard deduction users up to 74
percent, still significantly below what it was when the deduction
was first inaugurated in 1944. Since 1977, the utilization of the
standard deduction has been falling, as I indicated, because of the
increase in the cost of deductions through interest, taxes, charita-
ble deductions, et cetera, has risen faster than the one adjustment
which was made in the 1978 act to the standard deduction. It was
raised only by $100-single; and $200-joint; therefore, we are in a
period of declining utilization.

I might suggest if the Congress did nothing with respect to the
standard deduction-I am not saying that is good or bad for we
would have to judge that at the time-presumably this alleged
problem would diminish because the utilization of the standard
deduction is going to decline year by year unless Congress in-
creases it.

Senator MOYNIHAN. Would the chairman allow me to intervene?
Senator BYRD. Yes.
Senator MOYNIHAN. The utilization of the standard deduction is

not, per se, a measure of movement in that regard, or it does not
-necessarily reflect movements in charitable giving.

This could be a function of 14 percent mortgage rates.
Senator LUBICK. Once one has a 14-percent mortgage interest

payment to make and he is thrown into itemization, then he is free
to claim all of his charitable contributions as deductions.

It does not matter how you get to the threshold. Once you are at
the threshold-

Senator MoyNiH--. But with the 14-percent mortgage, you
cannot afford to make charitable contributions.

Mr. LuBICK. That is precisely my point, Senator Moynihan. The
basic problem is not the standard deduction. It is inflation. There-
fore, fiscal restraint is called for to get a handle on that.
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Senator MOYNIHAN. Mr. Lubick, if you are going to go on agree-
ing with us, we are not going to get anywhere.

Senator BYRD. You mentioned fiscal restraint three times and I
certainly--

Mr. LUBICK. I was trying to appeal to you, Mr. Chairman.
Senator BYRD. I certainly agree with you for the need for fiscal

restraint, but there are two ways. I think the appropriate way to
look at fiscal restraint, or at least the way I look at it, I must
admit I am in a minority among my colleagues on these bur'getary
matters, but the way I look at it, fiscal restraint means restraint in
spending. It does not mean increase in taxes.

There are two ways to balance the budget-you mentioned reduc-
ing the deficit. There are two ways the budget can be balanced.
One, is to increase taxes and the other is to get spending under
control. It is the latter I indicate.

Mr. LUBICK. We agree with you and the President in his budget
has held the real level of spending down.

Senator BYRD. You have not read his budget very carefully. I am
glad you brought up the budget; I had not planned to bring it up.

The President has advocated a $68 billion increasing in spend-
ing-a $68 billion increase in spending over what the Congress
approved in November.

It goes from $548 billion to $616 billion. I do not call that fiscal
restraint.

Senator Packwood?
Senator PACKWOOD. I am always struck by the consistency of the

Treasury Department. No matter what party is in power, they are
generally opposed to tax incentives, and the argument always used
is that tax incentives are too complex. The administration's wood-
burning stove tax incentives are not too complex for the taxpayers
to figure out, or the marvelous passive solar energy credit, which I
support. The President attempted to explain these credits to the
Ways and Means Committee and utterly failed, because they were
too complex.

Those are all right. I might say to the Senator from New York
that the wood-burning stove credit was not complex, but the tax
credit in the bill sponsored by all of the members sitting here, and
this committee, of no more than a maximum of $10,000 to increase
your growing of trees was too complex.

I remember the debate over the tuition bill that the Treasury
Department-not Mr. Lubick personally-testified that the taking
of a $500 tax credit on an income tax form was too complex and
instead cited as the administration's counterproposal the expansion
of the basic educational opportunity grant program as an example
of simplicity.

Mr. LUBICK. I plead guilty. It was I who testified, Senator.
Senator PACKWOOD. I cite these only to say that the argument of

complexity is one that we all use for things that we do not want
and avoid the things that we do want.

I am perfectly prepared to argue the merits of the response of
charitable giving to the standard deduction. I have a chart pre-
pared by the Treasury Department that shows the number of
people who take the standard deduction and the percentage of
personal income giving and the two lines correlate very closely.
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I am not going to ask you to argue whether or not the correla-
tion is close because of the standard deduction, but indeed they are
closely correlated over the years. I see no point, Mr. Chairman, in
asking Mr. Lubick any further questions because I know he has to
go back to the Treasury Department to work out his defense for
the windfall profits conference on the solar energy credit so that
conference can understand it.

Mr. LUBICK. IfI may comment, I think it is somewhat unfair to
toss out the notion of complexity in this particular area of millions
and millions of very low income taxpayers and the problems of
compliance that are involved in 43 million returns and the audits
of very small amounts. The wood-burning stove credit, after all, is
not complex and it is an additional item to the energy credit, which
you have been a fervent sponsor of. It is just one more item on the
,st.It is not a -new credit. It is an addition to the list of an existing

credit. The passive solar credit gives one for builders. There was
undue complexity in the original proposal. Now it is a relatively
simple credit that builders can claim through use of tables.

Senator PACKWOOD. 271 different areas of the country-or have I
overstated the number of areas?

Mr. LUBICK. Each builder is normally in only one area, Senator.
Senator PACKWOOD. It is very simple; you only have to know the

average degree days in the particular area that you are building,
how often the temperature is above or below a certain day in 271
different degrees, multiplied by the square footage of the windows
facing- south and you-can take a credit. But the average citizen who
takes the standard deduction cannot comprehend an additional
$100 above-the-line contribution to the Catholic Church. That is
beyond their ken.

I will pursue the subject no further.
Senator BYRD. Senator Moynihan?
Senator MOYNIHAN. I want to congratulate Mr. Sunley on the

Clotfelter lag. That is good.
It is an argument you did not have last year. It will give Martin

Feldstein something to do next year to rebut the Clotfelter lag.
Senator PACKWOOD. What is the name of it?
&nator MOYNIHAN. The Clotfelter lag.
Senator PACKWOOD. The same department that gave us sibling

overlap?
Senator MOYNIHAN. It does appear to be the work of Charles

Clotfelter of Duke University. It is in the area of sibling overlap. It
is bad for you.

We understand perfectly the exigencies that produce the Treas-
ury view. There is a question of evidence here. You will agree, Mr.
Secretary, that as a percent of disposable personal income, giving
has been going down-not sharply, but it has been declining, not
increasing.

Mr. SUNLEY. The numbers are very close. I have seen the chart
that Mr. Packwood referred to. It should be introduced in the
record.

Those estimates of the total amount of giving are subject to a
wide amount of variation and error. We start out with a fairly solid
number that comes out of the individual income tax returns. What
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itemizers give. Then you need to make an estimate of what is the
amount of giving of nonitemizers.

I assume the people who put together "Giving U.S.A." looked at
various sources, by various types of institutions, of what is the
amount of total giving that they received. They do not know
whether it comes from itemizers or nonitemizers.

Then they put a number together-and you get a total.
A few years ago, partly as a result of Mr. Feldstein's work which

suggested that giving was understated, Giving U.S.A. concluded
that they greatly underestimated for a number of years of the
amount of giving by rionitemizers and they adjusted it.

It is on the table that we had in the testimony here on the
amount of giving.as apercent of personal income. The last 3 years
you reached recordhighs of 1.9 percent.

We correctly indicate that there is a break in the statistical
series. We are not saying that it is higher. Those numbers are not
necessarily comparable to the earlier years. But when you are
looking at two significant figures, that is a lot of significant figures
in this area. We do not have three and four significant figures.

It is very hard to see much of a trend.
Senator MOYNIHAN. Sir, you would know that this committee

regards your testimony with absolute trust. You have brought the
,-highest personal and professional standards, giving us whatever
information there is, and you make your case as best you can, and
that you ought to do and you do it very well.

I would just ask you to consider-it is not properly your concern,
but if you can sense our concern-that this is a committee that
deals with a large range of social welfare issues, as well as taxes.
We are both a tax committee and a social welfare committee and
we see the steady displacement of private sector efforts by Govern-
ment.

That is why we have to keep raising taxes to provide services
which in a significant sense were heretofore provided by charitable
enterprises. There is no more conspicuous area than schools. In
education, the public sector is driving out the private sector. The
administration is adamant that there should be no effort to miti-
gate that movement.

I think it has also been true in health care. I think we are going
to hear a great deal about other places.

When we talk about this-just so that you will know-there is a
dimension to this issue for us which is not a fiscal issue at all. It is
a question of whether we are becoming a statist society. Is the
disease inexorable? Is the movement not to be resisted regardless of
doctrine or pronouncements?

Even a nation with a soul can end up being run by the Govern-
ment, you know.

But I thank you for your testimony. It is very helpful and very
straight. -Senator PACKWOOD. Mr. Chairman, I wonder if I might add in

Senator Moynihan's and mine, lexicon that I noticed in a letter of
May 15, 2 years ao by then-Secretary Blumenthal to Congressman
Fisher. He said, 'I wonder how much confidence for public policy
purposes should be placed in these small year-to-year statistical
wiggles."

60-529 0 - 80 - 5
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Senator MOYNIHAN. Mr. Sunley is a hell of a man. He makes the
best case he can.

Senator BYRD. Senator Chafee?
Senator CHAFEE. Thank you, Mr. Chairman.
I am a cosponsor of this bill and I am sorry I did not hear all of

the testimony that has been presented here from Mr. Lubick and
Mr. Sunley.

Coming down on you, Mr. Sunley, would be against it, because he
seems to be against all the bills that we have here. Sometimes he is
against it because of loss of revenue. Sometimes because, as Sena-
tor Packwood pointed out, complexity; sometimes because of equity.
And we have a series of measures that are going to come before
this committee which we are interested in-nd I think I speak for
the majority of the committee-and which you will oppose all of
them. And I am thinking now of accelerated depreciation; I am
thinking about changes in the taxation of Americans working
abroad.

So you are here today opposing this just like you opposed some
changes that we had in the windfall profits tax. I remembered I
wanted to increase the tax on second-tier oil to 75 percent. You
opposed that; you wanted it 60. Then the administration came back
and wanted 65 and 70.

In any event, where on your scale of 1 to 10-that seems to be
popular in judging things, pulchritude and a whole lot of other
things-would you put your resistance to this measure, 10 being
stonewalling it completely and 1, acceptability?

We want to know deep down how you feel.
Mr. LUBICK. I would have to see the other nine items.
Senator CHAFEE. I will give you a lead. You know what is

coming. You know the 10-5-3 is coming on the depreciation. You
know, or I can let you know now that we will have something on
taxation of Americans working abroad, an abroad exemption which
you wanted to change a couple of years ago, not on the basis of
revenue but on the basis of equity.

So, bearing those in mind just as a couple of lead items, where do
you put this one?

First of all, how much revenue-do you have a prediction on
revenue? I missed that.

Mr. LUBICK. We suggested that the revenue loss was $3 billion
without induced giving. If there is induced giving, the revenue loss
would go up.

Senator CHAFEE. What does induced giving mean?
Mr. LUBICK. If more people give more. It is $3 billion you lose

with respect to their existing gifts.
Senator CHAFEE. The whole idea is to have induced giving.
Mr. LUBICK. That is correct.
Senator CHAFEE. We want more giving?
Mr. LUBICK. That is correct. The success of the bill will be

measured by the magnitude of its revenue loss.
Senator CHAFEE. That is skillful phrasing.
Back to my 1 to 10, seriously-we went through this on the

windfall profits, as you know, Mr. Lubick. I am curious as to how
you feel about this. How urgent is this as far as the Treasury goes.
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Mr. LUBICK. That is very hard to say, Senator. I do not think I
can be pinned down to ranking these things until I see what the
needs of the econorpy are at the time that it is necessary to have a
tax cut and to see what the competing demands are. They could be
quite different 6 months from now to the present time.

We have great sympathy with the charitable sector. We have
talked, from time to time, about other changes that might alleviate
our concern about the compliance problem and techniques general-
ly in that area. We are continuing to meet and c iscuss our prob-
lems with them to see if there are ways to mitigate the revenue
loss. As to deadweight giving, that which is going to be made
anyway as compared to putting out an inducement to additional
giving, if we could allow this deduction only for the extra gifts that
would be made and not spend $3 billion on gifts that are being
made anyway, our attitude would be extremely different.

Senator CHAFEE. That is an impossibility. There is no way you
could tell.

You mean base it on a historical average?
Mr. LUBICK. There are techniques in it, devices that have been

explored. You may be able to come closer.
Senator MOYNIHAN. Senator Chafee, would you yield?
If I could ask for a specific, how would the Treasury feel if we

had a lower limit or if you deducted above a certain amount of
contributions?

Mr. LUBICK. A floor?
Senator MOYNIHAN. A floor.
Mr. LUBICK. That is what I was leading to.
Senator MOYNIHAN. If we had a $100 floor, how would you feel?
Mr. LUBICK. I am not sure. I could have a quick thermometer. I

could test my degree of fever.
,Senator MOYNIHAN. You would-feel differently?
Mr. LUMCK. We would'feel differently, certainly.
Senator MOYNIHAN. Fever is not the image with which we asso-

ciate your approach to reducing revenues.
Senator CHAFEE. Your suggestion would be you could deduct

anything over $100?
Mr. LUBICK. One aggregates his gifts and arrives at a certain

floor on the charitable contribution. You claim the charitable de-
duction for a contribution over a certain amount. The inducement
is there for the, extra giving.

That means that those who give only minimally and nominal
amounts will not be in the system and will not be subject to audit.
It compensates administratively for the problems that we have
there. It maintains the incentive. It moves in the direction--

Senator CHAFEE. Only deduct something over a certain amount?
Mr. LUBICK. That is something that has been discussed as a

possibility.
Senator CHAFEE. When you work out a standard deduction and

you arrive at it in making up your tables, is there a theoretical
amount that people in arriving at the composite-you figure it is so
-much for. mortgage and so much for medical and so much for
charitable. Is there some way that you arrive at the standard
deduction?
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Mr. LUBICK. There are statistical bases. I will let Mr. Sunley
discuss the statistical background of that.

Mr. SUNLEY. I would think, if you look at the changes since 1969,
the way the tax-writing committees have proceeded, Senator
Chafee, they have decided on what revenue increases they have
wanted. They have decided in total what kind of tax deduction they
would want, and have asked the joint committee staff to come back
with a series of possibilities.

I can recall certain times where the greatest pressure was to
provide tax relief to the lower income families. In the 1978 act,
there was considerable interest in spreading the tax relief into
higher income classes. There was considerable effort and desire to
increase the number of taxpayers using the standard deduction to
achieve significant simplification. Probably since 1969, those in-
creases in the standard deduction were the only major things that
Congress has done to provide simplification for the average taxpay-
er.

Yet what we have done in this period is also to greatly compli-
cate the tax-filing process by adding new items to the tax return
and I would be glad to take you through the list of our achieve-
ments in the last decade.

Usually what has happened is that the joint committee staff has
brought back several possibilities for tax reduction, smaller in-
creases in the standard deduction, larger increases in the standard
deduction, and the committee has made their decision.

Senator CHAFEE. It has not been based on any model of what the
person might be giving. It is based on trying to achieve a result of
studying a certain group.

Mr. SUNLEY. The income distribution. The effects of where the
various tax reductions will go. The number of people who are
required to itemize.

These are some of the considerations. What will it do on the
marriage penalty? The penalty on single individuals? The standard
deduction plays a role there.

Mr. LUBICK. One of the facts which is important that Mr. Sunley
has alluded to is the number of persons who will itemize and that
measurement of the number of persons who itemized or claimed
the charitable deduction is a reflection of what the average
amounts of the aggregate of these special personal deductions
amount to.

In other words, if you come up with a figure that says 70 percent
of the taxpayers will be on the standard deduction, that is based
upon an evaluation of what number it is that will account for the
interest, taxes, charitable contributions, medical expenses, et
cetera, of 70 percent of the tax-filing population.

That factor is evaluated in setting these limits.
Senator CHAFEE. Thank you, Mr. Chairman. I will not pursue

anything more on that rating.
As you know, just as I say, we are going to be back with lots of

things here.
Mr. LUBICK. We sincerely try not to oppose you on everything.
Senator CHAFEE. Your record is not very good.
Mr. LUBiCK. It is pretty good.
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I must say that your imagination far exceeds our capacity to
respond.

Senator C!HAFEE. We have you working nights, though.
Senator BYRD. Thank you, gentlemen.
I would say that I feel there is a fundamental problem in permit-

ting both the standard deduction and an additional deduction. I
think that is a point that Treasury is trying to suggest. Thank you.

[The prepared statement of Mr. Lubick follows:]

STATEMENT OF HON. DONALD C. LUBICK, ASSISTANT SECRETARY OF THE TREASURY
(TAX PoucY)

Mr. Chairman and Members of this Subcommittee, I welcome the opportunity to
appear before you to discuss S. 219, a bill to allow nonitemizers under the personal
income tax to claim the deduction for charitable contributions in addition to the
standard deduction (also known as the "zero bracket amount").

No one can question the important role played by private philanthropy in this
country. Private contributions from individuals and businesses exceeded $37 billion
in 1978. Government also supports philanthropy in a number of ways. At the
Federal level, this sector receives billions of dollars in grants and contracts, as well
as special treatment primarily in the form of tax exemption of organizations, tax
deductibility of donations, and lower-than-regular mail rates in the Postal Service.
Tax expenditures benefitting philanthropy were $7.7 billion in fiscal 1979. Philan-
thropic organizations also receive billions of dollars of property tax exemption at
the State and local levels. A study for the Filer Commission found that the philan-
thropic sector (excluding religion) receives 34 percent of direct funds from govern-
ment, 20 percent from private philanthropy, and 46 percent from operating rev-
enues and investment earnings. One must conclude that there is strong public
support for philanthropy.

We share the sentiment. Nevertheless after careful examination, this Administra-
tion is opposed to S. 219 for a number of reasons. The bill would represent a
multibillion dollar tax cut almost entirely to nonitemizers at a time when disci-
plined fiscal policy forces us to postpone tax cuts generally. Moreover, the bill would
provide a multibillion dollar windfall to nonitemizers for the substantial giving they
now do without any tax incentive. Further, the bill is questionable as to its effec-
tiveness. Based on an examination and evaluation of historical tax return data and
empirical studies, we cannot be certain that additional giving will be sufficient to
justify the revenue loss. The bill also would reverse the long-standing effort of the
Congress to provide major tax simplification. It would complicate taxpayer compli-
ance and create new recordkeeping and reporting burdens for tens of millions of
taxpayers. It would create serious audit and enforcement problems for the Internal
Revenue Service.

CHARITABLE CONTRIBUTION DEDUCTION

The deduction for charitable contributions by individuals was originally enacted
in 1917. The deduction is allowed for contributions generally to eligible religious,
charitable, health, scientific, literary, and educational organizations.

The charitable deduction is one of several deductions (medical and drug expenses,
most State and local taxes paid, home mortgage interest and personal interest
expense, etc.) which are itemized and subtracted from adjusted gross income in
computing taxable income. In 1944, for simplification purposes, the standard deduc-
tion was enacted as an option in lieu of itemized deductions.

STANDARD DEDUCTION (ZERO BRACKET AMOUNT)

The optional standard deduction reduces substantially recordkeeping and tax
return preparation for tens of millions of taxpayers. Similarly, it mitigates the audit
burden of the Internal Revenue Service. The widespread use of the simplified 1040A
short form depends on the use of standard deduction.

In more recent years, because of concern about the impact of the income tax on
lower income individuals, the Congress has also used the standard deduction device,
in conjunction with the personal exemption, to increase the threshold below which
individuals would not be liable for tax.

In 1944, when the standard deduction was adopted, four out of five tax return
filers elected the standard deduction. This ratio was maintained in the early post-
war years but declined in the fifties and sixties to a low of 52 percent in 1970. This



64

occurred because of the growth of homeownership, accompanied by deductible prop-
erty taxes and mortgage interest, while at the same time the fixed dollar limit on
the standard deduction failed to keep pace with the growth of income in that period.
For many years, the standard deduction was 10 percent of adjusted gross income or
$500 whichever was the lesser. The $500 limit was increased to $1,000 in 1954.

The adoption of still higher limits for the standard deduction began in 1969 to
provide for tax simplification for millions of taxpayers, to provide higher tax-free
income thresholds, and to target tax cuts to lower and middle-income people. Most
recently, in the Revenue Act of 1978, Congress increased the zero-rate bracket
amount (the standard deduction) from $2,200 to $2,300 for single persons and from
$3,200 to $3,400 for married persons filing jointly. The higher limits permitted 69
percent of return filers in 1979 to use the standard deduction, a drop from the high
point of 74 percent in 1977.

REVENUE COST

A major concern of this Administration is the $3.0 billion annual cost of the
legislation (at 1979 levels) without considering any incentive effects. It would be a
special tax cut almost entirely to nonitemizers and would be a substantial call on
limited budget resources. To give some perspective of size, the multibillion dollar
cost of the legislation would be more than twice the $1.2 billion annual cost of the
recently enacted energy heating cost assistance to the poverty stricken and the
elderly.

The President, in his Budget Message, has made it clear that the critical battle to
halt inflation requires budget restraint and a disciplined fiscal policy. Accordingly,
the Administration is opposing at this time all proposals for tax cuts. This con-
straint is absolutely necessary regardless of the value of such proposals.

WINDFALLS AND DEADWEIGHT REVENUE LOSSES

Another concern of this Administration is the windfall tax cuts implicit in S. 219
to those individuals who make no change in their pattern of giving. Even if giving
did not change, there would be a $2.5 billion tax cut for nonitemizers who now give
billions to charity, and a $0.5 billion windfall tax cut for the 3 million itemizers who
would find it advantageous to take the standard deduction without increasing their

Nonitemizers now make substantial charitable gifts without any tax incentive. An
estimate of giving by nonitemizers, as published in Giving USA, is more than $12
billion in 1978. This large amount which averages out to about $200 per nonitemizer
is consistent with the assumption that the mass of giving is influenced by nontax
motivations such as religious convictions, charitable instincts, and peer pressure
associated with the widely-used payroll deduction method of fundraising. Extending
the charitable deduction to nonitemizers would result in an estimated $f .5 billion
deadweight revenue loss.

Moreover, 3 million itemizers would reduce their tax without making any addi-
tional gifts by switching to the standard deduction. This may be illustrated by an
example of a taxpayer who gives $600 to charity and is able on a joint return to
itemize $3,500 of personal expenses including the $f00 of charitable gifts. Under S.
219 this taxpayer would no longer itemize since he would be able to claim $600 of
charitable gifts plus the $3,400 standard deductri or zero-bracket amount, $500
more deductions than under current law without making any additional charitable
contributions. Such taxpayers would have no additional incentive to give to charity
so that the revenue loss, about $0.5 billion, would be clearly a windfall.

Deadweight revenue cost of S. 219 (without induced giving) (1979 levels)

1. Cost of current giving by ncniternizers who would benefit without Billions
increasing giving ............................................................................................... $2.5

2. Cost of current giving by switchers who would benefit without in-
creasing giving .................................................................................................. .5

Total deadweight revenue loss ............................................................... 3.0

TAXPAYER COMPLEXITY AND IRS ADMINISTRATIVE PROBLEMS

Congress has provided about 64 million taxpayers with the simple standard deduc-
tion which substitutes for the complexity of itemizing deductible outlays. S. 219
would be a serious reversal for tax simplification. Tens of million filers would have
to report and keep records of nominal gifts which they are not required to do now.
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The 1040A and 1040 tax returns would be made more lengthy and complicated.
First, additional lines and instructions would be required to handle the charitable
deduction as an "above-the-line" item for all taxpayers. Secondly, S. 219 as drafted
would create additional complexities in handling provisions which depend on the
.concept of-adjusted gross income. For example, to compute the limitations on the
medical expense deduction, itemizers would be required to add back the amount of
charitable deduction to "adjusted gross income" for the purpose of determining the
3 percent medical expense floor and the 1 percent drug expense floor. This add-bck
would be difficult for itemizers to understand and accept and may be expected to
lead to considerable taxpayer complaint and confusion. On the other hand, if this
provision were not added to S. 219, the bill would have the unintended impact of
increasing the number of individuals utilizing the medical expense deduction and of
increasing the revenue cost of the bill.1

A very serious IRS administrative problem would arise if tens of millions of
additional tax returns contained the contributions deduction. The Internal Revenue
Service finds the charitable contribution the most troublesome of the deduction
items, particularly among lower income itemizers. It is often claimed for numerous
small donations to many recipients. Cancelled checks or receipts are often lacking.
Verification is difficult and sometimes impossible. IRS audit records indicate that a
downward adjustment in the deduction occurs in approximately 40 percent of re-
turns examined with incomes under $10,000 and in 36 percent of returns examined
with incomes between $10,000 and $50,000. The cost of policing small deductions
averaging $200 to $300 for taxpayers generally in the 14 to 20 percent brackets
would be prohibitive in light of the relatively small additional tax and penalties
that could be produced by audit and enforcement.

INDUCED GIVING

Supporters of S. 219 contend that the greater utilization of the standard deduction
has been detrimental to philanthropy because itemizers switching to the standard
deduction reduced their giving. If nonitemizers were allowed to deduct charitable
donations (as well as the standard deduction) supporters of S. 219 believe it would
create a substantial incentive to give more.

Before discussing induced giving under S. 219, let me first give you some histori-
cal insight into the concern of the philanthropic sector. The anxiety about the
greater utilization of the standard deduction is identical to the fear expressed by the
charities in 1944 when the standard deduction was adopted. Many in the Congress
in 1944 thought the concern was groundless. In the Congressional debate on the
adoption of the standard deduction, then Representative Robertson stated:

... we have every reason to believe that the fears the standard deduction will
throw a damper upon charitable gifts will prove to be unfounded." (90 Cong. Rec.
3973.)

In the same debate, then Representative Doughton said:
' There are some who fear that the allowance of the 10 percent standard deduc-

tion, which in no case can exceed $500, will have an adverse effect on taxpayers'
contributions to charitable organizations. I do not share such fears, as I do not
believe that the great mass of contributors do so for the purpose of securing a tax
reduction, but because of the worthy causes such contributions advance." (90 Cong.
Rec. 3975.)

History has proven these Congressmen right. The fears were groundless in 1944
and they are equally groundless today. Giving by individuals has maintained a
remarkable stability in relation to personal income. When the standard deduction
was introduced, over 80 percent of all taxpayers switched to the standard deduction,
yet the rate of charitable contributions was not significantly affected. The amount
of giving continued to rise as personal income rose. For example in 1941 before the
introduction of the standard deduction, charitable donations were 1.7 percent of
personal income; in 1950, donations were 1.8 percent of personal income.

The stability with respect to income continues today. Individual giving was 1.8
percent of personal income in 1970 when 52 percent of taxpayers claimed the

I Another provision which would require the utilization of the concept of a modified adjusted
gross income (AGI plus the deduction for contributions) is the percentage limitation on zharita-
ble contributions. Section 3402(mX2) relating to the definition of estimated itemized deductions
for purposes of withholding allowances would require a modified concept of itemized deductions.

In addition, since S. 219 would reduce AGI, it could, in some instances, result in a slightly
larger earned income credit, because the limitation of section 43(b) is in part tied to AGI.
Similarly, the bill could result in a reduction in the amount of unemployment compensation
subject to taxation since AGI is an element in the computation. Also the sick pay exclusion
would be subject to a lower phase-out because it is based on AGI.
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standard deduction and was 1.7 percent in 1975 when 69 percent claimed the
standard deduction. Since 1975, the philanthropic sector has adjusted upward its
estimates of giving by individuals. However, with the adjustments, giving as a
percent of personal income has remained stable at 1.9 percent between 1976 and
1979. (See Tables 1 and 2.)

The stable historical relationship between total giving and income provides ample
evidence that the fear that the standard deduction would have an adverse impact on
philanthropy has been and continues to be unwarranted.

Nevertheless, supporters of S. 219 contend that the bill is justifiable on the
grounds that donors generally have a high sensitivity to the "price" of giving. The"price" is the net after-tax cost of giving. When itemizers switch to the stndard
deduction, it results in a higher net cost or "price" for contributions. If the taxpayer
is in a 20 percent marginal tax bracket, a nondeductible contribution by nonite-
mizers costs 20 percent more than a deductible contribution by itemizers. So it is
concluded, nonitemizing donors give less because of loss of tax incentive.

S. 219 would lower the "price" of giving for nonitemizers with an "above-the-line"
deduction which it is argued would encourage more giving by nonitemizers. The
evidence often cited is the research and simulations performed by Professor Martin
Feldstein of Harvard University. The price sensitivity or "elasticity" he used was
often assumed to be - 1.285 for all taxpayers. Under the assumption, a 10 percent
decrease in "price" will induce a 12.85 percent increase in giving if the taxpayer has
$10,000 of income or $100,000 of income.

The supporters of S. 219 also contend that itemizers give substantially more on
the average than nonitemizers, overall and in the same income group. They cite the
results of a recent Gallup survey as evidence and conclude that the tax incentive in
itemization creates large gifts.

TABLE 1.-TOTAL GIVING BY INDIVIDUALS AS PERCENT OF PERSONAL INCOME, 1955-78

year Giving by individuufs' Personalincume' Gving as percent of(iltion) (billons) persona ONe

1955 .................................................................................................. $5.1 $308.8 1.7
1960 ................................................................................................. 7.2 399 .7 1.8
1965 .................................................................................................. 9.3 53 7.0 1.7
1966 .................................................................................................. 10.5 584.9 1.8
1967 ................................................................................................. 11.1 626.6 1.8
1968 ............................................................. .. .................... . ... ..... 12.6 685.2 1.8
1969 ................................................................................................. 13.6 745.8 1.8
1970 .................................................................................................. 14.4 80 1.3 1.8
1971 ....................................................................................... . ... ..... 15.4 859.1 1.8
19 72 .................................................................................................. 16.8 942.5 1.8
19 73 .................................................................................................. 1 8.4 1,0 54.7 1.7
1974 .................................................................................................. 19.8 1,154.7 1.7
1975 .................................... ..................... .................................... 2 1.5 1,246.0 1.7
1976 ........................................................................................... ..... .2 6 .3 1.375.3 1 .9
1977 ........................................................................................... ... ... . 29.5 1,536.7 3 1.9
1978 .................................................................................................. 3 32.8 1,707.6 3 1.9

'American Assoiaton of fund Rasilg Counse, Giving USA
'Department of Commerce, Survey oCurrent Business.
3Notemaer giving revised upward by Giving USA

Office of tk1 Secretary of the Treasury, Of e of Tax Analysis-Jaruary 28, 1980

TABLE 2.-UTILIZATION OF THE STANDARD DEDUCTION ON INDIVIDUAL INCOME TAX RETURNS,
1944-79

Utdiatiniv of standard deduct*n
Ye Nvner of returns, With standard Percent of total

total k deducta

1944 .................................................................................................. 41 .1 38.7 82
1945 .................................................................................................. 49.4 41.5 84
1950 ................................................................................................. 53.1 42.7 80
1955 ................................................................................................. 58 .3 41.4 71
1960 ................................................................................................. 61.0 36.5 60
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TABLE 2.-UTILIZATION OF THE STANDARD DEDUCTION ON INDMDUAL INCOME TAX RETURNS,
1944-79--CoNfinued

Utatiof ci stand dedUctnA
Year Nmer of MM WA std

oa' Sofon o

1965 ............................................ ............... 67.6 39.3 58
1966 ........................................................... 70.2 41.2 59
1967 .................................................................................... ............. M 7 41.5 58
1968 ................................................................................................. 73. 41.3 56
1969 ................................................. ................................................ 75.8 40.5 53
1970 .................................................................................................. 14.3 38.4 52
1971 ................................................................................................. 74.6 43.5 58
1972 .................................................................................................. 77.6 50.2 65
1973 .................................................................................................. 8 0.7 52.2 65
1974 ................................................................................................. 83.3 53.2 64
1915 .................................................................................................. 82.2 55.5 68
1976 ................................................................................................. 84.7 58.2 69
1911 .................................................................................................. 86.5 63.6 74
1978 .................................................................................. ........... ' 89.9 264.1 e71
1979 .................................................................................................. 293.0 '64 .1 269

1Interaj Revenue Service Statstics of Icen. Noaendized returns include returns claiming the standd deduction Since 1911 thee e some
nonitemezed retwns with zero bxacket amu'Preliminary

Offie di the Sectay of the Treasuq, Offi ci Tax AM s-Jauaky 23, 3980.

The Treasury finds that the evidence obtained from the econometric studi, and
in the Gallup survey is inconclusive. We do know that as income increases, the
portion of income going to charities generally goes up. But there are two possible
explanations for this phenomenon. First, individuals may give more to charity
because they have more income. Second, they may give more because the higher
marginal tax rates reduce the "out-of-pocket" cost of each dollar of contribution.
The empirical question is whether higher giving is attributable to the lower "price"
or whether it is attributable to the higher incomes.

There is now general agreement that individuals with high marginal tax rates are
highly sensitive to the price of giving. But there is no similar consensus as to low
and middle income taxpayers. The empirical problem is more difficult to resolve at
those incomes because the variability of price is much more limited. There is less
range of marginal tax rates than at the high incomes.

Professor Arnold Zellner at the University of Chicago, a Fellow of the Econo-
metric Society and an editor of Econometrica, has stated:

".... while each-low income individual does not contribute a great deal of charity,
there are a large number of low-income givers and thus the group's total contribu-
tion is substantial. Given the [Feldstein] evidence presented, it seems unwarranted
to assume that the price elasticity of low-income individuals is... as assumed in
the (Feldstein] simulations. Simply put, the price elasticities for different income
groups have not been determined very precisely... for the $4,000-$20,000 income
group . . . these [Feldstein's] point estimates of -0.35 and -3.67 differ by about a
factor of 10 and have very different policy implications. More work is needed to
understand the sources of such variation in the estimates before they can be used
confidently for serious policy simulations."

Charles Clotfelter of Duke University and Eugene Steuerle of the Treasury uti-
lized recent tax return data to determine whether giving sensitivity to price varied
by income level. Their findings were presented at a Brookings Conference in Octo-
ber 1979. In three related tests they found that sensitivity.to prive is smaller at
lower income levels and that sensitivity to price increases as income increases. They
produced evidence to suggest that sensitivity to price for the great majority of
taxpayers who itemize deductions is lower than -1.00 (i.e. these taxpayers will
increase giving by less than their tax saving) and that it exceeds -1.00 only for a
small part of the taxpayer population. Their findings, as they point -out, are not
conclusive in the same way that Feldstein's earlier findings are not conclusive.

Accordingly, the judgment at Treasury is that the price-of-giving" theory applies
to the higher incomes who are more knowledgeable abut their tax situations and
much less so to the low and moderate incomes. If in fact, low and middle income
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taxpayers are not very sensitive to the price effect, S. 219 would result in a large
revenue loss to the Treasury and little increased giving for the charities.

Even if there were high sensitivity to rice among low and middle income per-
sons, there is new evidence to show that the full measure of increased giving would
be significantly delayed. Clotfelter who measured that lag, found that only 34
percent of the long run increase in giving occurs in the first year and 57 percent in
the second. He finds that giving may not exceed 90 percent of the long run until the
sixth year after the "price" is changed. Utilizing the Clotfelter lag estimates, the
annual revenue losses if S. 219 were adopted, would far exceed induced giving for
many years. The Treasury estimates of revenue losses and induced giving during
the adjustment period (based on assumed price elasticities) are presented in Table 3.

As for the Gallup survey, the Treasury believes that the results were misinter-
preted. Gallup found in the $10,000 to $15,000 income group that itemizers give $324
and nonitemizers give $249 on the average and in the $15,000 to $20,000 income
group itemizers gave $652 and nonitemizers gave $222 on the average. These find-
ings are interpreted by supporters of S. 219 as evidence that the tax incentive in
itemization creates larger gifts.

TABLE 3.-RANGE OF REVENUE LOSS AND ADDITIONAL CHARITABLE CONTRIBUTIONS'
[In IM!K"s of dolws)

Calendar years
1981 1982 1983 1984 1985

Price elasticity of - 13:
Revenue loss .............................................................................. . $3.7 $42 $4.1 $52 $5 8
Additional charitable contributions ........................................ 1.6 2.9 3.7 4.6 5.6

Price elasticity of - 1.0:
Revenue loss .............................................................................. 3.6 4.1 4.5 5.0 5.4
Alditioanal charitable contributio s .............................................. 1.2 2.2 2.8 3.5 4.3

Price e istity o - 03:
Revenue loss ............................................................................. 3.5 3.9 4.3 4.7 5.2
Additional charitable contributions .............................................. .8 1.5 1.9 2.4 2.9

Under Whree price elasticity assumptions resulting fror allowin charitable conrbutiolis as a deduction in cormptm adopted gross come as in
S, 219. Assumes effective date is January 1, 1981

But the Gallup survey simply does not establish that the tax incentive to item-
izers explains the differences in average gifts. First, it fails to recognize that many
individuals are itemizers precisely because they have made relatively large charita-
ble gifts. Second, the conclusion does not take into account the differing characteris-
tics of itemizers and nonitemizers. For example, homeowners who tend to itemize
also tend to give more than tenants who tend not to itemize. One explanation may
be that homeowners tend to have more assets as compared to tenants in the same
income group. Another explanation may be that homeowners tend to have larger
families, tend to be established in the community and involved and committed to its
institutions. By contrast, tenants tend to be single or have smaller families, and
tend to be more mobile and less involved in the community.

Gallup found that homeowners gave $449 on the average and tenants gave $177
but failed to provide data by income level and by itemization status. One must
presume that the difference in giving between homeowners and tenants in part
accounts for the difference in giving between itemizers and nonitemizers.

Another characteristic which apparently affects giving is the extent to which an
individual receives income from business and investments. In other words, individ-
uals who are more wealthy and who receive property income tend to give more on
the average than individuals who receive only wageii and salaries and a nominal
amount of property income. The Treasury found that in 1975 itemizers in the
$10,000-$15,000 income group who had property income of $100 or more in addition
to wages and salaries gave $421: on the average. But itemizers in the same group
with wages and salaries only or with less than $10d of property income gave $340.
The average gifts were $512 and $401 respectively for similar itemizers in the
$15,000-$20,000 income group. Since individuals with property income of $100 or
more accounted for the majority of itemizers and wage and salary earners with less
than $100 of other income accounted for the majority of nonitemizers, one must
conclude that the difference in giving between individuals with substantial property
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income and those with little or none also account in part for the difference in giving
between itemizers and nonitemizers.

There are no doubt other explanations for the difference in average gifts of
itemizers and nonitemizers, but the essential point to be made, is that it is not
mainly itemization and nonitemization that causes larger and smaller gifts respec-
tively, but the particular characteristic of individuals who tend to itemize or tend
not to itemize.

To investigate this matter further, the Treasury conducted a study of the living
by 1975 itemizers on the assumption t ey were subject to the much more liberal
standard deduction in 1979. The Treasury found that in 1975 when all itemized, the
average gift of itemizers who would have switched was considerably lower than the
average gift of itemizers who would not have switched at each income level. Item-
izers in the $10,000-$15,000 income group who would have switched made an aver-
age gift of $321. Itemizers in the same group who would have continued to itemize
made an average gift of $433. Similarly, itemizers in the $15,000-$20,000 income
group who would not have switched made an average gift of $352. Itemizers in the
same group who would have continued to itemize gave $501 on the average. See
Table 4. These results clearly demonstrate that the switchers were already giving
considerably less before switching than other itemizers. Consequently, it is question-
able to conclude, as do supporters of S. 219, that the use of the standard deduction
has caused a serious loss in giving and that its use is detrimental to charity.

In conclusion, Mr. Chairman, this Administration opposes the enactment of S. 219
because of its cost in light of budget constraints, the windfalls it provides, the
complexity and burdens it creates, and its questionable effectiveness as an incentive
to giving.

TABLE 4.-1975 ITEMIZERS'
Average Number Average

AGI Nurnn r 011975 Nuffber who contrib' continuing to contriution
itentmzes switch dedcti ilenize deduction

Under $5,000 ............................................... 698,000 304,000 $298 394,000 $264
$5,000 to $10,000 ...................................... 3.681,000 2,254,000 321 1,428.000 334
$10,000 to $15,000 .................................... 6,043,000 3,023,000 321 3,020,000 433
$15,000 to $20,000 .................................... 5,800.000 1,146,000 352 4,054,000 501
$20,000 to $50,000 .................................... 8,816,000 1,313,000 418 7,503,000 120
$50,000 to $100,000 .................................. 731,000 18,000 577 713,000 1,985
$100,000 and over ...................................... 182,000 1,000 883 180,000 9,354

Total ........................................................ 25,952,000 8,659,000 342 17,293,000 718

1Averge gifs of those who would have switched and those who would have continued to itemiUe if they had been under the more liberal 1979standard deduction.

Note.-1975 Standard Oeductio-16 percent of AGI, bA not over $2,300 for sigles ($2,600 for pint returns), or rol under $1,700 ($2,100
for joint returns). 1979 Standard Deducton (Zero Bracket Amoot)-$2,300 tor singles ($3,400 for joint returns).

Senator BYRD. The next witness will be the Honorable John
Gardner, chairman, Coalition of National Voluntary Organizations.
Mr. Gardner has had wide experience in government where he
served in what I suppose is one of the most difficult Government
positions, Secretary of the Department of Health, Education, and
Welfare.

Welcome, Mr. Secretary.

STATEMENT OF JOHN GARDNER, CHAIRMAN, COALITION OF
NATIONAL VOLUNTARY ORGANIZATIONS-NATIONAL COUN-
CIL ON PHILANTHROPY ORGANIZING COMMITTEE
Mr. GARDNER. Thank you, Mr. Chairman. I am grateful for the

opportunity to appear before you. I have had earlier opportunities
to work with the distinguished sponsors of this bill, so I know at
first hand your very great concern to preserve what is best in
American life.
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A great many Americans today-Mr. Chairman, I will simply
read excerpts from my statement if the full statement may be
inserted in the record.

Senator BYRD. The full statement will be incorporated in the
record.

Mr. GARDNER. A great many Americans today fear that the
standard deduction does unintended damage to a unique and treas-
ured aspect of American life. The charitable contributions legisla-
tion is designed to prevent such a change and such damage and I
support it without reservation.

In a totalitarian state, virtually all activity is, in essence, govern-
mental. Almost everything is bureaucratized and subject to central
goalsetting and rulemaking.

In the nations that the world thinks of as democracies, there is,
in contrast a large area of activity outside of government. The
United States probably outstrips all others in the size and auton-
omy of its nongovernmental or private sector. The major portion of
our private sector consists of activities designed for profit; a small-
er portion consists of nonprofit activities.

I am going to talk about the nonprofit segment of the private
sector. It is an extraordinary part of our national life, though
Americans are so familiar with it they never look straight at it. It
includes religious organizations, institutions concerned with health
and welfare, schools and colleges, libraries and museums, perform-
ing arts groups, neighborhood organizations, citizen action groups
and countless other categories. It includes Alcoholics Anonymous,
the Metropolitan Opera, the 4-H clubs, the Amateur Athletic
Union, the Urban League, the Women's Political Caucus, and so
on. The variety is astonishing.

The American habit of voluntary association emerged in the
Colonies more than a century before the Constitutional Conven-
tion. If neighbors or members of a community shared a problem or
concern, they did not wait for higher authority to nominate some-
one to tackle it. They acted on their own initiative. This habit of
self-nomination was often quite disconcerting to colonial governors
newly arrived from England. Though the practice had roots in
British tradition and in philosophical ideas current in 18th-century
Europe, our enthusiastic everyday application of the idea took
some time for foreign visitors to get used to.

The tradition has flowered beyond the dreams of our forebears
and is today one of the glories of American life. It is unique
throughout the world-not unique in the fact that it exists, because
it exists elsewhere, but unique in its strength and diversity. If we
lose it we shall have lost a priceless and irreplaceable element in
our national life.

All over this land today Americans acting in this voluntary
sector are solving problems, starting organizations, devising new
technologies, helping their neighbors, combating injustice, pioneer-
ing new fields of science, creating jobs, and enriching the lives of
others.

We love that torrential flow of human initiative, and we intend
to hold onto it. It is rooted in good soil-civic pride, compassion, a
philanthropic tradition, a strong problem solving impulse, a sense
of individual responsibility and-whatever the cynics say-an irre-
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pressible commitment to the great shared task of improving our
life together.

Compared with government and-business, the independent sector
is relatively free. And thanks to that freedom one finds in the
sector an extraordinary variety of activities, initiatives, goals, and
beliefs. It is pluralistic in the richest sense. Every institution in the
independent sector is not innovative; but the sector provides an
environment for innovation. An idea that is controversial, unpopu-
lar or "strange" has little chance in either the commercial or the
political marketplace. But in the diverse world of the nonprofit
sector it may very well find the few followers necessary to nurse it
to maturity.

The sector is the natural home of nonmajoritarian impulses,
movements, and values. It comfortably harbors innovators, maver-
ick movements, groups which feel that they must fight for their
place in the Sun, and critics of both liberal and conservative per-
suasion.

Institutions of the independent sector are in a position to serve
as the guardians of intellectual and artistic freedom. Both the
commercial and political marketplaces are subject to leveling
forces that may threaten standards of excellence. In the independ-
ent sector, the fiercest champions of excellence may have their say.

The freedom from constraints, the pluralism, and the continuous
emergence of new ideas, all provide a strong stimulus to individual
initiative and responsibility. The sector preserves in the individual
a sense of the power to act. As in the for-profit sector, there are
innumerable opportunities for the resourceful-to start something,
explore, grow, cooperate, lead, make a difference. At a time in
history when individuality is threatened by the impersonality of
large-scale social organization, the sector's emphasis on individual
initiative is a priceless counterweight.

And equally important, the sector permits the forging of linkages
between individual and community. I don't just mean communities
as geographical locations; I mean communities as coherent entities
with the moral and binding values that hold people together. Our
sense of community has been badly battered, and every social
philosopher emphasizes the need to restore it. What is at stake is
the individual's sense of responsibility for something beyond the
self. A spirit of concern for one's fellows is virtually impossible to
sustain in a vast, impersonal, featureless society.

The nonprofit sector permits the survival of mediating structures
that often get squeezed out by modern large-scale organization.
Only in coherent human groupings-the neighborhood, the family,
the community--can we keep %live our shared values-and pre-
serve the simple human awareness that we need one another. The
countless informal organizations of the independent sector permit
the expression of caring and compassion; they make possible a
sense of belonging, of being needed, of allegiance and all the other
bonding impulses that have characterized humans since the prehis-
toric days of hunting and food gathering.

At a time when the continued vitality of the society requires
some measure of decentralization, the independent sector offers an
escape from central control and central definition, an escape from
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clearances with a distant bureaucracy. It makes possible a signifi-
cant role for relatively small grassroots structures.

All of the healthy, diverse, and creative activity of the voluntary
sector is undergirded by certain philosophic beliefs, certain tradi-
tions, and certain practical policies which we care a great deal
about but give little thought to.

Americans have always believed in pluralism-the idea that a
free nation should-within the law-alow all kinds of people to
take the initiative in all kinds of activities. Within that tradition,
unpopular ideas can be expressed, an utterly unknown person can
come up with an important idea, religious groups can pursue their
deepest convictions, new commercial ventures can be launched,
great institutions of learning can arise and function independently.

When all kinds of people are left free to pursue all kinds of
activities, a surprising number choose to serve some community
purpose. The private pursuit of public purpose is an honored tradi-
tion in American life. We do not regard the furtherance of public
purpose as a monopoly of government. And that belief has released
incredible human energy and commitment in behalf of the commu-
nity.

But all of these nonprofit activities depend on another powerful
American tradition-the tradition of private giving for public pur-
poses. The ingredient of private giving supplies the element of
freedom.

This aspect of our life has traditionally been recognized and
fostered through the tax deductibility of private gifts for charitable,
scientific, religious, and educational purposes. The principle ex-
pressed at the time the deduction was introduced was that the
income tax should be levied only on consumable income, and not
on income passed on to public uses rather than retained for person-
al benefit.

Unlike the usual tax preferences that are designed to deal with
quite specific situations, the tax deductibility provision undergirds
a whole segment of American life. To tamper with it is to tamper
with something central and previous in our national style, in our
way of expressing our best impulses, in our way of dealing with our
shared purposes.

It has been seen as a positively valuable and good thing in
American life that groups outside government should, on their own
initiative, undertake activities to further community aims, and
that a great many people, quite independently in their capacity as
private citizens, should contribute to charitable, religious, scientif-
ic, and educational activities of their choice.

And this positive policy has worked. It has permitted the emer-
gence of great world centers of learning, it has made our museums
and medical centers famous throughout the world. And it has
nourished our community life. We have demonstrated that preserv-
ing a role for the private citizen in these matters encourages cre-
ativity, and keeps alive in individual citizens the sense of personal
caring and concern so essential if a mass society is to retain the
element of humaneness.

Yet today, despite long-term successes, all the institutions of this
sector-great universities, private hospitals, social agencies, foun-
dations, museums, citizens' action groups, symphony orchestras-
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all share the same apprehensions. They feel that their world is
endangered, that the walls are closing in, that their days may be
numbered. Why?

There are many reasons. Private giving has eroded. Giving is
now a smaller proportion of disposable personal income. At the
same time, expectations for service have risen greatly, especially in
this time of Government cutbacks. Obviously inflation is a heavy
burden on a sector that is in its nature manpower-intensive. Oper-
ating costs have escalated. A high proportion of nonprofit institu-
tions are in serious financial trouble.

There is steadily increasing dependence on the Federal Govern-
ment. According to the latest available figures, about 30 percent of
the total revenue received by nonprofit institutions is supplied by
government. And government money is followed by the govern-
ment rulebook. The level of government funding is rising. If the
trend continues, many of our nonprofit institutions will be arms of
government.

In sum, whatever the cause, there is apprehension throughout
the voluntary world. There is the sense of a foreshortened future.

The apprehension was not diminished by the 1978 report of the
Wolfenden Committee, a British commission on the future of vol-
untary organizations, which lamented that England has let its
philanthropic tradition and its voluntary agency structure deterior-
iate so badly and has come to depend on its public system so
completely that the opportunity to have a truly independent sector
has been lost.

We watch those alarming developments elsewhere while simulta-
neously learning through hard experience the limitations of big
government here at home. One of the gravest mistakes we can
make is to assume that alternatives will always exist here.

One cause of the decline of the voluntary sector in Europe is that
it is associated in the public mind with the benefactions of the rich
and the powerful, which are resented by the people. In contrast,
our own voluntary sector boasts the extraordinary participation of
tens of millions of ordinary Americans whose modest gifts account
for most of the $40 billion contributed last year. Yet the standard
deduction strikes at precisely that base of small givers. It moves us
toward a situation in which giving will indeed be confined to the
higher income groups.

Mr. Chairman, I could go on at great length. I have not touched
upon many crucial matters that concern me: the concept of tax
expenditures, the notion that all income covered by tax laws is
government money, the question of whether money given away is
properly thought of as income.

I have not done so beause for me the whole case rests ultimately
on the question of what kind of society we want. In answering that
question I have sought to express as lucidly as possible views that I
know are shared by a great many thoughtful Americans.

Thank you.
Senator MOYNIHAN. We thank you, sir. You could not have made

this case more eloquently.
Senator Packwood?
Senator PACKWOOD. Mr. Gardner, I will echo the exact words. It

is an eloquent statement. It is the kind of statement I wish we
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would hear more often rather than "Well, it might cost $2.3 billion
in revenue loss as opposed to an increase of $2.9 billion in charita-
ble giving."

The direction that this country is going to take is not going to be
determined as to whether or not we first look at the revenue
figures and then decide our philosophy. It is going to be determined
the other way around.

We can balance this budget and we can eventually stop the
inflation and pass this bill. The two are not incompatible.

But if we are going to take every bill that has a purpose as
worthy as this and hold it up to computerized estimates, I think
that we can probably find a reason to defeat every bill and with it
eventually the private sector of this country, as Britain has done.
That is the wrong direction to go.

The tenor that you have placed in your statement is the kind of
argument that I make for this bill everyplace I go in this country,
and I thank you for coming.

Senator MOYNIHAN. Senator Chafee?
Senator CHAFEE. Thank you, Mr. Chairman. I would like to join

in praise of you, Mr. Gardner, for your statement. I have long been
an admirer of yours. I wonder if you could touch upon-it might be
helpful for us to get a little experience of the foreigners. You
talked about what happened in Britain and the decline in giving in
Britain now, the whole British charitable system coming under
attack, but I was not sure I understood it completely.

One of the problems in Britain is that apparently giving is asso-
ciated with the so-called upper classes and thus it comes under
attack. Is there anything comparable in the British tax system
dealing with charitable deductions and standard deductions and so
forth?

Mr. GARDNER. I honestly cannot answer that question. I read this
portion of the Wolfenden Committee report. I do know that in most
countries on the continent there is nothing comparable and indeed,
if you have read an absolutely immemorable story in the New
York Times last August, I believe, about the decline of the volun-
tary sector in Europe you can see most vividly the reaction that
philanthropy is something that comes from the manor house, not
something that we do for our own society.

Senator CHAFEE. I certainly think everything you say about pre-
serving this precious American institution, as you call it, it is
unique compared to other nations in the world. Nothing on this
scale. I do not know how the British universities survive, Oxford
and its colleges and so forth, without the vast alumni system of
thousands and thousands of people giving, and I guess you know, I
presume, that they are much more dependent on government sup-
port than say, any of our colleges and universities.

Thank you very much. Thank you, Mr. Chairman.
Senator MOYNIHAN. If I may just continue this a moment, I put

in the record last July an article from the New York Times enti-
tled, "Private Charity Going Out of Style in Western Europe and
the Welfare States."

I would like to put this in the hearing record now, just to
substantiate this point and draw attention to a central theme that
you were making, John Gardner, which is do not underestimate
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the connection between the destruction of the private sector and
the growth of the state.

[The material referred to follows:]

PRIVATE CHARITY GOING OUT OF STYLE IN WEST EUROPE'S WELFARE STATES

Mr. MOYNIHAN. Mr. President, an absorbing article in the New York Times of
July 2, 1978, described the decay of private philanthropy in the welfare states of
Western Europe. This underscores the urgency of measures to insure that the
United States does not follow this pattern. One such measure is S. 3111, a bill that
Senator Packwood and I introduced on May 19, 1978, to allow all taxpayers to take
a charitable deduction on their Federal income tax return, whether or not they
itemize their other deductions. Although policy cannot-and certainly should not-
compel individuals to make charitable contributions, it can encourage them to do so,
even at some cost in revenues that would otherwise accrue to the public fisc. The
alternative is gloomy indeed: A situation in which Government gradually assumes
direct responsibility for practically everything and in which the generous impulses
of philanthropists are scoffed at. In reading this article-which I ask to have
inserted in the Record-one does well to consider how diminished this society would
be if the Mellon family had not built the National Gallery of Art and its new East
Building, if the Rockefeller family had not contributed the land comprising Acadia
National Park-or if the ordinary taxpayer did not support the church and college
of his choice.

I also ask to have printed in the Record an excerpt from an editorial published in
the Washington Post on August 25, 1917, just before Congress initially adopted the
charitable deduction. In eloquent yet simple terms it sets forth the philosophy that
underlies S. 3111 and the counterpart bill now before the House Ways and Means
Committee.

The article and excerpt follow:

[From the New York Times, July 2, 19781

PRIVATE CHARITY GOING OUT OF STYLE IN WEST EUROPE'S WELFARE STATES

(By Jonathan Kandell)

STOCKHOLM, June 29.-A few years ago, toward the end of his life, King Gustaf VI
Adolf decided to make a final bequest from the royal coffers to his Swedish subjects.
He would contribute a sizable amount, running into the hundreds of thousands of
dollars, to a national association for the handicapped.

The donation was ever accepted. And, in fact, the would-be recipients admon-
ished the King for even attempting as a private individual to fulfill what was
considered in modern-day Sweden a function of the government.

Increasingly in Western Europe, philanthropy is acquiring a bad name. Leftists
assert it delays the expansion of government-controlled social benefits and softens
popular attitudes toward private wealth.

Even moderates are voicing disapproval of what they call the elitism of philan-
thropists' and their foundations' dispensing large amounts of money and patronage
without the controls of electoral mandates or the accountability of government
bureaucrats.

CHARITABLE GROUPS ARE NUMEROUS

In sheer numbers, West European charitable associations seem impressive
enough. There are 120,000 in Britain, 32,000 in the Netherlands, 19,500 in Switzer-
land, 15,000 in Sweden, and 4,000 in West Germany. But most of them are small
and exist in name only. Fewer than 5 percent still make sizable donations. Public
sentiment that philanthropy should be the responsibility of governments has forced
thousands of small charities to depend increasingly on funds from state and local
authorities.

The refusal of West European governments to allow tax deductions for large
individual donations has reduced the number of tycoon-philanthropists of the sort
that achieved fame before World War II. Even those wealthy persons who continue
to contribute often find the publicity surrounding their donations can boomerang.

Last March, for example, Marcel Dassault, the aircraft manufacturer and reput.
edly one of the richest men in France, decided to finance an indoor swimming pool
for his constituents in Beauvais, a district he represents as a conservative Gaulist
legislator in the National Assembly.

60-529 0 - 80 - 6
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The mayor, Walter Amsallem, a Socialist, inaugurated the pool with some acid
comments as the 86-year-old Mr. Dassault stood by.

"To give ourselves over to patronage; consigning our fates to the powerful and the
rich, seems to us contrary to the spirit of the republic and of democracy," said the
mayor. "We should have preferred action by the nation, the fruits of efforts by the
whole community, eliminating charitable practices that degrade those who benefit
from them."

It is doubtful that Mr. Dassault even heard the rebuke. He was caught up in a
shouting match with some Communist councilors, hurling abuse at him from across
the pool. "My workers are the best paid in France," Mr. Assault yelled. "and I also
was once poor before I was successful."

Less raucous, but no less controversial, has been the case of Pierre Guerlain, 72,
the perfume manufacturer, whose offer to donate 10,000 acres of lake and land for a
wildlife reserve was approved after four years of negotiations with the French
Government.

His credentials as a nature lover were never questioned-he was once administra-
tor of the World Wildlife Fund. But bureaucrats reportedly held up the bequest for
fear that it would give Mr. Guerlain a windfall of publicity or set off rumors that he
had been given a tax break. Mayors in some of the communities bordering the
preserve felt that the Government should reserve the option of eventually using the
land for housing.

In Sweden, where popular feeling against private philanthropy probably runs
highest, there have been few recent cases of large private donations.'I would say that sort of philanthropy is suspect nowadays," said Lars Bergstig,
information secretary in the Budget Ministry. "Even among wealthy people, there is
a feeling that you don't become popular by giving away money, by establishing a
grant or foundation in your name.

SWEDEN ALLOWS NO TAX DEDUCTION

Nor would a philanthropist in Sweden be allowed a deduction from his taxable
income for a charitable donation.

"In the past, philanthropy was an important substitute for social benefits for the
poor," said Mr. Bergstig. "But we've had such a fast buildup of public welfare
services since the end of the war. All political parties now believe that philanthropy
should be the function of the state and local communities. And the mentality of
Swedes today is that if you need money for disease research or support for the arts,
you go straight to the Government. After all, isn't that why we pay all those taxes?

According to Mr. Bergstig, many of the thousands of small charitable trusts that
still exist can no longer fulfill their original aims.

"There are five to ten small trusts in Stockholm alone that specify that their
money should be spent for the moral improvement of waywar-O women,' he recalled.
"Can you really imagine giving away money for that in Swiden today? Then we
have old charitable funds to make it possible ft r young people to go to a university
or study abroad. Well, the Government more than takes care of that nowadays."The trouble is that even if there are no longer recipients who qualify for many of
the old charitable funds, no new legislation has been passed to alter their provi-
sions. It just would not be worth the controversy."

TAX EXEMPTIONS EXIST IN BRITAIN

In Britain, charities are exempted from income tax, corporation tax and capital
gains. But individual donors are not. And in recent years, most of the charities have
had trouble raising money or maintaining their endowments.

"Operating and administrative costs continued to rise and inflation persisted in
eroding the value of capital," stated a report last year by the charity commissioners
for England and Wales. "These trends impinged adversely on the ability of charities
to sustain existing programs and to start new ones, from their own resources and
also on the ability ofthe public to subscribe fresh funds."

Increasingly, British charities depend on government financing. Earlier-this year,
a survey by the Charities Aid Foundation, an umbrella group for many voluntary
organizations, disclosed that only 40 percent of donations to British charities came
from individuals, wills, truyt funds and corporations. Government grants covered
most of the rest.

TREND TOWARD STATUTORY FUNDING

"It would be naive to suppose that charities which are effectively dependent on
statutory funding will be left with the freedom of initiative any longer than it suits
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the convenience of the state," said Redmond Mullin, assistant director of the Chari-
ties Aid Foundation.

This view was also put forward in a report last year on philanthropy by the
National Westminster Bank, but with a slightly different perspective:

"In recent years there has been increasing political interest in charities, and their
attractive, tax-sheltered status must have played a role in this. Some charities such
as private schools or hospitals are seen as havens of wealthy privilege that enable
the rich to buy certain services at a cut price; others are attacked on the ground
that they launch political propaganda under the guise of charitable activity."

STATE'S ROLE DOES NOT RESOLVE ISSUE

But a government monopoly of philantrophy, as has occurred in the patronage of
the arts in Britain, has not put an end to the controversy.

In the United States, businesses are allowed to give away up to 5 percent of their
income, free of tax. In Britain, business gifts to the arts are free of tax only if the
Government determines that they are part of actual business or advertising ex-
penses. As a result, private donations account for only $1.8 million a year, or less
than 1 percent of total patronage of the arts.

But the Government, particularly at the local level, tends to donate its money to
the more conventional artistic activities that are free from public controversy,
according to advocates of private philanthropy.

The stringent tax laws against potential private art patrons have also been
blamed for the large-scale outflow of works of art abroad. Neither the museums nor
the Government are able to match offers by foreign collectors for paintings put up
for sale by their British owners.

[From the Washington Past, Aug. 25, 1917]

-EXCLUDING CHARITY

If the Government takes all, or nearly all, of one's disposable or surplus income, it
must undertake the responsibility for spending it, and it must then support all
those works of charity and mercy and all the'educational and religious works which
in this country have heretofore been supported by private benevolence.

It would be a mistake to change abruptly the traditional policy under the stress of
war conditions. This country can not abandon or impoverish the great structure of
private charity and education that has been one of the most notable achievements
of American civilization. Therefore with every additional dollar the Government
finds it necessary to take in taxation it becomes increasingly necessary to accept the
principle of the pending amendment and leave untaxed that part of every citizen's
income which he may give voluntarily to the public good.

Senator MOYNIHAN. When King Gustaf VI was getting ready to
die, like all kings do, he wanted to make some bequests in Sweden
for charitable circumstances and was told "under no circum-
stances." Charitable purposes are the function of the state and you
are not going to do it.

When you see Brooklyn Jewish Hospital or St. Peter's Hospital
or a Lutheran Home, you see what was once a private and is
becoming a public institution and, as John Gardner said, when the
public money arrives, the public rulebook arrives.

Senator CHAFEE. The public what?
Senator MOYNIHAN. The public rulebook arrives. This is the nat-

ural world of the independent sector, and we will destroy it. Some-
thing then happens to your democracy, does it not?

You could not have said it better, and we are very grateful.
Mr. GARDNER. Thank you, sir.
Senator MOYNIHAN. Thank you, sir.
[The prepared statement of Mr. Gardner follows:]
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STATEMENT OF JOHN W. GARDNER, CHAIRMAN, ORGANIZING COMMITTEE,
INDEPENDENT SECTOR

SUMMARY

Testimony strongly supports the Charitable Contributions Bills (S-219 and HR-
1785) and commends the sponsors of them.

The non-profit segment of the private sector represents an extraordinary part of
our national life. The traditions of giving, volunteering and not-for-profit initiative
are among the glories of American life. They are what make us unique. If we lose
them we shall have lost a priceless and irreplaceable element in our national life.

At a time in history, when individuality is threatened by the impersonality of
large-scale social organization, the independent sector's emphasis on individual
initiative is a priceless counter weight.

But all of these non-profit activities depend on private giving for public purposes.
The ingredient of private giving supplies the element of freedom.

This aspect of our life has traditionally been recognized and fostered through the
tax deductibility of private gifts for charitable, scientific, religious and educational
purposes. The principle expressed at the time the deduction was introduced was
that the income tax should be levied only on consumable income, and not on income
passed on to public uese rather than retained for personal benefits.

One cause of the decline of the voluntary sector in Europe is that it is associated
in the public mind with the benefactions of the rich and powerful, which are
resented by the.people. In contrast, our own voluntary sector boasts the extraor-
dinay participation of tens of millions of ordinary Americans whose modest gifts
account for most of the $40 million contributed last year. Yet the standard deduc-
tion strikes at precisely that base of small givers. It moves us toward a situation in
which giving will indeed be confined to the higher income groups.

The private pursuit of public purpose is an honored tradition in American life.
We do not regard the furtherance of public purpose as a monopoly of government.
The whole case rests ultimately on what kind of society we really want.

STATEMENT

I am John W. Gardner, Chairman of the Organizing Committee for a new associ-
ation called Independent Sector. I am grateful for this opportunity to appear before
you. I have had earlier opportunities to work with the distinguished sponsors of this
legislation on matters of public importance, so I know at first hand your concern to
preserve what is best in American life.

The new association, Independent Sector, grows out of a merger of the National
Council on Philanthropy and the Coalition of National Voluntary Organizations,
two umbrella groups which represent many of the most vital non-profit, non-
governmental institutions in American life. The intent of the new organization is to
preserve and strengthen the Amer .can traditions of private giving, voluntary associ-
ation and not-for-profit initiative. A great many people who honor and support
those traditions fear that recent changes in Federal tax policy do unintended
damage to a unique and treasured aspect of American life. The Charitable Contribu-
tions Legislation is designed to prevent such damage, and I support it without
reservation.

In a totalitarian state virtually all activity is, in essence, governmental-and the
little that is not, is heavily controlled or influenced by government. Almost every-
thing is bureaucratized and subject to central goal-setting and rulemaking.

In the nations that the world thinks of as democracies, there is, in contrast, a
large area of activity outside of government. The United States probably outstrips
all others in the size and autonomy, of its nongovernmental or private sector. The
major portion of our private sector consists of activities designed for profit; a
smaller portion consists of nonprofit activities.

I am going to talk about the nonprofit segment of the private sector. It is an
extraordinary part of our national life, though Americans are so familiar with it
they never look straight at it. It includes religious organizations, institutions con-
cerned with health and welfare, schools and colleges, libraries and museums, per-
forming arts groups, neighborhood organizations, citizen action groups and countless
other categories. It includes Alcoholics Anonymous, The -Metropolitan Opera, the 4-
H clubs, the Amateur Athletic Union, the Urban League, the Women's Political
Caucus and so on and on. The variety is astonishing.

The American habit of voluntary association emerged in the colonies more than a
century before the Constitutional Convention. If neighbors or members of a commu-
nity shared a problem or conern, they didn't wait for higher authority to nominate
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someone to tackle it. They acted on their own initiative. This habit of self-nomina-
tion was often quite disconcerting to colonial governors newly-arrived from England.
Though the practice had roots in British Tradition and in philosophical ideas
current in 18th Century Europe, our enthusiastic everyday application of the idea
took some time for foreign visitors to get used to.

The tradition has flowered beyond the dreams of our forebears and is today one of
the glories of American life. It is unique throughout the world-not unique in the
fact that it exists, because it exists elsewhere, but unique in its strength and
diversity. If we lose it we shall have lost a priceless and irreplaceable element in
our national life. All over this land today Americans acting in this voluntary sector
are solving problems, starting organizations, devising new technologies, helping
their neighbors, combatting injustice, pioneering new fields of science, creating jobs,
and enriching the lives of others. We love that torrential flow of human initiative,
and we intend to hold on to it. It is rooted in good soil-civic pride, compassion, a
philanthropic tradition, a strong problem solving impulse, a sense of individual
responsibility and-whatever the cynics may say-an irrepressible commitment to
the great shared task of improving our life together.

Compared with government and business, the independent sector is relatively
free. And thanks to that freedom one finds in the sector an extraordinary variety of
activities, initiatives, goals, and beliefs. It is pluralistic in the richest sense. Every
institution in the independent sector is not innovative; but the sector provides an
environment for innovation. An idea that is controversial, unpopular or "strange"
has little chance in either the commercial or the politico, marketplace. But in the
diverse world of the nonprofit sector it may very well find the few followers
necessary to nurse it to maturity.

The sector is the natural home of nonmajoritarian impulses, movements and
values. It comfortably harbors innovators, maverick movements, groups which feel
that they must fight for their place in the sun, and critics of both liberal and
conservative persuasion.

Institutions of the independent sector are in a position to serve as the guardians
of intellectual and artistic freedom. Both the commercial and political marketplaces
are subject to leveling forces that may threaten standards of excellence. In the
independent sector, the fiercest champions of excellence may have their say.

The freedom from constraints, the pluralism and the continuous emergence of
new ideas, all provide a strong stimulus to individual initiative and responsibility.
The sector preserves in the individual a sense of "the power to act". As in the for-
profit sector, there are innumerable opportunities for the resourceful-to start
something, explore, grow, cooperate, lead, make a difference. At a time in history
when individuality is threatened by the impersonality of large-scale social organiza-
tion, the sector's emphasis on individual initiative is a priceless counterweight.

And equally important, the sector permits the forging of linkages between individ-
ual and community. Citizens banding together can tackle a small neighborhood
problem or a great national issue.

The past century has seen a more or less steady deterioration of American
communities. I don't just mean communities as geographical locations; I mean
communities as coherent entities with the morale and binding values that hold
people together. Our sense of community has been badly battered, and every social
philosopher emphasizes the need to restore it. What is at stake is the individual's
sense of responsibility for something beyond the self. A spirit of concern for one's
fellows is virtually impossible to sustain in a vast, impersonal, featureless society.
The nonprofit sector permits the survival of mediating structures that often get
squeezed out by modern large-scale organization. Only in coherent human groupings
(the neighborhood, the family, the community) can we keep alive our shared
values-and preserve the simple human awareness that we need one another. The
countless informal organizations of the independent sector permit the expression of
caring and compassion; they make possible a sense of belonging, of being needed, of
allegiance and all the other bonding impulses that have characterized humans since
the prehistoric days of hunting and food-gathering.

At a time when the continued vitality of the society requires some measure of
decentralization, the independent sector offers an escape from central control and
central definition, an escape from clearances with a distant bureaucracy. It makes
possible a significant role for relatively small grassroots structures.

All of the healthy, diverse and creative activity of the voluntary sector is under-
girded by certain philosophic beliefs, certain traditions and certain practical policies
which we care a great deal about but give little thought to.

Americans have always believed in pluralism-the idea that a free nation
should-within the law-allow all kinds of people to take the initiative in all kinds
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of activities. Within that tradition, unpopular ideas can be expressed, an utterly
unknown person can come up with an important idea, religious groups can pursue
their deepest convictions, new commercial ventures can be launched, great institu-
tions of learning can arise and function independently.

When all kinds of people are left free to pursue all kinds of activities, a surprising
number choose to serve some community purpose. The private pursuit of public
purpose is an honored tradition in American life. We do not regard the furtherance
of public purpose as a monopoly of government. And that belief has released
incredible human energy and commitment in behalf of the community.

But all of these nonprofit activities depend on another powerful American tradi-
tion-the tradition of private giving for public purposes. The ingredient of private
giving supplies the element of freedom.

This aspect of our life has traditionally been recognized and fostered through the
tax deductibility of private gifts for charitable, scientific, religious and educational
purposes. The principle ex ressed at the time the deduction was introduced was
that the income tax should e levied only on consumable income, and not on income
passed on to public uses rather than retained for personal benefit.

Unlike the usual tax preferences that are designed to deal with quite specific
situations, the tax deductibility provision undergirds a whole segment of American
life. To tamper with it is to tamper with something central and precious in our
national style, in our way of expressing our best impulses, in our way of dealing
with our shared purposes.

It has been seen as a positively valuable and good thing in American life that
groups outside government should, on their own initiative, undertake activities to
further community aims, and that a great many people, quite independently, in
their capacity as private citizens, should contribute to charitable, religious, scientific
and educational activities of their choice.

And this positive policy has worked. It has permitted the emergence of great
world centers of learning, it has made our museums and medical centers famous
throughout the world. And it has nourished our community life. We have demon-
strated that preserving a role for the private citizen in these matters encourages
creativity, and keeps alive in individual citizens the sense of personal caring and
concern so essential if a mass society is to retain the element of humaneness.

Yet today, despite long-term sticcesses, all the institutions of this sector-great
universities, private hospitals, social agencies, foundations, museums, citizens action
groups, symphony orchestras-all share the same apprehensions. They feel that
their world is endangered, that the walls are closing in, that their days may be
numbered. Why?

There are many reasons. Private giving has eroded. Giving is now a smaller
proportion of the GNP than it was ten years ago-and a smaller proportion of
disposable personal income. At the same time, expectations for service has risen
greatly, especially in this time of government cutbacks. Obviously inflation is a
heavy burden on a sector that is in its nature manpower-intensive. Operating costs
have escalated. A high proportion of nonprofit institutions are in serious financial
trouble.

There is steadily increasing dependence on the federal government. According to
the latest available figures, about 30 percent of the total revenue received by
nonprofit institutions is supplied by government. And government money is fol-
lowed by the government rulebook. The level of government funding is rising. If the
trend continues, many of our nonprofit institutions will be arms of government.

In sum, whatever the cause, there is apprehension throughout the voluntary
world. There is the sense of a foreshortened future.

The apprehension was not diminished by the 1978 report of the Wolfenden Com-
mittee, a British commission on the future of voluntary organizations, which la-
mented that England has let its philanthropic tradition and its voluntary agency
structure deteriorate so badly and has come to depend on its public system so
completely that the opportunity to have a truly independent sector has been lost.

We watch those alarming developments elsewhere while simultaneously learning
through hard experience the limitations of big government here at home. One of the
gravest mistakes we can make is to assume that alternatives will always exist here.

One cause of the decline of the voluntary sector in Europe is that it is associated
in the public mind with the benefactions of the rich and powerful, which are
resented by the people. In contrast, our own voluntary sector boasts the extraordi-
nary participation of tens of millions of ordinary Americans whose modest gifts
account for most of the $40 billion contributed last year. Yet the standard deduction
strikes at precisely that base of small givers. It moves us toward a situation in
which giving will indeed be confined to the higher income groups.
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Mr. Chairman, I could go on at great length. I have not touched upon many
crucial matters that concern me: the concept of tax expenditures, the notion that a 1
income covered by tax laws is government money, the question of whether money
given away is properly thought of as income.

I have not done so because for me the whole case rests ultimately on the question
of what kind of society we want. In answering that question I have sought to
express as lucidly as possible views that I know are shared by a great many
thoughtful Americans.

Thank you.

Senator MOYNIHAN. Our next witness is Mr. Landrum Boiling,
chairman, Council on Foundations.

Mr. Boiling, we welcome you, and you have your associates?

STATEMENT OF LANDRUM BOLLING, CHAIRMAN, COUNCIL ON
FOUNDATIONS

Mr. BOLLING. Thank you, Mr. Chairman.
The Board of the Council on Foundations has authorized me, its

chairman and chief executive, to express our support for the pro-
posed charitable contributions legislation, S. 219, and the compan-
ion bill in the House of Representatives, H.R. 1785. As a national
membership organization of approximately 1,000 private, communi-
ty, and corporate grantmakers, large and small and of many di-
verse interests and activities, we are united in working to strength-
en the effectiveness of independent and voluntary public service in
American life.

I would like to make it clear at the outset that we support this
legislation, not because of direct impact upon the grantmakers per
se, but because of the benefits we see coming from this legislation
to that great range of voluntary and private serving organizations
that are the main reasons for our existence, and therefore we have
a shared interest in seeing the broadening of that basis of support.

I would like to submit this statement, Mr. Chairman.
Senator MOYNIHAN. Would you please do that?
Mr. BOLLING. I would like to comment briefly, if I may, about

some of the points that have already been raised this morning and
some of the thoughts we have in mind.

I would like to say a little bit about how foundations work in
relation to the whole private sector. I think over the history of
foundations, you would find that many times the foundations were
able to get involved in the handling of some new problem trying to
respond to a new social need that has been put forward and we
have often provided through the foundations the initial funds to
get something started, whether dealing with a drug abuse problem
when that hits us, or the teenage pregnancy problem which has
become kind of epidemic in many communities.

You find foundations going in and helping to get something
started before Government responds, before anybody else gets into
the act. But foundations cannot carry these things on. What usual-
ly happens, the foundations give the initial startup money and
then it depends upon the response of a great, broad cross-section of
individual citizens to come forward and support it. If the amount of
support from the broad citizenry declines, or does not expand as it
should, then many of these worthy ventures will die or they will be
cut back.

These things we see happening today.
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I would like to say a little bit about some of the projects that
have had this history. One of our most successful and most widely
rcdaimed agencies, preserving some of the most beautiful, ecologi-
cally most significant wildlife areas, the Nature Conservancy, a
private group, was funded -originally by the Old Dominion Founda-
tion ii its formative stages. That funding was a major factor in
helping the Conservancy to initiate its programs requiring these
special land areas and preserving them as permanent treasures for
the local regions, and for the Nation. Then the Conservancy gradu-
ally drew unto itself a large membership-with regional, local, and
corporate affiliates.

Take, then, the development of the Public Broadcast Service.
Much of the initiative for that came from the Carnegie Corp.,
though grants that were made to help get PBS going.

The success of the whole public television system obviously de-
pends upon contributions from literally millions of people across
the country who, in their annual auctions in the local communi-
ties, give the support to keep those lbcal stations going.

Or, take the National Council on Aging, largely funded by the
Ford Foundation in its initial stages. It has later grown to include
a varied membership and a wide base of support as it develops
ways of serving older people and conducts research and demonstra-
tion projects on the problems of the aging.

Once again, a mass kind of support coming forward to keep it
going, after foundations provided the startup funds.

The United Negro College Fund was supported originally by the
Juliw Rosenweld Fund when it began in 1944. That support long
since has disappeared, but the fund still grows, because it has
become the fundraising agency for 41 predominantly black colleges
and universities with members and givers all across the country,
large and small.

It is that mix of givers that is important for preserving the whole
nonprofit public service private sector.

One of the things we must be concerned about, it seems to me, is
how we are able to maintain that broad basis of involvement in the
private sector if we come to see charity, come to see public service
activities, as being primarily the concern of the wealthy. Then we
will -have distorted something of the basic character of American
life.

This country has been built, from the very beginning, on the
assumption that all of us together have the responsibility to make
it go. We have had this tradition from the very earliest years.

We began in building our schools, our museums, our libraries,
our hospitals, our orphanages on the basis of contributed funds,
contributed labor, contributed materials. This is the story of how
we built this country and we will have very seriously departed
from these basic values if we come to the point where we see that
these public services can be provided only by the very affluent or
by Government.

Looking at the testimony as presented by our friends from the
Treasury this morning, I would like to call your attention to some-
thing I believe was not presented in his oral statement but it is in
the written record, in which Mr. Lubick said that the Government
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supports the voluntary sector, and his first illustration of that
support for the voluntary sector was rather interesting.

At the Federal level, he says this sector receives billions of
dollars in grants and contracts, and goes on to state that tax
expenditures benefiting philanthropy were $7.7 billion in fiscal
1979. I would submit that is not the kind of support that is, in the
long run, going to preserve the private sector, going to preserve
this voluntary initiative.

And this is the pattern that has developed in Europe where more
and more these private initiatives have been underwritten by tax
moneys, until eventually they are no longer independent, private
enterprises. They become simply other arms of the government.

This kind of thing is happening all across private sector America,
in hospitals and educational institutions, and in a great variety of
public service organizations; they come to depend more and more
on Government money. Often on a kind of matching basis. I am not
saying that this is not a good thing to have matching of Govern-
ment funds and private funds in many ways. But if the private
funds are discouraged, then sooner or later you get into a totally
different situation where these enterprises become very much de-
pendent upon the continuation of Government support. And I
think this gets at the heart of the problem we face.

The experience of Europe has been alluded to already this morn-
ing. This is a very instructive one. The New York Times ran a
series of articles on this just about 1 year ago, pointing out how, in
Sweden, in France, in West Germany, and in England, free demo-
cratic societies, they have moved more and more toward a statist
view of how to carry on public service activities.

It is terribly important that we maintain a sense of private
responsibility, individual responsibility for working out these
things.

One of the most important aspects of the problem of inadequate
funds for charitable purposes relates to the continuing harsh, effect
of inflation. The cost of providing so many human services, gener-
ally labor-intensive, spiral upwards. Private foundation income,
and therefore grants, do not keep up with the accelerated inflation-
stimulated demand.

This means that foundations are increasingly under pressure to
devote more and more their scarce resources just to sustaining
ongoing operating budgets with fewer funds to help the independ-
ent and voluntary efforts to undertake more new initiatives for the
public good, to get at root causes of old problems, to respond
quickly to new social needs.

Again and again throughout the history of foundations, they
have given essential support for the launching of these new and
needed services before Government and the general public would
be aroused and begin to respond.

Insofar as the funds of foundations are preempted for the main-
tenance of established agencies and programs, they will have less
capability of finding quick responses to new problems or experi-
mentation and demonstration activities that produce some of the
dramative breakthroughs for the public good that foundations
have, at times, been associated with in the past.
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Such foundation initiated projects, include, for example, the con-
quest of yellow fever, the development of new high-yield strains of
wheat and rice, that come to be called the Green Revolution; the
introduction of the national television system, and so on.

I would like to say, finally, just a word about the issue of the
charitable deduction and the cost-benefit issue. It is sometimes
argued if it can be shown that for each $1 of tax revenues foregone
through the charitable deduction it would only produce $1.10 or
$1.25 for charity than the benefit to society does not really justify
this tax loss. One would hope that the Congress would not adopt
this narrow view.

The heart of the matter is that if there were only an even trade-
off between tax revenue foregone and charitable contributions, the
tax deductibility would still.be more than justified.

In settings that call for voluntary contributions, and individual
and local group efforts to deal with problems through other than
governmental machinery are central in preserving an open, free,
pluralistic society. They can keep the private sector initiatives for
the public good going and keep them strong.

It is this issue of the kind of society that we want to preserve
that is at the heart of this issue.

Senator MOYNIHAN. We thank you very much, Mr. Boiling, for a
very clear and very important statement. I particularly appreciate
your reference to the tax expenditure statement in the opening of
Mr. Lubick's testimony.

It says, "Tax expenditures benefitting philanthropy were $7.7
billion in fiscal 1979." I do not suppose that there has been a more
progressive idea which good persons have been more associated
with than the idea of tax expenditure, and I was happy to hear
J ,hn Gardner refer to it.

I do not want to say what his views are, but I say to you that it
is fundamentally a statist idea, the idea that your income belongs
to the Government and what it leaves behind is a benefaction from
the Government. It is pernicious, and I am sorry to say that it
appeared as a liberal idea.

Senator PACKWOOD. I might interrupt there. When we were dis-
cussing the subject we discuss every 2 years on tax reform, the
group wanted a simplified tax code, no deductions at all. Every-
thing belongs to the Government and what you get to keep, you get
to keep.

There was a professor at the University of Chicago Law School
who said, "That's not a new idea. We used to call it feudalism and
the Government owned everything and you held what you were
entitled to hold as a grant from the Government, it is not a new
idea."

Senator MOYNIHAN. I wish the same broad perceptions were
around a year ago, Senator Packwood, when you and I were trying
to defend the rights of trying to help the nongovernment schools in
this country. Suddenly all the people-very enthusiastic-not this
measure-were very much absent, I am afraid.

If this is a genuinely liberal issue, it ought to be supported
consistently and not with quite the selectivity that I sometimes
encountered.
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Mr. BOLLING. If I may say this, it seems to me that the tone of
the comment is a benign one toward the $7.7 billion expenditures.
It certainly was not benign in the attitude toward an allowance for
charitable giving.

Senator MOYNIHAN. What are you complaining about? We let
you have $7.9 billion.

Mr. BOLLING. Right. The history of what has happened over the
last several years is that expenditures to help support these private
initiatives from the tax moneys go up year by year. That seems to
be the history of this whole thing.

I think another factor that ought to be borne in mind is that
over the years the Treasury, whether the administration is liberal
or conservative, Republican or Democratic, we get the same kind of
advice from the Treasury year, after year, that is advice against
the whole deduction system.

I used to be a college president and I had some experience with
the kinds of blandishments, if I might put it that way, given to us
by Treasury, with their saying you will be able to raise just as
much money if you give up the tax deduction for charitable giving,
or if you give up the provision for gifts of appreciated securities.

I attended a conference sponsored by the Treasury once in which
this kind of thesis was hammered home to us, I think not very
convincingly, to the college presidents who came. While I can read
the tables that were given to us by Treasury that claim it really
will not make much difference, I can tell you, as someone who
spent 15 years of my life as a college President raising money that
it makes a tremendous amount of difference to have the tax deduc-
tion incentive for giving.

Senator PACKWOOD. Let me give you another example. In terms
of political contributions, under Federal law and Oregon law, on an
individual return, you can make a $50 contribution and get a $50
credit. Not a deduction, a credit of 100 percent; for a joint return of
$100, $50 off your Federal tax and $50 off your State tax. You
would be amazed at the difference that incentive has made as to
the quantity that people are giving to political races in Oregon. In
my estimation, for the good because they are not large contribu-
tions. They are $20 or $30 or $40 contributions.

When you tell a person you can take 100 percent of it off of the
tax you are going to pay, it is an amazing stimulus.

Mr. BOLUN%;. I would say that the deduction has effect on how
much they are giving even in the small income brackets. I know
that the very wealthy, of course, are the prime targets that fund-
raisers go after. As a former college president, I used to go after
my most wealthy alumni. But I also had to depend upon those
people in the $15,000 to $20,000 income bracket. These were the
faithful alumni who got out and worked and put on the dinners
and went out and saw the people to ask for contributions and gave
themselves. The fact that they had a deduction that" they could
draw on encouraged them. There is no question that it worked.

Senator PACKWOOD. That is exactly what this political credit is
designed for, for the person who is going to give $1,000 or $5,000.
The credit is a maximum of $50. It is mostly an inducement for the
person who has never given before.



86

The experience I have found in this campaign so far, is that of
the 27,000 donors who gave an average contribution of $30, most of
those people are.giving for the first time and will follow the mone-
tary contribution with an- interest and participation in .politics. I
wager the same thing is true in almost any charitable or educa-
tional activity.

Mr. BOLLING. It is particularly important in getting people to
raise their sights and give more the next year. That is one of the
things we have to keep in mind.

For these private initiatives to survive, we have to get people
enlisted and get them so committed that they want to do more. As
time goes on, and with the tax incentive, there is no question it
helps to stimulate that growing commitment to give and that ex-
panding of the size of individual contributions.

Senator MOYNIHAN. Senator Chafee?
Senator CHAFEE. Mr. Chairman, thank you.
I would just like to reinforce the last point that Mr. Bolling

made. It seems to me it really has not been made here strong
enough.

That is, it is true that we want, through this, to encourage the
small donor. But it seems to me that the small donor is a donor
who hopefully, some day, will become the big donor and that large
donors give because they have been trained in giving.

I do not think giving is easily done and I think it does require
some education and some experience, and we have found, certainly
in the universities I have been associated with, that our large
donors, self-made people who have made a lot of money, have
usually started out as very modest donors to the alumni funds, of
some very modest means, and have worked their way up and have
continued the giving, so they know how to give.

I think that is important. You are not only looking for the small
gift, but you are looking for the future big giver who has learned
through the small giver.

Mr. BoLLING. Senator, you know the reality of fund-raising in
higher education. There is no question about it. You get most of
your money from people who have already given you something,
even though it is a very small contribution to start with. They get
educated to give more.

And anything that you can do to help them in that initial phase
with their education is going to redound to the benefit of the
enterprise you are trying to promote.

Senator CHAFEE. Thank you.
Thank you, Mr. Chairman.
Senator MOYNIHAN. Thank you very much.
[The prepared statement of Mr. Bolling follows:]

STATEMENT OF LANDRUM R. BOLUNG, CHAIRMAN, COUNCIL ON FOUNDATIONS, INC.

SUMMARY

The Council on Foundations, expresses support for S. 219 and H.R. 1785 because
we believe it will strengthen the whole enterprise of philanthropy in America, will
encoura6I giving and volunteer work for the general welfare by a broad cross-
section of American.

1. Over the years the deductibility of charitable gifts has promoted giving for the
public good among the general population.
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2. As in recent years more and more taxpayers have been encouraged to use the
short form and accept the standard deduction, incentives for giving to charity have
inadvertently been reduced.

3. Our national well-being requires the formation and growth of both private
foundations and contributions by individuals at every economic and social level. For
the government to reduce such incentives impairs the process by which private
citizens contribute to society's improvement.

4. The proposed legislation is important in that it makes concrete and immedi-
ately visible to all citizens the tax benefits of deductible charitable contributions
and provides greater equity in the treatment of different income groups.

5. In American we originally built schools, colleges, hospitals and orphanages,
libraries and museums and various services to the poor largely through private,
voluntary contributions of labor, of materials and of money. To this day a great
number and variety of public needs are met by independent agencies and associ-
ations and by the work of volunteers. Tax incentives encourage both financial
contributions and volunteer work for the public good.

6. Foundations exist to contribute to the support of other charitable service
institutions and to provide the "venture capital" for innovation and alternatives to
government funding. With the decline in foundation assets due to inflation and poor
financial conditions, it is of the utmost importance that contributions from individ-
uals be encouraged. Otherwise society will be deprived of its "venture capital" as a
larger and larger pencentage of scarce foundation funds are diverted to support
operating budgets of existing programs and less is available to support the basic
research and future oriented work that result in important breakthroughs forsociety.

7. governmentt cannot and never has been able to do everything. It is important
that we continue to provide encouragement for private endeavors in the public
interest as alternatives and supplements to government programs.

STATEMENT

The Board of the Council on Foundations has authorized me, its Chairman and
Chief Executive, to express our support for the proposed Charitable Contributions
Legislation, S. 219, and the companion bill in the House of Representatives, H.R.
1785. As a national membership organization of approximately one thousand pri-
vate, community and corporate grantmakers, large and small and of many diverse
interests and activities, we are united in working to strengthen the effectiveness of
independent and voluntary public service in American life.

The Council supports Senate Bill 219 not because of any direct impact it will have
on the grantmakers who constitute our membership. Rather, we support this legisla-
tion because of the significance it will have in advancing the good work of a great
variety of voluntary initiatives that serve the public interest, and specifically, in
increasing and widening the source of financial contributions for charitable pur-
poses from all segments of our citizenry.

Certain basic principles undergird our common life and have provided strength
for this nation from our earliest beginnings. Among those principles, one which
bears repetition, constant study and continuing support, is the principle of private,
volunteer participation in taking care of countless public needs. Government cannot
do it all. Government never has been able to do it all. We originally built our
schools and colleges, our hospitals and orphanages, our libraries and museums and
our services to the poor largely through private, voluntary contributions of labor, of
materials and of money. To this day a great number of wide-ranging public needs
and interests are met by independent agencies and associations and by the work of
volunteers.

Often foundations are among the very first to give to a worthy local or national
cause, to citizens' groups trying to bring about needed improvements and to institu-
tions struggling to get started in the providing of some needed new service. However
important foundation grants may be in helping with those start-up phases, the
ability of such causes, groups or institutions to survive and grow to self-sufficiency,
ultimately, is dependent upon the acceptance and public support of many people
from a broad cross-section of the population. Sound public policy and the mainte-
nance of our national well-being require that government continue to encourage
both the formation and growth of private foundations and the expansion of contri-
butions by individuals at every economic and social level. For government to reduce
or tease to provide such incentives would be a serious blow to the pluralistic pattern
of American life and to the processes by which volunteer initiatives for serving our
society have been so long encouraged.
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w Let me give just a few examples of how foundations helped causes, groups and
institutions to get started, after which the general public came forward with finan-
cial support to sustain and expand those services of benefit to the community or the
nation.

One of our most successful, most widely acclaimed agencies for preserving some of
the most beautiful, ecologically most significant wildlife areas, The Nature Conser-
vancy, was funded originally by The Old Dominion Foundation in its formative
stages. This funding was a major factor in helping the Conservancy to initiate its
program of acquiring these special land areas and preserving them as permanent
treasures for the local regions and the nation. The Conservancy now has drawn to
itself a large membership with regional, local, and corporate affiliates.

The National Council on the Aging was largely funded by the Ford Foundation in
its initial stages. It has grown to include a varied membership and a wide base of
support, as it develops ways of serving older people and conducts research and
demonstration projects on the problems of aging.

The United Negro College Fund was supported by the Julius Rosenwald Fund
when it began in 1944. It now serves as a fund-raising agency for its 41 colleges and
university members and attracts many contributors large and small, across the
nation.

Major incentives for such independent initiatives to serve public needs have been
provided over the past seven decades through two well-established national policies.
One has been the complex of legal arrangements for the setting-up and operating of
charitable institutions, including grantmaking foundations of various types, sizes
and purposes. The other incentives to which we direct our specific support here is
the charitable deduction provision in the income tax law.

One Congress after another and diverse national administrations along the way
have given support to both of these policies. Foundation giving, corporate giving,
and individual giving are all required to sustain the work of the independent sector.
Needs always outstrip resources, yet we know that the resources can be enormously
enlarged if people have the motivation to give.

People give to charitable purposes for many reasons. One is certainly related to
the teachings of the great religions with their emphasis upon compassionate con-
cern for the poor, the sick, the needy. Another motivation has to do with communi-
ty, family, and personal pride. Many-people feel good about being identified with
worthy projects and cause.. Many people give out of a sense of simple duty, without
thought of.psyehic or other rewards. Yet, whatever the underlying motivation, all
are encouraged to give-and more generously than would otherwise be the case-by
direct tax benefits. There is no question that over the years the tax deductibility of
charitable gifts, as well as laws providing for the creation of foundations, have had
enormously favorable consequences in promoting giving for the public good.

If broadly supported public endeavors are to multiply and perform effectively in
the future as they have in the past, the government, we believe, must re-extend the
charitable deduction to that large group of tax payers now able to use the standard
deduction.

The proposed legislation is important in that it makes concrete and immediately
visible the tax benefits available through explicitly deductible charitable contribu-
tions. The growth of the se of the standard deduction by a, larger and larger

.percentage of tax payers, now. up to 70% of them or more, is in fact no incentive for
giving. The tax payer who does not itemize gets no direct benefit or reward for
giving. The person who gives not a cent gets the same theoretical charitable "allow-
ance' on the standard deduction as the tax payer who gives, say, a thousand dollars.
A real tax-benefit incentives for giving -exists. only in connection with specific
deductibility for specific charitable. contributions. If we are to encourage givers of
modest income we should provide them with explicit incentives for charitable
giving. All segments of the population, not just the wealth, should be encouraged to
participate and to carry forward the volunteer and independent services that are so
important to our society. In the aggregate, the gifts of great numbers of contributors
are vital to the health and well-being of private voluntary institutions. The larger
gifts of foundations, and of affluent individuals, often provide the initial impetus for
a particular charitable, program or project and can spur other giving. But the
largest portion of the support for the private sector must come from the great
number of gifts in lesser. amounts given by those of modest income. The government
through its policies should, therefore, reward not only the generosity of givers with
high income, but should extend incentives to all to insure that this massive base of
support of the private philanthropic sector will not be eroded inadvertently through
the withdrawal of incentives to taxpayers in the middle and lower brackets.
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Providing incentives to all segments of the population to participate in the carry.
ing forward of volunteer and independent services has a value far beyond the
dollars that are contributed. Volunteer service and individual involvement often
accompany monetary contributions. Such commitment adds a humanizing factor
that must be retained in our society. Opportunities for broad citizen involvement
should be actively encouraged. If we come to the point where charitable giving is
the concern only of the wealthy, or if it comes to appear that that is the case, we
will have seriously weakened the whole structure of the non-profit, public service
sector in American life. Let us make no mistake about it, that sector depends for its
survival and health on broad scale participation that is both personal and direct, as
well as upon growing financial support. Tax incentives to giving, extended by the
government to contributors at each income level, have been-an important factor in
developing our American system and should be continued.

As to the future there are sound reasons for optimism. Ours is an enormously
productive economy, our people are generous and socially concerned, and the tradi-
tion of voluntarism is strong. However there are also reasons for concern. And those
concerns underscore the need for the legislation.

As we consider the catalytic role of foundations in the total mix of our national
philanthropc Third Sector, we have to recognize that their grants are a declining
percentage of total charitable giving. Whereas a decade ago foundation giving made
up close to 10 percent of all charitable donations, they had dropped to a little more
than 5 percent by 1978. That has happened despite a continuing growth in the
dollar amount of foundation grants, and despite the fact that the Tax Reform Act of
1969 mandates that foundations pay out 11 of their annual income and, in some
cases, considerably more. Part of the reason for the relative decline is that the new
controls on foundations-though they have had certain positive effects-have been
perceived as discouraging the formation of new foundations and as encouraging the
dissolution of existing foundations. Moreover, they have tended to distort invest-
ment practices. This is not, however, the time for analyzing the various government
policies and regulations concerning foundations. Rather we appear here on the even
more urgent need to continue incentives to all givers.

One of the most important aspects of the problem of inadequate charitable funds
relates to the continuing harsh effect of inflation. The cost of providing so many
human services-generally labor intensive-spiral upward. Private foundation
income, and therefore grants, do not keep up with the accelerating, inflation-
stimulated demand. This means that foundations are increasingly under pressure to
devote more and more of their scarce resources just to sustaining ongoing operating
budgets, with fewer funds available for helping the independent and volunteer
efforts to undertake new initiatives for the public good, to get at root causes of old
problems, and to respond quickly to new social needs. Again and again, throughout
the history of foundations, they have given the essential support for the launching
of new and needed services before government and the general public became
aroused and began to resond. Insofar as the funds of foundations are prempted for
the meinterance of established agencies and programs they will have less capability
for funding quick responses to new problems on experimentation and demonstration
activities such as have produced some of the dramatic break-throughs for the public
good that foundations have, at times, been associated with in the past. Such founda-
tion-initiated projects as the conquest of yellow fever, the development of new high
yield strains of wheat and rice that came to be called the "Green Revolution", and
the introduction of the nationwide system of public television are a few examples.

Although, as stated earlier, the foundations and other institutional grantmakers,
have no self-serving interest in this particular piece of legislation, our concern about
the health and strength of the entire field of private and voluntary initiatives for
the public good compels us to urge the Congress to take all appropriate measures to
encourage the broadest possible participation in charitable giving. The proposed
legislation represented in S. 219 is an appropriate measure.

Finally, let me say a word about one issue that arises in connection with discus-
sion of the charitable deduction: the cost-benefit issue. It is sometimes argued that if
it can be shown that one dollar of tax revenues foregone through the charitable
deduction will produce only a dollar and a dime, or a dollar and a quarter, in
charitable contributions, then, the benefits to society do not really justify the tax
revenue loss. One must hope that the Congress will not adopt such a narrow view.
The heart of the matter is that if there were only an even tradeoff between tax
revenue forgone and charitable contributions, the tax deductibility would still be
more than justified. Incentives that call forth voluntary contributions and individu-
al and local group efforts to deal with problems through other than governmental
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machinery are essential in preserving a free, open, pluralistic society. They can
keep private sector initiatives for the public good going and keep them strong.

Senator MOYNIHAN. Now we see that our hearing is graced by
the distinguished presence of Senator Morgan, who I cannot doubt
is here for the purpose of introducing the president of Duke Uni-
versity, and that puts .us a little out of our sequence, but it is a
pleasure to have Senator Morgan.

In that case, I wonder if the panel on education and arts could
come forward and have them all introduced by Senator Morgan.

Of course, President Sanford; Joanne Pier of Marquette Universi-
ty; Idanelle McMurray, National Association of Independent
Schools; Kurt Lambrecht of the S.W. Minnesota Arts and Human-
ities Council; and June Goodman, of the Connecticut Commission
on the Arts.

Would you all come forward, please. We welcome -you all -and in
particular, of course, we welcome our colleague, Senator Morgan.

STATEMENT OF HON. ROBERT MORGAN, A U.S. SENATOR FROM
THE STATE OF NORTH CAROLINA

Senator MORGAN. Mr. Chairman, you are mighty kind and gra-
cious in your comments and also to allow me to present the whole
panel, but especially my constituent from North Carolina of whom
I am very proud.

I think most people know that President Saniford of Duke Uni-
versity has long been one of our State and one of the Nation's most
outstanding citizens. My association with him goes back even to
the days when he and I were practicing lawyers in adjoining com-
munities.

You .know that he was one of North Carolina's most distin-
Uished Governors in the early 1960's. He was known then, and is

6own throughout our State, as North Carolina's educational Gov-
ernor. He has made many very fine contributions to the cause of
education and now, especially to higher education, and he made
many contributions as Governor.

But, as Governor, he was representing, of course, all education;
but he was interested in public higher education. So I think that he
will speak to you today. from a unique vantage point, as one who
has seen higher education from the public side and now from the
private side.

I think President Sanford will be speaking to you not only on
behalf of Duke University but of all higher education in the coun-
try.

The American Association of Universities, the American Council
on Education, the independent colleges and, of course, his distin-
guished panelists, I will leave for President Sanford to present.

Thank ycia very much for allowing us to join you.
Senator MOYNIHAN. We thank you, Senator.
It is not the least of your distinctions that every day we learn

something new and more agreeable about the Senator from North
Carolina. That he practiced law with Terry Sanford is proximate to
glory.

Before we begin the panel, may I say that we are having a long
morning and in order that we might finish by 1 o'clock, may we
ask the panels to keep their presentation to half an hour and we

/
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will hear from everybody. If we run over a little bit that will not
matter.

President Sanford, Governor Sanford, we welcome you, sir, and
perhaps you, as the leadoff, will direct the presentations.

STATEMENT OF TERRY SANFORD, PRESIDENT, DUKE
UNIVERSITY

Mr. SANFORD. Thank you very much, Senator. It is certainly good
to be here with each of you andwith my old friend, Senator Robert
Morgan, and to have an opportunity to talk about this very impor-
tant matter.

Now, we have before you the names of the members of this
panel: Ms. Pier, Ms. McMurray, Mr. Lambrecht, and Ms. Goodman
who will, in order of the program, have a few comments to make.

Whatever else I have learned is to be brief in a congressional
hearing and I will do just that. I have filed testimony, of course,
according to the rules and have indicated that I am speaking on
behalf of almost all of the national associations related to higher
education: the National Association of Independent Colleges and
Universities, but also the National Association of State Universi-
ties and Land Grant Colleges; and six others representing various
parts of the educational world.

Senator CHAFEE. Governor, I wonder if you would tilt the mike
down toward you. It is a little hard to hear.

Mr. SANFORD. I thought maybe they had turned it off.
Charitable deductions certainly have been a basic concept in

American life almost from the very time that we have had an
income tax, and I think that it has been a very valuable concept,
very valuable addition to the development of many institutions in
the country.

It has been a valuable addition, I think also, to our concept of
citizenship, because this is one deduction, or one advantage, that
the taxpayer receives for something done, not purely for himself
but for others, and I think it has built a dual system and given
strength to what we call the third sector which gives a balance to
the enterprise of society and I think it is well worth preserving.

We come now to talk about this particular legislation because
what was-called a standard deduction and now called a zero brack-
et amount-I notice the Treasury Department reversed that lan-
guage, possibly because they would rather have it viewed as a
deduction-but I think there are many reasons now that whatever
we call it it has served as a disincentive to charitable contributions.

Anyone who had a child now finishing professional school, from
the time that young person started to college and finished the
professional school, we have seen half as many taxpayers again use
the standard deduction instead of itemizing the deductions.

That, of course, indicates that this has been a disincentive, that
people have moved away from it. And I think that we need to
reconsider just what this has done to the basic concept of charita-
ble contributions and all that has meant in the way that the
society has developed.

Specific points made particularly from a university president's
point of view: we are bothered by the fact that young people just
getting out are gone maybe 10 years before some of them then turn

60-529 0 - 80 - 7
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back and look at the institution and their obligations to-that insti-
tution. I think it is extremely important for a university or col-
lege-for that matter, any kind of institution, but particularly an
educational institution-to see its graduates go out with some
sense of loyalty and some sense of obligation for keeping that
institution strong, and not to stay away too long. To get the young
alumnus contributing- is a very important consideration for the
long-term support of institutions.

I think this also has served as a disincentive for that kind of
small contribution.

Senator MOYNIHAN. Just the point Senator Chafee was making.
Mr. SANFORD. That ultimately mean so much to the institution.
So I think that we have inadvertently got away from encourag-

ing charitable contributions adequately, and to our detriment, and
I am -afraid if this trend continues, we will see a greater and
greater dependence on public support for private institutions.

It is a matter of survival with private institutions that they have
charitable contributions. It is also a matter of achievement of
quality for public institutions to have this kind of private gift
available to them. About one-fourth of all of the giving to colleges
and universities goes -to public institutions. A public institution
that can achieve that kind of outside support is enabled to reach
for a new kind of quality.

I think the University of North Carolina, the University of Vir-
ginia, certainly would not be the great State institutions that they
are were it not for their ability to obtain charitable contributions.
Certainly all private colleges and universities depend on it.

That is principally the reason that I would suggest that we do
need to give consideration to the passage of this legislation because
the health of the third sector, particularly the university part of
that third sector, depends so much on it.

I thank you very much for giving me an opportunity to appear.
Senator MOYNIHAN. We thank you very much. We will hold

questions until the end of the panel, I think.
Ms. Pier?

STATEMENT OF JOANNE O'MALLEY PIER, TRUSTEE,
MARQUETTE UNIVERSITY

Ms. PIER. I am Mrs. Pier, Mr. Chairman, members of the subcom-
mittee. I am Joanne O'Malley Pier, a trustee of Marquette Univer-
sity, a private, Jesuit-sponsored institution in Milwaukee, Wis.

You have a copy of my written testimony which I will be summa-
rizing for you.

I appreciate the opportunity to- testify on this bill because I
believe in it so thoroughly. You have heard this morning and will
hear tomorrow on the general consequences of the bill, but I would
like to focus more narrowly on how the changes might conceivably
affect one institution, an independent university very dependent on
the notion of healthy volunteerism.

Marquette University has 13,000 students, credit and noncredit,
the largest enrollment in our history. We also, through that high-
est enrollment, achieved new and higher levels of academic quality
and, at the same time, consistently balanced our budget.
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I give you this brief description so while you understand that
Marquette is not wealthy, or heavily endowed, it has managed to
fare very well during difficult times.

Last year, Marquette expended approximately $53 million for all
its activities, including operational costs, capital needs, and re-
serves for future commitments. Toward that total, the university
received approximately $6.3 million in cash gifts, or roughly 12
percent of expenditures.

At the same time, student tuition and fees amounted to $29.5
million, or approximately 66 percent of the University's expendi-
tures-after such things as room and board income and expenses
are removed.

Hence it can be fairly said that Marquette University is both a
tudfioi-and gift-dependent institution. Any major alteration in the
performance of either revenue component would cause large
changes in the fiscal operation of the university.

This brings me specifically to the matter of voluntary support
and volunteerism among the university's alumni, a subject I know
in some detail as a result of 15 years of voluntary service for the
university,- including one term as president of the university's
alumni association.

A major element within the university's total gift support is
alumni giving, an area in which we have obtained significant in-
creases in recent years. But it is also an area in which the size of
the donor population already shows signs of erosion.

Since 1972-73 alumni gift support-at Marquette has increased
fourfold but one of the companion indicators of successful fundrais-
ing shows an important weakness. That factor is participation-the
percent of alumni donors among the total number of alumni asked
to give. In 1972-73, almost 25 percent of our alumni contributed.
Last year, that statistic was 21 percent. In 1 year alone the number
of alumni donors decreased about 8 percent while the amount
contributed was doubled. In effect, what we are experiencing is
more from fewer, and the fewer by and large are among the
younger alumni.

It takes no special understanding to know why the observation
"Tall oaks from little acorns grow' is apt when considering fund-
raising. Tomorrow's major donors start as today's small ones. That
process of growth includes not only the likelihood of increased
capacity to give when one becomes older and more established, but
it also reflects the elements of learning and habit reflected in such
growth. Indeed, annual giving programs classically are tailored
toward encouraging small gifts initially from younger, less capable
people with the expectation that they will have more opportunity
to give more down the road. If this educational habit never starts,
the benefits will never be.

Part of that education toward voluntary support has been cur-
tailed by the steady shift of most Federal taxpayers from the
process which recognizes charity by virtue of the tax incentives
inherent in itemization to the use of the nonitemization process,
one which assumes a certain amount of charity within the stand-
ard deduction but which hardly can be described as an incentive.

While the shift of tax filers from long to short form has been
-taking place, another factor especially pertinent to young people
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has been magnified. Among recent college graduates, a group gen-
erally with less discretionary income than their elders,- increasing
indebtedness owing to student loans has become an important con-
dition when discussing voluntary gift support. I believe this is a
topic in which you take a great deal of interest because of the
jurisdiction of this subcommittee.

It is not surprising that a tuition-dependent institution should
experience large increases in the amount of loans by its students
recently. But the trend line of student borrowing is up so sharply
that we are concerned about the eventual outcome. For example, 5
years ago the 7,000 undergraduate students at Marquette obtained
State or Federal direct loans of about $2.3 million. Last year that
amount exceeded $6.5 million, almost a 200-percent increase.

This increase in indebtedness will not abate in the near future,
meaning that the more recent graduates will face even more com-
petition in deciding how to invest a shrinking amount of discretion-
ary income.

It is unfortunate that the topic of student indebtedness has
become focused on repayment deficiencies rather than how month-
ly loan repayments present an increasingly larger disincentive for
voluntary support. It is only natural for the student borrower to
believe that, after many months of repaying, he or she must have
repaid- the entire cost of education. That is hardly the case at an
independent institution, but nonetheless the impression of total
repayment, indeed, has become a new barrier to increased volun-
tary support from younger alumni.

I acknowledge the problem of bringing student loan repayment
default under control and am encouraged by the progress being
made on .that front. As an aside, I should note that while the
National Direct Student Loan default rate nationally in mid-1979
stood at about 17 percent and that the HEW target is to reduce
that to 10 percent, Marquette University last year received a com-
mendation for the way in which it takes due diligence for NDSL
repayment. Marquette's NDSL default rate from loans to its stu-
dents was less than 6 percent.

I have recited how Marquette can be characterized as a tuition
and gift-dependent institution. I may add that the university is
much more globally dependent upon volunteers than simply gift
support. Nearly 1,000 alumni, the vast majority of them from
among the younger alumni, serve as student admissions repre-
sentatives, visiting with prospective students across the Nation.
There are many other varieties of volunteer services undertaken
by alumni, not only for the University but for a whole host of
enterprises in which they take a deep interest.

As they become involved in such activities these volunteers tend
to exhibit stronger interest, greater leadership and additional com-
mitment. For example, Marquette currently has 650 alumni serv-
ing as class agents for the Annual Marquette Fund. While Mar-
quette's overall alumni participation in giving last year was about
21 percent, participation among these 650 class agents stands at
about 90 percent. But even here, that figure has started to drop
among the younger volunteers.
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Mr. Gardner talked about the importance of giving in this
Nation. I agree with this and could not put it so eloquently, but it
is a very important and major characteristic of our Nation.

For these reasons, I believe that the present tax incentive should
be extended to and applied to all taxpayers, not just those who
itemize.

People of this Nation will benefit, I believe, by way of continued
and bolstered services in the huge array of voluntary enterprises.

I believe that goal is worthy of Congress and the people it repre-
sents, and I hope you share my belief in the passage of this bill.

Thank you very much.
Senator MOYNIHAN. We thank you, Mrs. Pier.
Mrs. McMurry?
Ms. MCMURRY. Thank you, Mr. Chairman.

STATEMENT OF IDANELLE S. McMURRY, NATIONAL
ASSOCIATION OF INDEPENDENT SCHOOLS

Ms. MCMURRY. Mr. Chairman and members of the committee, I
am Idanelle McMurry, head of the Hockaday School, which is an
elementary and secondary school for girls in Dallas, Tex. I am also
secretary of the board of the National Association of Independent
Schools, which is a voluntary association of about 800 independent
nonprofit elementary and secondary schools with an enrollment of
about 300,000 students.

These are schools which are almost entirely independent of
church or public control and support and, in the Washington met-
ropolitan area, include-among others-Georgetown Day School,
Sidwell Friends, St. Albans, andGeorgetown Preparatory Scho 1. I
mention these examples since the term "independent school" ,nay
not be familiar to everyone. Our member schools are found all over
the country, range in size from 27 students to 3,600 students, and
subscribe to racially nondiscriminatory policies. In several of our
schools minority students constitute a majority of the enrollment
and one is an all-black boarding school. Our association appreciates
the opportunity to testify in support of S. 219.

Although I am speaking only for NAIS, it should be noted that,
according to figures compiled by the National Center for Education
Statistics, there are over 17,000 private elementary and secondary
schools in the United States and that these schools enroll about 5
million pupils-which is about 10 percent of the country's school-
age population. Over 90 percent of these schools are served by
nonprofit associations which are members of the Council for
American Private Education and which require adherence to a
racially nondiscriminatory policy as to students.

We believe that all or most of these schools would benefit from
enactment of this legislation, which offers some hope of ending or
reducing the serious losses in income recently sustained by charita-
ble organizations due to substantially increased use of the standard
deduction.

Private schools provide many benefits to their communities-
,whether for pu ils who are unable to succeed in the public schools,
or for those who need greater intellectual stimulus, or for those
who just need closer attention and guidance than public schools
can offer. In addition to the diversity and freedom of choice which
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they offer, a good level of quality is assured by the fact that fee-
paying patrons have the option of enrolling their children else-
where if such quality is not maintained.

The benefits to communities are not limited to the schools' pa-
trons and pupils, since the existence of these privately supported
institutions results in substantially reduced school taxes for the
citizens at large. The savings can amount to millions of dollars in
some of the larger cities where up to 30 percent of the school-age
population may be enrolled in private schools. Even more valuable,
probably, are the roles played by many of these schools in preserv-
ing sound educational practices and in developing promising new
ones for the future.

The legislation presently under consideration could be of signifi-
cant value in maintaining the quality and well-being of these
schools since, unlike colleges and universities they receive no finan-
cial aid from Federal or State funds-although eligible pupils may
receive help in the form of commodities and services.

This means that private schools, with few exceptions, must
depend almost entirely upon tuition fees and charitable gifts for
the support of their education programs and plants and also for
providing financial aid to the many families who need help in
meeting the cost of such schooling.

Let me cite some figures compiled by NAIS. A typical day school
belonging to our association depends upon gift income-a combina-
tion of current contributions and endowment-for close to 12 per-
cent of its annual financial support. This figure would be much
higher for church-related schools. It is important to note that over
90 percent of this gift income-more than $50 million-is presently
being used to provide financial aid to about 40,000 students, with
$15 million of that amount going to about half of the 20,000 minor-
ity students enrolled in our member schools.

Charitable giving thus constitutes a vital and unique source of
income for private schools. Since foundations and corporations are
likely to have policies which prohibit or severely limit any giving
to private elementary and secondary schools, these institutions
therefore-again, unlike colleges and universities-must look to
individual donors for whatever help they receive. For example, the
figures compiled for NAIS schools indicate that over 90 percent of
this gift income is received from individuals.

The question is frequently raised as to why the tax structure
should be expected to provide help-however indirect-or institu-
tions whose patrons must be relatively affluent because they have
children in private schools. There is a definitive answer to this
question in Census Bureau statistics published in February 1979.
These figures show that, in round numbers, of the approximately 5
million pupils enrolled in private elementary and secondary
schools, 76 percent are from families with incomes under $25,000
and 38 percent are from families with incomes under $15,000.

The vast majority of these families are therefore in what may be
described as the middle income range, and a substantial majority
of them presumably are among the 72 percent of all American
taxpayers who are now using the standard deduction and are
therefore not eligible for the charitable deduction available to item-
izers.
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Since a recent Gallup organization survey indicates that an item-
izer contributes more than three times as much to educational
institutions as a nonitemizer in a comparable income group, it is
logical to surmise that the incentive provided by the charitable
deduction could have made the difference.

If this hypothesis is correct, then passage of the legislation em-
bodied in S. 219 could help charitable organizations to recapture
the losses occasioned by the widened use of the standard 'deduction
and to increase contributions. This would enable our schools and
other nonprofit institutions to improve their programs and to
expand their services to many who need them but are presently
unable to afford them.

We respectfully urge your favorable consideration of this bill.
Senator MOYNIHAN. We thank you for a very clear and impor-

tant statement on behalf of a very large sector of institutions we
are concerned with.

Mr. Lambrecht, you are next.

STATEMENT OF CURT LAMBRECHT, EXECUTIVE DIRECTOR,
S.W. MINNESOTA ARTS AND HUMANITIES COUNCIL

Mr. LAMBRECHT. Good morning.
To understand why I am here to speak in favor of this bill's

passage, there are two things you should know about me. The first
is that I am a rural Minnesotan. I grew up on a dairy farm, now
live in a small community of 10,000 and hope to continue working
in rural America.

Second is that I love the arts. I work as director of a regional
arts council, serve as vice president of a statewide arts service
organization, and do volunteer work on State and local boards for
community theater and arts education. The fact that I am a rural
person who is dedicated to the arts, is the major reason I am able
to recommend your support of the Moynihan-Packwood bill.

As I am sure many of you are aware, the arts have traditionally
sought contributions to help fund their activities. As Senator Dur-
enberger will remember from his work with Minnesota's Gover-
nor's Commission on the Arts, it was learned that more than 25
percent of Minnesota's arts activities were sponsored by private
contributions. Over $3.5 million of this was in the form of gifts
from individuals.

Maintaining and increasing that level of support is of dire impor-
tance to us. You see, today's economic problems are hitting the arts
especially hard. In part, this is because the benefits of modern
mass production, which help most other industries, do not aid the
arts. It takes us as long now to rehearse for a symphony or paint a
painting as it did hundreds of years ago. Rising energy costs have
added an extra dimension to the problem: turning down thermo-
stats does not work when a cold theater could permanently ruin a
dancer's muscles or when a variance in temperature at a gallery
could destroy valuable paintings.

With these dilemmas facing the arts, it is necessary for us to
continually work to increase our private contributions and-volun-
teer assistance. I believe the bill that has been described here today
will help us do that.
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Since I live in a rural area, this bill holds special significance for
me. As explained in earlier testimony, the people most aided by
this legislation would be low- and middle-income people, like those
who live in my area. Many people think that the arts are funded

*by the wealthy, enjoyed by the upper class and centered in large
cities. The area I work in is a prime example of the contrary.

The organization I represent is the Southwest Minnesota Arts
and Humanities Council. We work as an arts cooperative for a 21-
county agricultural region in the southwestern corner of Minneso-
ta. Although-we have a larger land mass than the combined States
of Connecticut and Massachusetts, we have a total population that
is smaller than the single city of Omaha, Nebr. More than half of
our communities have populations under 500 people; only 11 are
over 5,000; and none-are over 15,000. Tax information shows that
income levels for all 21 counties in my region are well below the
State and National income medians; in some counties, more than
50 percent below.

Yet, even in an area such a- this, where the population base is
small and the income levels are low, there is a great deal of art
activity. There are 24 community theaters, 31 music groups, 17
visual arts groups and 30 community arts councils. Add to these
the more than 1,000 service organizations, schools, churches, and
libraries which regularly schedule the arts events in the smaller
communities, and the result is staggering.

This kind of arts activity happening in a rural area like ours is
not a miracle. It is happening because literally thousands of volun-
teers are giving thousands of hours, driving thousands of miles and
contributing thousands of dollars. Many have asked whether the
results of those contributed hours, miles and dollars are worth it.
The only answers I can provide are these:

When I see a 5-year-old turn to his dad after seeing a profession-
al dancer at his school and say, "I could be a dancer when I grow
up," then I know it is worth it.

When I see a town of 800 people totally restoring their old opera
house with volunteer labor, then I know it is worth it'

When I see a community mural bring a town and its nearby
Indian reservation closer together, as well as helping to launch a
major downtown renovation, then I know it is worth it.

The arts are helping us record the history of southwestern Min-
nesota. They are helping us preserve the beauty and heritage of
our area. And they are helping us develop creative young minds.

All of these things help us know that the hours we volunteer, the
miles we drive and the dollars we contribute are indeed worth it.
Please show us that you agree. Give your support of the charitable
contributions legislation.

Senator MOYNIHAN. We thank you for a fine statement.
And now, Mrs. Goodman.

STATEMENT OF JUNE GOODMAN, CHAIRMAN, CONNECTICUT
COMMISSION ON THE ARTS

Ms. GOODMAN. Senator Moynihan, Senator Packwood. I am June
Goodman from Danbury, Conn., and I am an arts manager and
chair of the Connecticut Commission of the Arts, and I am also
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involved on the Federal level with the National Assembly of States
Arts Agencies and, of course, I am here in support of your bill.

I would like to echo what Chairman Gardner said about the
philosophy behind this because I feel very strongly that whatever
weakens individual participation in voluntary, nonprofit activities
also undermines the society in which we live. It is citizen participa-
tion whether it is in the voting booth or contributing to a theater
production that is the key to our country's greatness.

The present lack of tax incentives for moderate income people
represents an erosion of that participation.

But I am here to talk about the arts. I feel deeply about the arts
and I would like to quote Mr. Ruskin, "Great nations write their
autobiographies in three manuscripts: the book of their deeds, the
book of their words, and the book of their art. Not one of these
books can be understood unless we read the two others, but of the
three, the only trustworthy one is the last."

The arts are important. They provide a meaning for our lives;
they exalt the spirit.

Connecticut is quite an arts State and we need every incentive
we can to attract contributions. The small donations, despite what
the Treasury Department might say, are very critical, very impor-
tant.

One example is in 1976, the American Shakespeare Theatre at
Stratford, which is a national institution, was in a state of crisis
and they sent out a call for help and 30,000 people contributed
$300,000 with contributions ranging from 85 cents to $100.

Indeed, small contributions do make a difference.
Another example is the Hartford Stage Co. which, in 1967 raised

25 percent of its budget from individual contributions. Today it
raises only 6 percent.

Some of that is because there are not tax incentives for the small
giver.

As you know, the arts are on the rise and attendance and the
demand for new art forms are overwhelming. The Government's
commitment to the arts is very clear. The National Endowment
and the States each give over $100 million to the arts, but it was
never envisioned when the NEA was started that Government
would go it alone. Rather that it would be a partnership and the
major responsibility is still in the hands of the private citizens. The
alternative, if the erosion continues is a government faced with a
narrowing financial base with which to match Federal dollars.

There is one thing that is quite special about the arts and that is
that the arts are given matching grants and they are given chal-
lenge grants. For every $3 that is raised in the private sector, the
Government will give $1.

So on the one hand, the Government is encouraging private
giving and, on the other hand, it is taking it away.

I am not going to go on about figures. You have them there. I
would like to say a word about England because our executive
director just came back from England so he knows something
about the arts there as compared to the United States.

There is really a difference in philosophy; support of the arts is
quite high in Europe by the Government but that is because the
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Government is directly responsible for the arts and here we feel
strongly that it is a participatory endeavor.

I would like to leave you with those thoughts, and I would like to
also say that the American Arts Alliance would like to introduce a
statement of theirs.

Senator MOYNIHAN. I have that statement.
[The material referred to follows:]

STATEMENT OF JUNE GOODMAN ON BEHALF OF THE AMERICAN ARTS ALLIANCE

Senator Long and Members of the Committee. The American Arts Alliance,
representing over four hundred major non-profit arts institutions, wishes to thank
you for holding hearings today on S. 219, the Moynihan-Packwood Charitable Con-
tributions Bill. We are grateful for the opportunity to convey to you the strong
support the professional arts community has for this legislatiQn.

In the last decade, Congressional action to simplify the tax laws has encouraged
an increasing number of taxpayers to take the standard deduction (52 percent in
1970, 77 percent in 1977). As more individuals have opted to do so and have forgone
itemizing their tax returns, they have also given up the option of deducting their
charitable gifts. This has led to an alarming decrease in the amount of money given
to charitable and non-profit'organizations.

Recent studies by Harvard Economics Professor Martin Feldstein detail a loss of
$5 billion in charitable donatiors between 1970 and 1978. Professor Feldstein esti-
mates that had the Congress adopted S. 219 in 1978, charitable donations would
have risen $4.1 billion in annual giving.

The arts community has felt the gnawing effects of this decrease: The base for
funding for the non-profit arts is three legged: income from ticket sales, funding
from the Federal and State governments, and support from donations. Survival for
the non-profit arts institutions depends on the continued support from each of these
areas. The diminishing private support has shaken the funding base for the arts and
is of great concern to us.

The history of support for the arts in the United States is very different from any
other country. Unlike Western Europe where governments have dictated which arts
(and often which philosophies) will receive funding, funding for the arts in the
United States has always rested on the principle of individual support as a guaran-
tee for freedom of expression.

Through this support the many disciplines and philosophies of the arts have
permeated the American way of life. The arts community today not only provides
traditional performances and exhibits in theatres and museums, it offers a wide
range of outreach programs to the community-workshops and seminars, perfor-
mances in schools and senior citizen centers-touching the lives of young and old
alike. There is an ever growing demand for these programs. However with reduced
monies coming in from private donations, these programs are often the first to be
cut back.

Our citizens have always been encouraged to use their income at their own
discretion to support whatever charities or artistic endeavors they felt appropriate.
By providing incentives for taking the standard deduction, the Congress has unin-
tentionally restricted the taxpayer from doing so by providing a disincentive forg ving to charitable and non-profit organizations. Through the passage of S. 219, the
Congress has the opportunity to correct this situation and to provide incentives
which may encourage more individuals to become philanthropic.

We ask the Committee to support S. 219, and work to ensure its passage in the
Senate.

Ms. GOODMAN. Thank you very much.
Senator MOYNIHAN. Thank you.
The half hour went by very quickly.
Senator Packwood?
Senator PACKWOOD. I have no questions. I think this panel has

given the best presentation I have heard on this subject. They echo
everything you and I have been talking about.

I fear for pluralism in this country, and I see what happens
when the Federal Government starts with grants, and I appreciate
their matching grants for the arts. One day I can see us moving
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into the Louis XIV era and you will have only one kind of art, the
kind the government wants to have, and that is a dangerous situa-
tion.

Anything we can do to encourage the diversity and plurality of
unpopularity: unpopular opinions, unpopular art and unpopular
education along with popular art and popular education, is impor-
tant.

I hope that you will stand with us. You can tell that we are
going to have trouble on this bill and we will need all of the push
that we can get from you and the thousands of other contributors
and supporters that you have.

I am convinced that we can pass it, but this is not a piece of
cake. Just because charitable contributions sound easy, and just
because every one of the witnesses represents something that
almost everyone would support does not mean that this bill is
going by easily.

Senator MOYNIHAN. I certainly would want to echo that and to
say to Mr. Lambrecht and Mrs. Goodman, you know the inescap-
able Government art is architecture and if you want to know what
you take your chances with when the Government is making deci-
sions, look about you in this Grand Rapids roman chamber that we
are in.

I would like to say to Mrs. McMurry, in particular, on her
independent schools, that while Sidwell Friends School and the like
will always survive.

The other schools are not surviving. In Buffalo, half the parochi-
al high schools have closed in the last 5 years. I ast year when
Senator Packwood and I had a bill on tuition tax credits, you can
not imagine the depth of the opposition from inside this Govern-
ment.

You saw the state wanting to crush something it does not con-
trol. That is not supposed to happen with nice, liberal lawyers
running things, but it did and do not doubt it.

There is the great, great illusion that the state does not ultimate-
ly want to control things. Its actions are always associated only
with the best purposes, but the nature of the purpose has changed.Twenty years ago, when I was first involved with local Catholic
parochial schools, we could not support Catholic schools because
they were bad schools, they were not good enough, and we should
not encourage them.

Twenty years went by and it turned out we should not support
them because these schools suddenly had become so good. But
there is one continuing element, which is, what the state does not
control it wishes to destroy.

It is creeping irn on us and it will creep in on the arts.
We are making a big mistake letting the arts become increasing-

ly dependent on the Government. It is not that you do not get
Shakespeare festivals; you get all of the Shakespeare festivals you
want. Whatyou do not get is new Shakespeares.

You know our views on that.
As for the universities, sir, if you were to rank the 50 major

research universities in this country, you would find that the ma-
jority are private. You do not create a major university by passing
a law. It takes four generations, five generations. It is an organic
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thing, and they are not likely to survive, because they are under
attack by the state.

As for the Jesuits, they are always under attack.
[The prepared statements of the preceding panel follow. Oral

testimony continues on p. 112.]

STATEMENT OF TERRY SANFORD, PRESIDENT, DUKE UNIVERSITY

SUMMARY

1. Voluntary giving is an indispensable source of funds for both independent and
public colleges and universities. In 1978, charitable giving to higher education
exceeded $3 billion.

2. S. 219, by extending the deduction for charitable giving to all taxpayers, would
help to insulate the charitable deduction from the unintended and indirectly harm-
ful consequences of other unrelated changes in the tax law, especially the several
substantial increases made in the standard deduction.

3. This legislation, by including all taxpayers, would strengthen the principle of
the deductability of charitable giving, granting due recognition to the unique status
of this provision in our tax code-it is the one deduction that is given, not for
spending income on oneself, but for sharing it with the whole community.

4. Extension of the deduction for charitable giving is the best way to provide an
effective tax incentive to give. Changing the mechanism to a tax credit would create
severe practical consequences for higher education, museums and hospitals.

5. The gradual narrowing of the tax incentive for charitable giving has social
consequences as well. Institutions forced to rely on a small band of contributors may
fail to reflect the breadth of thoughts and feelings of our citizens. S. 219 democra-
tizeg charitable giving.

6. An important long-term effect of limiting the tax incentive for charitable giving
to 23 percent of the population is that the younger alumnus, those most likely to
utilize the standard deduction, will be less likely to develop early the habit of
annual giving. Moreover, as studies have shown, those who contribute their time
become involved often by first contributing their money.

7. The change proposed in S. 219 would be very effective, efficient, and fair
yielding more than a dollar in additional charitable donations for every dollar lost
in tax revenue. The change would increase charitable giving by at least $4.16 billion
in 1978 over what it will be if the tax laws remain unchanged. It will also be fairer
to lower middle-income taxpayers than is current law.

8. This change would be more consistent with income tax theory and the practical
assumptions underlying our tax system than is current law.

9. This change would strengthen the underlying democratic pluralism of our
society by giving recognition to every taxpayer for the public character of his or her
private voluntary giving, and by encouraging broader and more responsive partici-
pation by all citizens in the public life of their communities and nation.

STATEMENT

Mr. Chairman and members of the committee, my name is Terry Sanford and I
am President of Duke University. I appreciate the opportunity to appear before this
distinguished Subcommittee on behalf of the associations of higher education listed
on the cover page, whose membership includes over 1,600 public and independent
non-profit colleges and universities.

S. 219, the Charitable Contributions legislation of 1979, which is the subject of
this hearing, would extend the deduction for charitable giving, now limited only to
those who itemize their deductions, to all taxpayers. The charitable deduction has a
unique status in our tax code. It is the one deduction that is given, not for spending
income on oneself, but for sharing it with the whole community. This legislation, by
including all taxpayers, would strengthen the principle of the deductability of
charitable giving. We believe this is sound public policy worthy of the attention and
support of this Committee.

Voluntary giving has long been an important bulwark in the maintenance of
diversity and quality in higher education. In 1978, charitable giving to higher
education exceeded $3 billion. While independent colleges and universities rely far
more heavily on voluntary giving than public colleges, contributions to the latter
have increased substantially in this decade. In 1978, public institutions received
approximately 25 percent of all contributions to the sector.
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Traditionally, studies indicate that three-fourths of all donations contributed by
living individuals, foundations and corporations are used to meet current college
needs, thus providing some relief-from the tuition- and fee-burdens of individual
students. However, there is some evidence that this current-use percentage may be
increasing, to the detriment of the long-term needs and viability of many of our
schools.

In the 1970's spiralling energy costs, rising inflation and the myriad costs of
complying with increased government regulations substantially increased college
and university operating expenss. To meet this crunch, made more severe by the
unexpected nature of it, many colleges began to dip into their capital funds. Howard
R. Bowen, a noted economist concluded in the Fourth Annual Report on Independ-
ent Higher Education, that:

"The record of performance of independent higher education over recent years
has been as good as it has been partly because of a slow and seemingly inexorable
using-up of capital. Some of this consumption of capital has been in the form of
drawing down reserves or of using for current operations, gifts that should have
gone into endowments. Some of the capital consumption has been in the form of
deferred maintenance and replacement of plant and equipment for which no re-
serves have been accumulated. And part has been a consumption of human capital
through inability to keep faculty and staff compensation growing in proportion to
the wages and salaries of the national work force."

Maintenance of the financial health of our sector in the long-term will require
increases in charitable giving. At present, according to the report noted above, on
an average 17 percent of current fund revenues of independent colleges and univer-
sities comes from charitable sources, (10 percent private gifts, 7 percent endowment
income).

While the need for voluntary giving has increased in education, :hanges in the
tax code-in the last decade have combined to produce a less favorable tax climate
for such giving, resulting in a rate of growth lower than the projected and actual
needs of the sector. Principal among these tax code changes has been the unintend-
ed, but adverse change produced by increases in the standard deduction.

In the past decade, the standard deduction has been raised six different times. In
1977, 77 percent of all taxpayers elected the standard deduction, compared to 50
percent in 1970. With the increased deduction provided for in the Tax Reduction Act
of 1978, the percentage is likely to rise significantly. The result of these trends is
that the charitable deduction is in danger of being squeezed out of existence.

Moreover, the attendant loss of the contributions of low- and moderate-income
taxpayers has social consequences as well. Institutions forced to rely on a small
band of contributors may fail to reflect the breadth of thought and feelings of our
citizens. S. 219 democratizes charitable giving.

The gradual narrowing of the availability of the charitable deduction to taxpayers
has had a serious impact on the flow of funds to charities. Studies suggest that
charitable gifts would have been $1.357 billion greater in 1977 alone had the
standard deduction not increased since 1970. The increases in the standard deduc-
tion provided by the 1977 Tax Reduction and Simplification Act alone accounted for
about $615 million of this amount.

The tax incentive provided by the deduction for charitable giving is a significant
factor in determining the size of a voluntary contribution. According to a recent
survey undertaken by the Gallup Organization, which compared taxpayers with
similar incomes, gifts to education in 1978 averaged $67 for itemizers, while averag-
ing only $19 for non-itemizers. Overall, individuals who itemize gave three times as
much to charity as non-itemizers, thus underlining the importance of restoring the
tax incentive to all taxpayers.

Immediate losses in annual giving, while substantial, are unfortunately the least
of the harmful consequences of this trend for higher education. Higher education
,continues to receive.a substantial amount of its voluntary support from individuals
who contribute in excess of $5,000 per year. A significant portion of these gifts are
in the form of appreciated property. While these individual givers probably utilize
the current deduction for charitable giving, their initial gifts to the institution most
likely began at a time when they would have taken advantage of today's large
standard deduction. Over the longer run, younger alumni and alumnae, who in-
creasingly will tend to use the standard deduction, will be less likely to develop
early the habit of annual giving. The effect of this on giving will not be noticeable
perhaps for a decade or more, but by then, it will be too late. In addtion, it is often
the case that those who contribute their time become involved by first contributing
their money. Discouraging the younger alumnus from playing an active role in
college affairs is likely to have consequences beyond the loss of financial support.
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Conversely, broadening the base of financial support by providing all taxpayers with
a deduction for their gifts is likely to broaden the volunteer base. Colleges-all of
philanthropy-will be enriched greatly by the harnessing of the talents and energies
of all of our citizens.

The practical reasons for extending the charitable deduction to all taxpayers are,
by themselves, sufficient to warrant such a change in tax law. But tax theory
supports this view as well. Our income tax system is based on the concept of net
income. One leading theory defines net income as that which inures to the benefit
of the individual; in other words, private consumption plus savings. Money voluntar-
ily given to worthy public causes should not be counted as income, since charitable
gifts contribute neither to personal consumption nor to accumulation. In the case of
amounts donated to education and other charitable activities, the benefits produced
have the character of public goods where consumption by one person does not
preclude consumption by others. Thus, it would be theoretically incorrect to tax an
individual as if the taxpayer had consumed the charitable goods.

Although this view of the deduction for charitable giving is at odds with the
currently popular theory of Tax Expenditure, even the expenditure theory, which
views the deduction for charitable giving as tax spending, would support its exist-
ence and expansion. Under the Tax Expenditure theory, an expenditure is accept-
able if it meets three criteria. It must be effective, efficient and fair. The broadening
of the deduction for charitable giving to all taxpayers meets these criteria.

It is effective because, as noted in the statement submitted to this Subcommittee
by Dr. Feldstein, the extension of the deduction for voluntary giving provided in S.
219 would substantially increase charitable giving.

It is effective because the "cost" to the Treasury in so-called "lost" revenues is far
less than the funds that would be available to meet public purposes.

It is fair.-Over 85 percent of the revenues "given up" would show up as a
reduction in taxes for current non-itemizers, that is, for the 77 percent of all
taxpayers who elect to use the standard deduction and who have predominantly
low- and middle-incomes. It would thus give recognition to every taxpayer making
charitable gifts for these publicly worthy voluntary acts, not just to the 23 percent
who itemize. It would also insure that persons using the standard deduction and
making a charitable contribution would no longer be treated the same as persons
using the standard deduction and not making such gifts.

At worst, moreover, even if one were to assume that no extra charitable giving
would result, S. 219 would simply provide a $3.2 billion tax reduction for low- and
middle-income taxpayers, individuals who,, because of inflation, have found them-
selves in higher tax brackets.

Over the years, a number of individuals have suggested different tax mechanisms
to achieve the goal of extending a tax incentive to all taxpayers. Most prominent in
this context was the notion of turning the tax deduction for charitable giving into a
tax credit, or providing an optional tax credit. We have opposed strongly this
formulation of the tax incentive for charitable giving in the past and continue to do
so today. Besides the philosophical problems it poses, it has severe practical conse-
quences for higher education.

According to a study done by Professor Martin Feldstein of Harvard, a 30 percent
tax credit would produce a similar level of giving as the current deduction. Howev-
er, the resultant division of donations between and among charities would be
severely altered. Educational institutions would experience a 17 percent reduction
in charitable giving. At 1975-76 levels of giving, the Feldstein model documents a
reduction in annual giving to colleges and universities of more than $400 million, an
amount which would require an additional endowment of $8 billion to offset-a loss
colleges and universities simply cannot support. Museums and hospitals would also
face substantial reductions in their contributions. Moreover, higher bracket taxpay-
ers who heavily contribute to these types of charity would find their after-tax, after-
gift incomes increased. As a practical matter, a tax credit for charitable contribu-
tions has an "upside-down effect," increasing the disposble income of the wealthy,
decreasing the income of middle- and lower-income individuals, and resulting in a
less progressive distribution of income than with a charitable deduction. The option-
al tax credit, while having all the negative features embodied in a pure credit
approach, as formulated last year in H.R. 621, would "cost" the Treasury nearly $6
billion-twice as much as the cost estimate for the legislation this Committee is
considering.

Perhaps the most important reason for extending the charitable deduction to all
taxpayers is not its appropriateness as a matter of income tax theory, ror its
efficiency and fairness, nor even the important practical advantages for philan-
thropic activities, but rather something much more fundamental to the American
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system. The genius of American society is our recognition that direct governmental
action is not the only way to serve public needs and provide for the community well-
being. In fact, it may not always be the best way, for government, like all institu-
tions of human construct, has its inherent limitations as well as its unique
strengths.

From the very beginning of our democratic Republic, our laws and customs have
encouraged voluntary associations and institutions as another way to serve the
public good efficiently and on a particularly human scale. Moreover, there has been
the implicit recognition that a society which can attract and engage the voluntary
energies and talents of its members in the satisfaction of common needs will be
more vital, caring and resilient than one in which its members expect agencies of
government to do everything for them.

Thus, our Congress has for over sixty years encouraged citizens to direct their
energies to the solution of common, problems by the charitable deduction and by
other laws intended to foster and encourage non-profit, philanthropic institutions to
meet public needs. The results have been a larger flow of financial resources-taxes
plus voluntary gifts-directed to common problems than it would be possible to
sustain depending on either voluntary efforts or governmental coercion alone, and
the energetic and active participation in public life, broadly defined, of a substantial
part of our society's membership. Not only does this mixed, pluralistic system
induce people to reduce voluntarily their personal incomes well below that level
that would be caused by taxation alone, but it provides for a voluntary supply of
dedicated, talented manpower involved in its several communities far in excess of
that which could be purchased in the marketplace or coerced into service.

Thus, private philanthropic has always been a cornerstone of our pluralistic
society. Support of charitable organizations has profoundly distinguished the charac-
ter of American life. But a tax adjustment for charitable giving limited to the 23
percent of taxpayers who itemized deductions threatens the universality of Ameri-
can participation in the philanthropic sector and the vitality of the whole society.
By extending the charitable deduction to all taxpayers, the Congress would take a
major step toward ensuring continuing fulfillment of our pluralistic ideals.

STATEMENT OF JOANNE O'MALLEY PIER, TRUSTEE, MARQUETrE UNIVERSITY

SUMMARY
1. My observations are those of a Trustee of an independently-sponsored educa-

tional institution, one which is dependent specifically upon gifts for approximately
12 percent of 1978-79 expenditures and generally upon a willingness of people to
sustain voluntary enterprises in this nation.

2. My experience as a volunteer includes 15 years of such service to Marquette
University, including one term as president of its Alumni Association.

3. The University has been successful in fund-raising in recent years, but de-
creases in the number of donors-particularly among younger alumni-concern us.

4. Successful fund-raising assumes donors more times than not become such
among younger people with relatively less discretionary income and that this group
will provide most of tomorrow's major donors.

5. Competing for financial attentions among today's younger alumni is the fairly
recent phenomenon of significant student loan indebtedness, thereby increasing
pressure on shrinking amounts of discretionary income.

6. The transition from small to large donor is related to a large extent upon the
elements of education and habit, both being vital influences on how a person freely
decides to invest material goods and personal service.

7. Included among these influences are tax incentives which apply only to federal
tax filers who itemize.

8. The shift of the tax filer population more and more to the use of the standard
deduction inadvertently threatens charity and, in turn, the huge array of voluntary
enterprises which make American society unusual.

9. Extension of the charitable contribution deduction to non-itemizers would help
enable younger people to participate in voluntary initiatives earlier and, in the long
run, would bolster voluntary action in America.

STATEMENT

Mr. Chairman and members of the subcommittee, my name is Joanne O'Malley
Pier. I am a member of the Board of Trustees of Marquette University, an independ-
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ent, Jestait-sponsored institution in Milwaukee, Wisconsin. I appreciate the opportu-
nity to testify to the consequences of S. 219 and H.R. 1785.

You have heard already today and will hear more tomorrow extensive comment
on how the extension of the charatible contribution deduction to non-itemizers will
impact generally on gift-dependent enterprises, and how such a change relates to
existing tax law and federal tax revenues. I wish to focus quite narrowly on how the
proposed change could affect one institition, an independent university already very
dependent upon the notion of healthy volunteerism.

This year more than 13,000 students are enrolled in credit and non-credit courses
at Marquette, marking the largest enrollment in the University's history. It has
attracted record numbers of applicants for admission in recent years, achieved new
and higher levels of academic quality and, at the same time, consistently operated
on a balanced budget. I provide this brief description so that you will understand
that Marquette, while not a heavily-endowed or wealthy institution, has managed
its affairs successfully in difficult times.

Last year Marquette University expended approximately $53 million for all its
activities, including operational costs, capital needs and reserves for future commit-
ments. Toward that total, the University received approximately $6.3 million in
cash gifts, or roughly 12 percent of expenditures.

At the same time student tuition and fees amounted to $29.5 million, or approxi-
mately 66 percent of the University's expenditures (after such things as room and
board income and expenses are removed).

Hence, it can be fairly said that Marquette University is both a tuition and gift
dependent institution. Any major alteration in the performance of either revenue
component would cause large changes in the fiscal operation of the University.

This brings me specifically to the matter of voluntary support and volunteerism
among the University's alumni, a subject I know in some detail as a result of 15
years of voluntary service for the University, including one term as president of the
University's Alumni Association.

A major element within the University's total gift support is alumni giving, an
area in which we have obtained significant increases in recent years. But it is also
an area in which the size of the donor population already shows signs of erosion.

Since 1972-73 alumni gift support at Marquette has increased fourfold but one of
the companion indicators of successful fund-raising shows an important weakness.
That factor is participation-the percent of alumni donors among the total number
of alumni asked to give. In 1972-73 almost 25 percent of our alumni contributed.
Last year that statistic was 21 percent. In one year alone the number of alumni
donors decreased about eight percent while the amount contributed was doubled. In
effect, what we are experiencing is more from fewer, and the fewer by and large are
among the younger alumni.

It takes no special understanding to know why the observation "Tall oaks from
little acorns grow" is apt when considering fund-raising. Tomorrow's major donors
start as today's small ones. That process of growth includes not only the likelihood
of increased capacity to give when one becomes older and more established, but it
also reflects the elements of learning and habit reflected in such growth. Indeed,
annual giving programs clamically are tailored toward encouraging small gifts
initially-from younger, less capable people with the expectation that they will have
more opportunity to give more down the road. If this educational habit never starts,
the benefits will never be.

Part of that education toward voluntary support has been curtailed by the steady
shift of most federal tax payers from the process which recognizes charity by virtue
of the tax incentives inherent in itemization to the use of the non-itemization
process, one which assumes a certain amount of charity within the standard deduc-
tion but which hardly can be described as an incentive.

While the shift of tax filers from long to short form has been taking place,
another factor especially pertinent to young people has been magnified. Among
recent college graduates, a group generally with less discretionary ,income than
their elders, increasing indebtedness owing to student loans has become an impor-
tant condition when discussing voluntary gift support. I believe this a topic in which
you take a great deal of interest because of the jurisdiction of this Subcommittee.

It is not surprising that a tuition-dependent institution should experience large
increases in the amount of loans taken by its students recently. But the trend line
of student borrowing is up so sharply that we are concerned about the eventual
outcome. For example, five years ago the 7,000 undergraduate students at Mar-
quette obtained State or federal direct loans of about $2.3 million. Last year that
amount exceeded $6.5 million, almost a two hundred percent increase.
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This increase in indebtedness will not abate in the near future, meaning that the
more recent graduates will face even more competition in deciding how to invest a
shrinking amount of discretionary income.

It is unfortunate that the topic of student indebtedness has become focused on
repayment deficiencies rather than how monthly loan repayments present an in-
creasingly larger disincentive for voluntary support. It is only natural that the
student borrower to believe that, after many months of repaying, he or she must
have repaid the entire cost of education. That is hardly the case at an independent
institution, but nonetheless the impression of total repayment, indeed, has become a
new barrier to increased voluntary support from younger alumni.

I acknowledge the problem of bringing student loan repayment default under
control and am encouraged by the progress being made on that front. As an aside, I
should not that while the National Direct Student Loan default rate nationally in
mid-1979 stood at about 17 percent and that the HEW target is to reduce that to 10
percent, Marquette University last year received a commendation for the way in
which it takes due diligence for NDSL repayment. Marquette's NDSL default rate
from loans to its students was less than six percent.

I have recited how' Marquette can be characterized as a tuition and gift dependent
institution. I may add that the University is much more globally dependent upon
volunteers than simply gift support. Nearly 1,000 alumni, the vast majority of them
from among the younger alumni, serve as student admissions representatives, visit-
ing with prospective students across the nation. There are many other varieties of
volunteer services undertaken by alumni, not only for the University but for a
whole host of enterprises in which they take a deep interest.

As they become involved in such activities these volunteers tend to exhibit strong-
er interest, greater leadership and additional commitment. For example, Marquette
currently has 650 alumni serving as class agents for the Annual Marquette Fund.
While Marquette's overall alumni participation in giving last year was about 21
percent, participation among these 650 class agents stands at 90 percent. But even
here, that figure has started to drop among the younger volunteers.

The Trustees of Marquette University are committed to seeing that a Marquette
education can be obtained by all who wish to experience that type of schooling, not
just those who can afford its price. To restrict accessibility to only those with
sufficient resources would violate one of our fundamental principles, that Mar-
quette, as an independent institution, exists to provide an alternative mode of
education and as such contributes to a healthy pluralism in American education.

The Congress has committed itself to this same principle and we greatly appreci-
ate the ways in which you have illustrated this belief. For example, the passage in
the 95th Congress of the Middle Income Student Assistance Act made it possible for
larger numbers of citizens to choose a college or university on the basis of academic
desires, not simply the student's economic situation.

In the same way, I believe it would be beneficial for the Congress to extend the
charitable contribution deduction to non-itemizers. You have heard comments from
a variety of people more expert than I on tax laws and consequences, on how such a
change would deliver needed encouragement to the enterprises and people who
provide services under the flag of voluntary action. And you have heard how some
of the existing tax incentives for such action have inadvertently been placed beyond
the reach of increasing numbers of federal income tax short form filers, and how
this shift has been multiplied in cases where state income tax filing procedures
simply mirror the federal process.

The act of giving has several characteristics we must recognize. It signals faith by
the donor in the donee. It is a source of encouragement to the recipient. Economet-
ric studies provide evidence of a substantial return of gift dollar value in the form
of excellent service. Indeed, giving itself has become a major characteristic of this
nation.

For these reasons I believe the present tax incentives for charity ought to affect
all tax payers, not just those who itemize deductions each year. The people of this
nation will benefit by way of continued and bolstered services from a huge array of
voluntary enterprises. That goal seems a worth and reasonable one for the Congress
and the people it represents.

We look forward to working with you on this proposal.
Thank you.

60-529 0 - 80 - 8
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STATEMENT OF IDANELLE S. MCMURRY, HEAD, HOCKADAY SCHOOL, DALLAS, TEX.
ON BEHALF OF NATIONAL ASSOCIATION OF INDEPENDENT SCHOOLS

SUMMARY

1. Benefits provided by private elementary and secondary schools to their commu-
nities and the nation at large include: diversity; freedom of choice; intellectual
stimulus for able students; and close attention.and guidance for the less able;
preservation of tradition and of sound educational practices; development of promis-
ing new practices; and substantial savings for taxpayers. These institutions enroll
about 10 percent of the nation's school-age population, and, contrary to the impres-
sions of some over 75 percent of these pupils come from middle and lower income
families. The independent schools belonging to NAIS have explicit racially nondis-
criminatory policies and devote considerable resources to expanding opportunities
for minorities.

2. Private schools are excluded by law from public financial assistance and by
policy and practice from any significant support from corporate or foundation
sources. Consequently, they are-unlike colleges and universities-dependent almost
entirely upon contributions from individuals for support over and above tuition
charges and other fees.

3. In its effort to simplify the filing of income tax returns, Congress in recent
years has enacted legislation which has brought about use of the standard deduction
by millions of taxpayers who formerly itemized their deductions. It is estimated that
this shift in filing procedures-with about 72 percent of all taxpayers now using
standard deduction-has cost the public charities, including private nonprofit ele-
,mentary and secondary schools, about $5 billion over the past 10 years in gifts
which they would otherwise have received.

4. In light of their dependence on individual donors and of the recent Gallup
Organization finding that the average itemizer contributes more than three times as
much to education insitutions as a non-itemizer in a comparable income group, our
member schools urge favorable consideration of S. 219 in order to extend to all
taxpayers the strong incentive for philanthropy provided by the charitable deduc-
tion.

STAI -MENT

I am Idanelle McMurry, head of the Hockaday School, which is an elementary
and secondary school for girls in Dallas, Texas, and is coordinate with the St.
Mark's School for boys in that city. I am also secretary of the Board of the National
Association of Independent Schools (NAIS), which is a voluntary association of
about 800 independent nonprofit elementary and secondary schools with an enroll-
ment of about 300,000 students.

These are schools which are almost entirely independent of church or public
control and support and, in the Washington metropolitan area, include-among
others-Georgetown Day School, Sidwell Friends, St. Albans, and Georgetown Pre-
paratory School. I mention these examples since the term "independent school" may
not be familiar to everyone. Our members schools are found all over the country,
range in size from 27 students to 3,600 students, and subscribe to racially nondiscri-
minatory policies. In several of our schools minority students constitute a majority
of the enrollment, and one is an all-black boarding school. Our association appreci-
ates the opportunity to testify in support of S. 219.

Although I am speaking only for NAIS, it should be noted that, according to
figures compiled by the National Center for Education Statistics,, there are over
17,000 private elementary and secondary schools in the United States and that
these schools enroll about 5 million pupils-which is about 10 percent of the coun-
try's school-age population. Over 90 percent of these schools are served by nonprofit
associations which are members of the Council for American Private Education and
which require adherence to a racially nondiscriminatory policy as to students. We
believe that all or most of these schools would benefit from enactment of this
legislation, which offers some hope of ending or reducing the serious losses in
income recently sustained by charitable organizations due to substantially increased
use of the standard deduction.
t Private schools provide many benefits to their communities-whether for pupils
who are unable to succeed in the public schools, or for those who need greater
intellectual stimulus, or for those who just need closer attention and guidance that
public schools can offer. In addition to the diversity and freedom of choice which
they offer, a good level of quality is assured by the fact that fee-paying patrons have

I"The Condition of Education," 1978 Edition, p. 82.
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the option of enrolling their children elsewhere if such quality is not maintained.
The benefits to communities are not limited to the schools patrons and pupils, since
the existence of these privately supported institutions results in substantially re-
duced school taxes for the citizens at large. The savings can amount to millions of
dollars in some of the larger cities where up to 30 percent of the school-age
population may be enrolled in private schools. Even more valuable, probably, are
the roles played by many of these schools in preserving sound educational practices
and in developing promising new ones for the future.

The legislation presently under consideration could be of significant value in
maintaining the quality and well-being of these schools since, unlike colleges and
universities, they receive no financial aid from federal or state funds (although
eligible pupils may rec*!ive help in the form of commodities and services). This
means that private schools, with few exceptions, must depend almost entirely upon
tuition fees and charitable gifts for the support of their education programs and
plants and also for providing financial aid to the many families who need help in
meeting the cost of such schooling.

Let me cite some figures compiled by NAIS., A typical day school belonging to our
association depends upon gift income-a combination of current contributions and
endowment-for close to 12 percent of its annual financial support. (This figure
would be much higher for church-related schools.) It is important to note that over
90 percent of this gift income-more than $50 million-is presently being used to
provide financial aid to about 40,000 students, with $15 million of that amount going
to about half of the 20,000 minority students enrolled in our member schools.

Charitable giving thus constitutes a vital and unique source of income for private
schools. Since foundations and corporations are likely to have policies which prohib-
it or severely limit any giving to private elementary and secondary schools, these
institutions therefore-again, unlike colleges and universities-must look to individ-
ual donors for whatever help they receive. For example, figures compiled for NAIS
schools indicate that over 90 percent of this gift income is received from individuals.

The question is frequently raised as to why the tax structure should be expected
to provide help-however indirect-for institutions whose patrons must be relative-
ly affluent because they have children in private schools. There is a definitive
answer to this question in Census Bureau statistics published in February 1979.s
These figures show that, in round numbers, of the approximately 5 million pupils
enrolled in private elementary and secondary schools, 76 percent are from families
with incomes under $25,000 and 38 percent are from families with incomes under
$15,000.

The vast majority of these families are therefore in what may be described as the
middle income range, and a substantial majority of them presumably are among the
72 percent of all American taxpayers who are now using the standard deduction
and are therefore not eligible for the charitable deduction available to itemizers.
Since a recent Gallup Organization Survey indicates that an itemizer contributes
more than three times as much to educational institutions as a non-itemizer in a
comparable income group, it is logical to surmise that the incentive provided by the
charitable deduction could have made the difference.

If this hypothesis is correct, then passage of the legislation embodied in S. 219
could help charitable organizations to recapture the losses occasioned by the wid-
ened use of the standard deduction and to increase contributions. This would enable
our schools and other nonprofit institutions to improve their programs and to
expand their services to many who need them but are presently unable to afford
them. We respectfully urge your favorable consideration of this bill.

STATEMENT OF CURT LAMBRECHT ON BEHALF OF THE SOUTHWEST MINNESOTA ARTS
AND HUMANITIES COUNCIL AND MINNESOTA CITIZENS FOR THE ARTS

To understand why I am here to speak in favor of this bill's passage, there are
two things you should know about me. The first is that I'm a rural Minnesotan. I
grew up on a dairy farm, now live in a small community of 10,000, and hope to
continue working in rural America. Second, is that I love the arts. I work as
director of a regional arts council, serve as vice president of a statewide arts service
organization, and do volunteer work on state and local boards for community
theatre and arts education. The fact that I am a rural person who is dedicated to
the arts, is the major reason I am able to recommend your support of the Moynihan-
Packwood Bill.

I "NAIS Statistics," February 1979.
"'Current Population Reports", U.S. Bureau of the Census, February 1979.
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As I'm sure many of you are aware, the arts have traditionally sought contribu-
tions to help fund their activities. As Senator Durenberger will remember from his
work with Minnesota's Governor's Commission on the Arts, it was learned that
more than 25 percent of Minnesota's arts activities were sponsored by private
contributions. Over three and a half million dollars of this was in the form of gifts
from individuals.

Maintaining and increasing that level of support is of dire importance to us. You
see, today's economic problems are hitting the arts especically hard. In part, this is
because the benefits of modern mass production, which help most other industries,
don't aid the arts; it takes us as long now to rehearse for a symphony or paint a
painting as it did hundreds of years ago. Rising energy costs have added anl extra
dimension to the problem; turning down thermostats doesn't work when a cold
theatre could permanently ruin a dancer's muscles or when a variance in tempera-
ture at a gallery could destroy valuable paintings. With these dilemmas facing the
arts, it is necessary for us to continually work to increase our private contributions
and volunteer assistance. I believe the bill that has been described here today will
help us do that.

Since I live in a rural area, this bill holds special significance for me. As ex-
plained in earlier testimony, the people most aided by this legislation would be low
and middle income people, like those who live in my area. Many people think that
the arts are funded by the wealthy, enjoyed by the upper class and centered in large
cities. The area I work in is a prime example of the contrary. The organization I
represent is the Southwest Minnesota Arts and Humanities Council. We work as an
arts cooperative for a 21-county agricultural region in the southwestern corner of
Minnesota. Although we have a larger land mass than the combined states of
Connecticut and Massachusetts, we have a total population that is smaller than the
single city of Omaha, Nebraska.' More than half of our communities have popula-
tions under 500 people; only 11 are over 5,000; and none are over 15,000. Tax
information shows that income levels for all 21 counties in my region are well below
the state and national income mediums; in some counties, more than 50 percent
below.

2

Yet, even in an area such as this, where the population base is small and the
income levels are low, there is a great deal of art activity. There are 24 community
theatres, 31 music groups, 17 visual arts groups and 30 community arts councils.
Add to these the more than 1,000 service organizations, schools, churches and
libraries which regularly schedule the arts events in the smaller communities, and
the result is staggering.

This kind of arts activity happening in a rural area like ours is not a miracle. It is
happening because literally thousands of volunteers are giving thousands of hours,
driving thousands of miles and contributing thousands of dollars. Many have asked
whether the results of those contributed hours, miles and dollars are worth it. The
only answers I can provide are these:

When I see a five year old turn to his dad after seeing a professinal dancer at his
school and say, "I could be a dancer when I grow up,' then I know it's worth it.

When I see a town of 800 people totally restoring their old opera house with
volunteer labor, then I know it's worth it.

When I see a community mural bring a town and its nearby Indian reservation
closer together, as well as helping to launch a major downtown renovation, then I
know it's worth it.

The arts are helping us record the history of southwestern Minnesota. They are
helping us preserve the beauty and heritage of our area. And they are helping us
develop creative young minds.

All of these things help us know that the hours we volunteer, the miles we drive
and the dollars we contribute are indeed worth it. Please show us that you agree.
Give your support of the charitable contributions legislation.

STATEMENT OF JUNE K. GOODMAN, FINANCE SUBCOMMiTTEE ON TAXATION AND DEBT
MANAGEMENT, ON BEHALF OF COALITION OF NATIONAL VOLUNTARY ORGANIZATIONS

SUMMARY

(1) Identification.

The total land mass of southwestern Minnesota is 13,758 square miles and the total popula-
tion is 372,800.

2The medium income of husband-wife families filing 1977 Minnesota income tax returns was
$16,864. The national median for 1977 was $17,616. Medians for southwestern Minnesota coun-
ties ranged from $8340 to $15,195.
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(2) Citizen participation, the key to our country's greatness, eroded by present
lack of tax incentives.

(3) Making charitable tax deduction available to all taxpapers particularly impor-
tant to the arts in the U.S.

(4) The arts themselves important to the country.
(5) High density of the arts in Connecticut.
(6) Contributions from those with income under $20,000 very significant to the

financial stability of that state's cultural resources.
(a) Example.-American Shakespeare Theatre's financial crisis averted through

contributions from 30,000 people ranging from 85t to $100.
(7) Comparison between individual contributions to Hartford Stage Company in

1967 (25 percent of the budget) and 1979 (6 percent of the budget).
(8) Greater public interest in arts today than before, greater financial need.
(9) Government's commitment to the arts at federal, state, local levels significant,

but major share of cost comes from private sector.
(10) National Endowment for the Art's Challenge Grant program stimulates pri-

vate sector giving on 1 to 3 basis, but corresponding tax incentive system lacking for
middle and lower income donors.

(11) Analysis of Connecticut arts institution incomes-earned and contributed-
underscoring importance of individual donations.

(12) Comparison between government support in Britain and U.S.
(13) Without tax incentives, U.S. could move closer to massive government sup-

port and undermine existing healthy balance.
(14) Closing quote from "Taxwise Giving" re importance of "above the line"

treatment for charitable contributions as defense against eventually losing itemiza-
tion altogether.

(15) Consideration should be given to special deductions for charitable gifts for
those who claim standard deduction.

STATEMENT

(1) My name is June Goodman of Danbury, Connecticut. I am an arts manager
and chairwoman of the Connecticut Commission on the Arts. I am here in support
of the enactment of the Fisher/Conable-Moynihan/Packwood Legislation.

(2) Whatever weakens individual participation in voluntary non-profit activities,
not only weakens the activities, but also undermines the society in which we live.
Citizen participation is the key to our country's greatness, whether it be in the
voting booth or contributing to a local theatre production. The present lack of tax
incentives for moderate income people is eroding that citizen participation.

(3) Making the charitable deduction available to all taxpayers would be one of the
most important changes in our tax laws and provide additional incentives to large
numbers of moderate income people to contribute to non-profit organizations. As
Chair of the Connecticut Commission on the Arts, I am especially interested in how
this affects the arts. The decline in the number of contributors as well as the
amounts they formerly contributed is a concern for all of us in the arts.

(4) The arts are important. Ruskin said: "Great nations write their autobiogra-
phies in three manuscripts, the book of their deeds, the book of their words and the
book of their art. Not one of these books can be understood unless we read the two
others, but of the three the only trustworthy one is the last." The arts are impor-
tant. They provide a meaning for our lives. They-exalt the spirit.

(5) Connecticut might well be called the Arts State. It has the highest per capita
density of professional and community arts in the nation. Within its 5,000 square
miles it has seven nationally recognized theatres, symphony orchestras, dance com-
panies, museums and numerous outstanding individual artists and writers.

(6) Our state needs all possible incentives to attract contributions from everyone,
including contributions from those with incomes under $20,000.

(a) Small donations are generally of critical importance. For example, in 1976,
when the American Shakespeare Theatre at Stratford, Connecticut, an institution
of national renown encountered a financial crisis that threatened its survival, word
-went out that the theatre needed help. In response to that cry for help, 30,000
people contributed $300,000 with contributions ranging from 85 cents to $100.
Indeed, small contributions do make a difference.

(7) The need for tax incentives can be illustrated in Connecticut by the experience
of the Hartford Stage Company. In 1967, this company raised 25 percent of its
$320,000. budget from individual contributions, or $80,000. Today with a budget
nearly six times- that amount, $1,300,000, individual contributions still provide
$80,000, now representing only 6 percent of the budget. Clearly, the lack of charita-
ble deductions 'or everyone is a serious deterrent.
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(8) Today attendance at performances and exhibitions is on the rise and more arts
organizations and institutions are being established in response to public demand.
New laws mandate increased access. These realities create greater financial needs
for which there is an increasing reliance on government and corporate support,
without an equal share of individual support.

(9) The government's commitment to the arts is clear as evidenced by the Nation-
al Endowment for the Arts which makes a federal contribution to the arts of over
$100,000,000. In addition, the 50 state governments contribute another $100,000,000,
and municipal governments are increasingly building their share. But it was ne- er
envisioned that government would go it alone, rather that government support
should be a partnership with the private sector including corporations, foundations
and individuals. The government's share amounts to no more than 30 percent of the
total needed, therefore, major responsibility is still in the hands of private citizens,
corporations and foundations. If individual contributions are to keep pace, there
must be incentives such as those provided by Fisher/Conable-Moynihan/Packwood
legislation. The alternative is the continuing erosion of individual contributions and
a government faced with a narrowing financial base with which to match federal
dollars.

(10) It should be pointed out that one means of support is the National Endow-
ment's challenge grant program offered to arts institutions across the land. To
stimulate contributions, the Endowment will give $1.00 for every $3.00 raised by the
private sector. So on the one hand, the government encourages individual contribu-
tions and, on the other, it discourages them by not giving equitable tax incentives to
everyone, especially those with incomes of less than $20,000 who take the standard
deduction, and do not list their charitable contributions.

(11) Among performing arts organizations in Connecticut, roughly 60 percent of
operating budgets come from earned income-that is ticket sales and admission fees.
According to a recent study of the larger budget arts institutions in our state, the
remaining 40 percent is obtained from fund raising, from grants and donations from
government and the private sector, 13 percent from state and federal grants, 6.5
from foundations and 9 percent from individuals. We depend heavily on these
contributions to keep these organizations from slipping into deficit conditions. The
incentives that can be provided by government for individuals to share in this
income are therefore seen as essential.

(12) The telling comparison is between the United States and Britian. The cost is
the same, but the method is different. In England, government-supported institu-
tions receive over 60 percent from the government; the government's direct respon-
sibility in the United States is no more than 10 percent.

(13) Not to provide tax incentives is to move the country one more step towards
massive direct government support and to undermine the more appropriate balance
which has government operating as the lesser partner. This would be ironic when
Britian is trying to reverse the balance and increase private contributions.

(14) In closing I would like to quote from the August, 1979 issue of "Taxwise
Giving" edited by Conrad Teitell. "The enactment of 'above the line' treatment for
charitable contributions would be one of the most important and far reaching
changes in the tax laws affecting charitable organizations. At stake is more than
allowing charitable deduction to those who take the standard deduction. Enactment
will reduce the possibility that the charitable deduction will eventually be lost to
those who itemize their deductions. As the number of individuals who take the
standard deduction increases, the number who claim the charitable deduction de-
creases. A future Congress could easily abolish the charitable deduction altogether-
on the ground that it benefits an elite group of taxpayers.

(15) Now is the time to make the charitable deductions available to all taxpayers.
Charitable gifts should be deductible from adjusted gross income (without a floor) so
that all citizens will be encouraged to support worthy charitable institutions. The
law already allows some deductions for those who claim the standard deduction-
e.g. alimony and moving expenses. Without passing on the merits .of the alimony
deduction, charitable gifts should be accorded equal treatment.

Senator MOYNIHAN. We had to go out of order, and we now have
Ms. Solomon from the National Urban Coalition.

Ms. Solomon, good w grning.
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STATEMENT OF SANDY SOLOMON, NATIONAL URBAN
COALITION

Ms. SOLOMON. Senator Moynihan, Senator Packwood, I am Sandy
Solomon, director of Government Affairs at the National Urban
Coalition. I am here today to present the testimony of Carl
Holman, president of the National Urban Coalition. I know 'he
strongly supports this legislation to enable all taxpayers to deduct
their charitable contributions whether or not they itemize their
deductions, and it is a matter of great regret that he is unable at
the last minute to be here today.

He has asked me to convey to both of you our appreciation for
your support in advocacy of this measure which, if passed, will
surely increase participation and interest in community-based orga-
nizations by moderate-income Americans.

The coalition perspective is very important here-surely we do
not want to leave the impression that voluntary action is the sole
province, or even the main province, of affluent majority interests.

If you look at who donates time and effort for many of these
causes, you will find low-income Americans, many minority Ameri-
cans, many women. Since its founding in the late 1960's the coali-
tion has worked with these groups as well as with business and
labor, city government and other civic leadership to maintain and
improve the quality of life in our cities. With some 30 affiliates in
cities around the country, and project activities in more than 50,
the coalition's philosophy remains the same today as it was during
its first years under the leadership of John Gardner. We believe
that the combined support of these different constituencies is
needed if our cities are to be reinvigorated, their low-income resi-
dents given the assistance they need to help themselves.

If we have learned one lesson in our work around the country, it
is that the participation and interest of those who live in a commu-
nity are necessary if that community is to remain healthy. Much of
that participation and interest are expressed through civic, neigh-
borhood and other community-based nonprofit organizations and it
is about those organizations I wish to speak today. The legislation
you have before you today will do much to correct for an indirect
and unintended result of recent efforts to simplify the income
tax-as the standard amount Congress allows individuals to deduct
has risen, the number of Americans who itemize has fallen. Nearly
four-fifths of all Americans now use the standard deduction. The
problem for civic, neighborhood, and other community-based non-
profit organizations is that with the decline of tax incentives for
charitable giving, the level of donations these groups receive has
declined as well. Studies have confirmed that on the average,
people using the standard deduction give substantially less to non-
profit organizations than those who earn the same amount of
money, but who itemize their taxes. Public support for the third
sector as a percentage of the gross national product continues to
fall.

This legislation would allow taxpayers to deduct the money they
give to charity irrespective of their choice about whether to item-
ize, and I have no doubt that the proposed incentives for Ameri-
cans of moderate income levels to support nonprofit organizations
which serve them will increase the level of giving in this sector.
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One of the major complaints leveled against Federal programs is
that they inadequately reach the people for whom they were in-
tended-that inefficient administration siphons off resources in-
tended for target populations, that Federal programs are factory-
made to suit general conditions that really coincide with, and may
actually be harmful to, local needs and conditions.

Nonprofit groups, because they are drawn from, and based in,
the communities in which they work, provide many of the basic
services to those communities, and, because they are more respon-
sive to the complex needs of their communities, they can most
effectively represent their interests.

They have a unique capacity to act as catalysts for and coordina-
tors of community effort and, by putting together public and pri-
vate resources, they are able to leverage financial and nonfinancial
support which far exceeds the direct funding they receive.

The work these organizations undertake is valuable to the com-
munity residents who contribute time and money to them. If they
are not representing the interests of these residents or if they are
not doing their job properly, their support declines. They are cost
efficient and they are accountable.

Small wonder, then, that voluntary effort has always been and
continues to be a mainstay of our cities. The growth of government
has not diminished the array of basic services provided by civic,
neighborhood and other community-based groups. From the block
group which gets together on the weekend to clean up the street,
plant grass, or help neighbors with repairs, to the neighborhood
organization which sets up a cooperative crime prevention program
or a skills-sharing program for home improvement, to citywide
efforts designed to help battered children and women or victims of
alcohol and drug abuse, the health of the cities and the well-being
of urban residents depend upon the services nonprofit groups
provide.

They support the schools and the hospitals, expand employment
and recreation opportunities, assist the disabled and the elderly,
provide day care, sustain religious institutions, and advance the
arts.

I can think of no facet of life in our cities today where nonprofit
groups are not making an important difference. Without them,
costs to the public of maintaining the services they provide would
be astronomical.

I have been working recently with a number of neighborhood
groups and national umbrella neighborhood organizations. In the
course of those discussions there has been some disagreement
about how healthy the neighborhood movement is. On the one
hand there are thousands and thousands of groups around the
country and, on the other hand, efforts to get private and public
decisionmakers in to recognize the work they are doing is very
difficult.

The groups I am talking about depend upon voluntary effort.
They would not be able to operate without the time and money
neighborhood residents contribute; and the money often represents
a large percentage of their income. If you look at the Treasury
figures, people earning less than $5,000 per year were deducting $1
in $20 as charitable donations. That is quite a percentage of effort.
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John Gardner spoke about a sense of community. There are, it
seems to me, three components to this feeling: a shared sense of
place, a shared sense of occupation, a shared sense of beliefs. In the
community organizations with which we work, these three senses
can be melded in a very strong way. I think that is the key to the
vitality of the community or neighborhood movement and I think
it is a movement that deserves increased direct and indirect sup-
port from the public and private sector.

Many of the groups in the coalition network began because some
neighborhood residents got together to respond to a perceived need
for services in the community. They donated their time, used a
borrowed typewriter and materials donated by area residents, met
in someone's kitchen, the local church or community center, and
raised necessary operating funds from their friends.

In the disinvested communities the coalition serves, many of
those neighbors were themselves people of modest means, people
likely to use the standard tax deduction. Often the services they
provided were not those readily associated with voluntary associ-
ations which serve the more affluent; they were interested in pro-
viding the necessities-food, housing, employment, services to sus-
tain those who because of age or health could not work themselves.

Moreover, while many groups came into existence in response to
one problem, they soon expanded to take on other problems experi-
enced by community residents. Let me give you just one example.
Jeff-Vander Lou, which began as a grassroots effort to stop demoli-
tion of neighborhood housing under the Federal urban renewal
program, first took on the privately funded rehabilitation of a few
houses. Now it rehabilitates hundreds of houses each year for low-
and moderate-income neighborhood residents and also runs a day
care center, a senior citizens' center, a communications center
which trains young people, and a neighborhood economic develop-
ment program which has drawn business and industry back into
the area. While the success of this organization and its leader,
Macler Shepard, has been extraordinary, the same history of effec-
tive diversified service can be recounted for many of the local
groups affiliated with the coalition.

Civic, neighborhood, and other community-based nonprofit orga-
nizations can also act as the champions and the consciences of the
communities representing the interest of the poor and the working
poor, the rights of blacks, Hispanics and other minorities. Without
the advocacy of such groups, basic questions of social equity would
often go ignored; without their monitoring, unresponsive or ineffec-
tive public programs and public policies would often go unchanged.
When such groups speak for the neglected and the powerless, when
they hold the public and private sectors accountable for their ac-
tions, they perform a vitally necessary function in our free society.

The Stanford Mid-Peninsula Urban Coalition, for example, has
for 8 years run a fair housing program called Operation Sentinal,
which serves people in the San Francisco Bay area. Residents of
the six-county area can call a hot line to report incidents of hous-
ing discrimination, inquire about their rights under the law and
about possible legal redress. Of the 400 calls the project receives
every month, roughly one quarter are referred for litigation and of
these, 95 percent are either won or settled in favor of the plaintiff.
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For minorities, women with children and others who find hous-
ing opportunity denied because of discrimination the local coali-
tion's Operation Sentinal is an invaluable resource, and insofar as
its record has been long and successful it helps protect open hous-
ing for all bay area residents.

Civic, neighborhood and other community-based nonprofit groups
not only provide important services and articulate the public inter-
est as no other sector can, but they are also able to identify
opportunities in their home communities and to package public
and private resources to multiply the impact of projects they initi-
ate and-sponsor.

For example, the Philadelphia Urban Coalition works with the
Philadelphia school system, with city employees, and with local
labor unions in running its highly praised Philadelphia High
School Academy, training young people for meaningful employ-
ment opportunities. Or, for example, the Pasadena Urban Coalition
has combined loans and grants from several Federal agencies, from
the city's redevelopment program, and from several private fund-
ing sources including the New York Life Insurance Co. to develop a
new shopping center which will serve 65,000 area residents, provide
jobs for 75, and facilities for small businesses, many of them minor-
ity owned.

Our affiliates, because they begin with the idea of building coali-
tions, may have an outstanding record of packaging funds from
different sources anti forging alliances between professionals and
volunteers, business and labor leaders, majority and minority con-
cerns, but there are thousands of groups around the country which
begin with the distinctive profiles and the unique needs of their
neighborhoods and go about enlisting the assistance necessary to
make their communities better places in which to live.

Grassroots involvement and neighborhood or community orienta-
tion is the key to the effectiveness of these groups. No one in
Washington can design an energy conservation program for homes
in Minneapolis as effectively as the staff of the Minneapolis Urbai.
Coalition and allied activists in that city, for example.

I could provide you with many more examples-self-help and
cooperative action is alive and well in this country today. The
people with whom the coalition works are turning away from large,
impersonal Government and asking instead that Government assist
them in pursuing projects they design and run, often in coopera-
tion with other sectors, often based upon voluntary public support.

The difference between success and failure can be a modest
amount of money. For want of funds to underwrite an additional
staff member at a crucial point in the development of a new
program, even an established group may have to forgo a project
badly needed by the community. Inflation has taken its toll on the
vitality of civic, neighborhood, and other community-based nonprof-
it groups even as it has taken its toll on the community residents
who support them.

Making the charitable deduction available to all taxpayers would
encourage moderate-income Americans to give at the very time
that giving is becoming financially more difficult and at the very
time when the work of groups they support is becoming all the
more crucial to the vitality of their communities.
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While this legislation would clearly result in an immediate Fed-

eral revenue loss of $2 to $3 billion, it would also free those funds
to be spent in a recessionary economy; it would free those funds to
leverage more dollars of support for the community from public,
private and public nonprofit resources. Our Westchester affiliate,
for example, has worked with local business to create unsubsidized
job opportunities for CETA trainees, jobs worth $73,000 to the
employees and their community; and based on a start-up grant of
$100,000, the group now runs a minority contractors program
which grossed over $400,000 in its first 6 months of operation.

If the charitable deduction is made available to all taxpayers, it
will not only encourage more support for community-based, non-
profit organizations, it will also create a larger base of talent and
support on which groups will be able to draw. And, insofar as it
elicits more small donations, it will encourage a greater diversity
in community-based activities, more innovation in the projects un-
dertaken, and broadened participation in the life of the communi-
ty. f

The contributions citizens make to civic, social and cultural ac-
tivities, to the full spectrum of voluntary activities that so enrich
American communities, are every bit as important to the health
and vitality of this Nation as the contributions they make to politi-
cal parties and candidates.

Support of the third sector, like participation in the political
process, sustains grassroots interest and involvement. Clearly the
commitment Americans have for their communities and for each
other is a precious strength to the Republic, one which endows it
with a resiliency and a responsiveness which other nations can
only envy. We must do all we can to nurture that commitment.
One way of doing so is to provide the means of sustained expres-
sion through voluntary association.

Senator MOYNIHAN. Thank you very much.
Senator Packwood?
Senator PACKWOOD. No questions.
Senator MOYNIHAN. We are sorry Mr. Holman could not make it.

Give him my regards.
I was present at the founding conference of the Urban Coalition.

I think you have done a marvelous job. You are still there and it is
about your 10th anniversary shortly.

Ms. SOLOMON. Just passed.
Senator MOYNIHAN. That is a long half-life. It shows that you are

hanging in there.
Thank you very much.
We are now going to have our panel on religion and religious

activities. The panelists know who they are, if they would come
forward: Rev. Dean Kelly, who is the executive for Religious and
Civil Liberties, National Council of Churches of Christ; Phyllis
Eagan, of the National Conference of Catholic Charities; the Rever-
end Raymond Hartzell, executive director of the Lutheran Services
of Washington; Robert Dugan, of the Office of Public Affairs, the
National Association of Evangelicals; and Philip Bernstein, 'Council
of Jewish Federations.

Rev. Dean Kelly, would you begin?
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STATEMENT OF REV. DEAN KELLY, STAFF EXECUTIVE FOR
RELIGIOUS AND CIVIL LIBERTY, NATIONAL COUNCIL OF
CHURCHES OF CHRIST IN THE U.S.A.
Reverend KELLY. Yes, sir.
I would like to submit the written testimony for the record which

is entered in the name of our president, William Howard, who
could not be present.

Senator MOYNIHAN. We understand that.
Reverend KELLY. Perhaps, because I wrote a book a couple of

days on taxation exemption as it applies to churches, if I could get
in a plug, it is "Why Churches Should Not Pay Taxes," Harper and
Row, 1977.

Some of the material I think may crop up in the written testimo-
ny from my book.

Senator MOYNIHAN. I may remind you that Harper and Row
began its publishing career with the memoirs of a monk. Few
people remember that.

Reverend KELLY. Let's not think too much of that. That was a
rather atrocious volume.

I will not reiterate what already has been said except to remark
that I think it is unfortunate that a case has to be made of the
importance of the nonprofit voluntary sector. And to resist the
pernicious doctrine of tax expenditures and to combat the rather
singular notion that the Government can somehow spend money
more efficiently than private organizations do.

It would be a tremendous loss for this Nation if it were to lose
the frontier spirit that citizens that see a need can band together
and meet it themselves from their own resources by- their own
voluntary effort without having to rely on Government, unless the
need becomes much greater.

I would like to focus on a peculiar situation which religious
organizations face in reference to the legislation before Cie subcom-
mittee. Religious contributions are the largest single sector of
charitable contributions and most churches and synagogues do not
rely heavily upon tax incentives for their basic support.

Most of their members will support their religious organizations
without deductibility of contributions. That is not as true for some
of their auxiliary organizations and religious organizations pioneer-
ed in this country, the founding of hospitals and homes for the
aged and for orphans, many of which have since become independ-
ent. And those may rely a little more heavily on tax incentives, but
church members will continue to support their churches whatever
the Tax Code says.

The difference is that they may not support them as regularly or
as generously if those institutions rely on impulse giving.

It is perhaps an incentive of the Tax Code that contibutors who
would contribute are encouraged to contribute more regularly and
more generously by the tax incentive. So that basically we are
generally pretty satisfied with the arrangement for deductibility of
charitable contributions in the Tax Code as a whole.

It is only the particular sector of contributors who are inclined to
avoid itemizing and to use the standard deduction with which the
legislation you have sponsored is particular concerned, and we are
also, because by far the greatest majority of our contributors are in
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that middle-income group which is tempted to use the standard
deduction and therefore are relieved of the necessity to document
their contribtions and for that reason, in many instances perhaps,
do not make them.

Therefore, we think that there is a legitimate and commendable
expedient to allow them to eliminate from their taxable income
before taking the standard deduction, those contributions which
they make to charity on the ground that it is unlike any of the
other deductible items.

It is not something which rebounds to their own personal gain or
benefit but money they give away and therefore, as the Fowler
Commission said, they should not be taxed for it.

A person who makes $50,000 a year and gives away $5,000 should
be taxed on the same basis as a person who makes $50,000 a year
and gives nothing away.

Therefore, we and our governing board in the attached resolution
have stated that they feel charitable contributions should be de-
ductible prior to taking the standard deduction.

Senator MOYNIHAN. Thank you very much, and we thank the
board, in particular, Reverend Kelly.

Mrs. Eagan?

STATEMENT OF PHYLLIS EAGAN, NATIONAL CONFERENCE OF
CATHOLIC CHARITIES

Ms. EAGAN. Good morning. I am Phyllis Eagan, president of the
Board of Associated Catholic Charities of New Orleans, Inc., and I
am happy to testify for our local catholic charities organization and
also for the National Conference of Catholic Charities in support of
Senate bill 219, sponsored by Senators Moynihan and Packwood.

The Associated Catholic Charities offers social services to the
Greater New Orleans metropolitan area. Beginning with institu-
tional child care over 250 years ago, Associated Catholic Charities
today provides services in over 20 different social services areas.
These service areas include children's day care, maternity, adop-
tion, foster care, group homes, institutional adult care, Indochinese
resettlement, home and congregate meals, counseling, rehabilita-
tion for the hearing impaired, immigration, and housing for elderly
and low-income families. From our statistics, we estimate that in
1980, over 36,000 individuals will be assisted by Associated Catholic
Charities.

The National Conference of Catholic Charities is perhaps the
largest human service network in the United States. The confer-
ence represents some 1,000 agencies and institutions in all parts of
the United States, providing, as our New Orleans agency does, the
kinds of services to those who are suffering.

Our total budget in 1978 was $9.5 million and for 1980 it is $13.5
million. Our units of service have really not increased significantly.
Inflation is a major factor in this increase in our need.

We are experiencing a decline in the private sector support in
relation to the total agency budget. The annual survey conducted
by the National Conference of Catholic Charities of all of its
member agencies and institutions supports the same conclusion.
The most recently compiled data is for calendar year 1978. From
1975 to 1978 our annual surveys indicate the proportion of Govern-
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ment funds in our programs increased by 8 percent while propor-
tion of voluntary contributions declined by 6 percent. In each of
those years but one, Catholic charities ran a deficit even after the
application of substantial millions of dollars in investment income.

Our concern, then, is over the serious erosion of our voluntary
income and our reliance on Federal dollars. On the one hand, there
is a clamoring for a balanced Federal budget, increased demands
for defense spending, and a number of national crises whose only
alleviation seems to be Federal money. On the other hand, there is
a growing "proposition 13" attitude and a necessary demand for
greater accountability in federally funded programs; so it must be
concluded that many Government moneys from many currently
funded social programs may be on the decline. The President's
proposed astringent budget is a case in point.

As can be seen from the high proportion of Government partici-
pation in our programs, we then may be facing a serious cutback in
services-this is currently true in title XX-and a need to signifi-
cantly increase private support. Since it is overwhelmingly evident
to us that at present, the service needs of the New Orleans area
and the Nation are not being met, it is incumbent upon us to make
every effort to promote additional private contributions.

However, our recent experience seems to show a trend of declin-
ing private giving.

In 1979, the United Way for the Greater New Orleans area was
short of its goal by approximately $200,000. This is the first time in
about 5 years that the United Way's drive has fallen short of its

-goal. However, during the past few years, the goal has been
reached with great difficulty and effort,- including the extension of
campaign deadlines.

I want to look at this problem nationwide in the Catholic
Church. Studies published by the National Council of Churches and
the American Association of Fund Raising Counsel indicate that
giving to religious organizations is up. But at the same time these
studies demonstrate that the number of contributors is down.

Our national office is concerned with this, especially in view of
Dr. Martin Feldstein's data, on the loss of charitable organizational
income due to increases in the standard deduction, and the Gallup
Poll demonstrating that the availability of the charitable deduction
is actually an incentive to give even among families with very
modest and low incomes.

In the voluntary diocesan fundraising drive in the Archdiocese of
New Orleans over the last 10 years the total funds contributed are
up, but the number of contributors is down. In the voluntary
campaign in Senator Moynihan's diocese of Albany, N.Y., from
1969 through 1979 the amount of money contributed each year was
up, but the number of contributors is down.

But the more significant for your purposes, the total drop in
contributors is among the population which contributed below $25
in the campaign-the number of low-income contributors lost was
over 20,000 during that time. The same is true in several parishes
our staff checked in the State of Virginia.

In St. Gregory's Parish in San Antonio, Tex., in 1973 there were
1,500 Catholic families. The number had increased to 1,850 families
in 1978, and the pastor observed that the average income of the
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neighborhood dropped slightly. But the number of contributing
families dropped from 1,400 to 900, despite the large increase in the
number of families in the parish.

Senator MOYNIHAN. I am going to have to ask that we put the
rest of your statement in the record. We are particularly grateful
for the data. We like numbers on this committee, and you have
brought them to us. Thank you.

Reverend Hartzell?

STATEMENT OF REV. RAYMOND HARTZELL, EXECUTIVE
DIRECTOR, LUTHERAN SERVICES OF WASHINGTON, D.C.

Reverend HARTZELL. Senator Moynihan, Senator Packwood, I ap-
preciate the opportunity to present testimony in S. 219. I am a
Lutheran minister and executive director of Lutheran Social Serv-
ices of Metropolitan Washington. We are one of some 280 social
service agencies of the Lutheran Church across this country.

I would like to describe my agency and its services briefly to
show its value and its need for the kind of financial support we are
talking about.

This agency is 62 years old. It depends mostly on its support
from individuals, mostly church individuals. Last year we served
some 10,000 people in Metropolitan Washington with a staff of 25,
but 500 volunteers who contributed some 14,000 volunteer hours.

Some example of our services will show th value, I believe-our
emergency aid center giving food and clothing to the poor serves
some 6,000 people. Our ex-offender program helps some 280 ex-
offenders make the transition from jail to the straight life, getting
them jobs, job training, homes, those kinds of things.

We helped some 1,300 Southeast Asian refugees resettle in our
area.

These are the kinds of things that we are able to do with volun-
teer contributions, but our value is more than limited service to a
few individuals. Agencies like ours provide a unique service to
society because our small size allows us to experiment at minimal
c st and new ways of delivering service to the new problems that
come.

We started one of the Meals on Wheels programs in Metropoli-
tan Washington in the early 1960's. We developed a unique pro-
gram to help moderate and low-income people become homeowners
in the District of Colunbia and one of our current ex-offender
programs to trained nonskilled female ex-offenders is going to be
written up by LEAA for national distribution.

So our small size allows us to give a rapid response to new social
crises and needs as they come.

In this way, we know that we save society many thousands of
dollars, easily explained in the money that we save society by
keeping an ex-offender from being in jail and under third party
custody that we provide.

Our agency depends for its income, 70 percent of it, from individ-
ual contributions. We feel that it is important to have these indi-
vidual donors not only because of the financial support, but a
person who gives money has a feeling of ownership in the work
that is going on and their money leads them to donation of their
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time and talents in this volunteer effort, in the volunteer service of
people being involved of all races and all classes.

The mix of the upper, the lower and the middle is very impor-
tant to the goals of this country, we believe.

The Lutheran Church bodies who participate in the Lutheran
Council in the U.S.A. have made a public statement supporting
enactment of S. 219 and that is in our testimony and it indicates
that we do support this and believe that it does provide an incen-
tive for personal giving, it extends the use of charitable giving to
middle- and low-income people. It avoids more governmental in-
volvement in social services.

In conclusion, in 1978 the largest share of~.charitable contribu-
tions went to religious organizations so any kind of legislation
which affects the patterns of taxpayers will be significant to the
churches.

We feel that this particular bill will assist the taxpayers to
continue their historic support financially and personally in allevi-
ating the suffering and the needs of people in this society.

Thank you.
Senator MOYNIHAN. Thank you, Reverend Hartzell.
Mr. Dugan?

STATEMENT OF REV. ROBERT P. DUGAN, JR., DIRECTOR,
OFFICE OF PUBLIC AFFAIRS, NATIONAL ASSOCIATION OF
EVANGELICALS
Reverend DUGAN. We are grateful, Mr. Chairman, for the oppor-

tunity to testify in support of S. 219. I represent the 36,000
churches of the National Association of Evangelicals, with a com-
posite membership of 3.5 million. Beyond that, on this issue I
believe that we sense the mind of most of the 45 to 50 million
evangelicals in this country.

I could not be in a stronger position to testify this morning
because, in a 1979 resolution, the National Association of Evangeli-
cals in its annual convention of Orlando, Fla., supported this legis-
lation.

Evangelicals understand that the standard deduction for taxpay-
ers was, not designed to erode charitable giving, but that it never-
theless has had that effect, thus diminishing the ability of volun-
tary agencies to provide services. We will not attempt to document
the decline in philanthropic giving, for the Senators are aware of
it, and others presumably will have outlined the facts.

Here is the resolution adopted 11 months ago:
European visitor Alexis DeTocqueville noted a unique quality in colonial America.

He marvelled that, when needs developed in communities, the people voluntarily
associated themselves together and organized to meet those needs.

Since our earliest days, voluntary, nonprofit agencies have been part of the vital
strength of the United States of America. Such agencies, including religious institu-
tions and churches, have performed necessary functions that otherwise would have
fallen to government.

I think that is a philosophy heard here this morning by you on
the committee and a very heartening philosophy, I must say, be-
lieving the voluntary agencies should be strengthened and that it
would be tragic if their services had to be taken over by the
Government.
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The National Association of Evangelicals endorses the kind of
legislation espoused by Representatives Conable and Fisher in H.R.
1785 and Senators Moynihan and Packwood in S. 219.

We are convinced the private sector is indispensable in American
society. Consider the alternatives if contributions should continue
to decline and the voluntary agencies no longer could supply civic,
social and religious, medical, musical, educational, and other -serv-
ices.

Either communities' needs would be unmet or Government
would have to increase legislation to provide the missing services.
The former is unacceptable and the latter undesirable as far as we
are concerned.

Unwittingly, the Federal Government is currently discouraging
support of the independent sector. Lower income taxpayers are
penalized and employ the standard deduction for they are taxed on
the dollars freely given away to benefit others.

On the other hand, it dismays one to realize that some people
who do not lift a finger to help others through contributions are
receiving a tax break for their noncontributions and here is a point
that I think has not been made here. That may be partially a
response to some who are looking-at statistics.

The net effect of S. 219 by requiring itemization of contributions
in order to claim deductions will be to remove this unfair benefit
from nondonors. That, in turn, will restore a good amount of tax
dollars to the Treasury, a counterbalance, a revenue loss through
deductions, provided that the standard deduction is adjusted to
exclude contributions completely.

Our testimony is not selfishly oriented. Church giving has been
up as Dean Kelly has documented and statisticians know that
Evangelical Church has regularly experienced even larger per
capita contributions than others. Evangelical Christians are obedi-
ent to the Scriptures, will always give tithes and offerings to their
churches whether or not there is a charitable deduction allowed
them.

On the other hand, if the contributions of such highly motivated
people cost them 100 cents per dollar, they will have less disposable
dollars to contribute and community agencies will then suffer be-
cause they will give top priority to what they consider to be the
Lord's work, specifically the work of t"he churches.

Many citizens are going to react psychologically, given no tax
incentive for charitable contributions, interpreting the Govern-
ment's position as one of indifference to these social needs.

If the Government is unwilling to offer any incentives for volun-
tary contributions, they may feel that the Government should jolly
well take care of the problems.

We thank you, Senators, for introducing this legislation and
promise not only to continue to applaud your effort, but to seek to
have our people persuade your colleagues of the wisdom of giving
deductions to all charitable contributors.

Senator MOYNIHAN. That is the best news yet. You are a notori-
ously persuasive people.

Philip Bernstein?

60-529 0 - 80 - 9
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STATEMENT OF PHILIP BERNSTEIN, COUNCIL OF JEWISH
FEDERATIONS

Mr. BERNSTEIN. My name is Philip Bernstein. I am speaking for
the Council of Jewish Federations. The judgments that I will pre-
sent on behalf of the Council grow out of our experience as a
consortium of some 800 human service agencies located in commu-
nities across the entire continent, serving over 1,200,000 people in a
variety of needs-the aged, families, children, youth, health, voca-
tional guidance and employment, education, refugees, and others.

These organizations are supported by the gifts of over I million
people this year. Beyond that, what has not been made reference to
this morning, but which I believe is an important consideration in
this legislation, is the multiplier effects of charitable gifts. For
every dollar received in a contribution, we attract $5 in other
forms of support: in fees and earnings, in tuition, in memberships,
third party payments, endowment funds, Government, and others.

In 1979 the income of these 800 organizations in dollars was 5
percent more than 4 years ago. But in purchasing power it was
one-third less than 4 years ago because of inflation. That has
imposed very grievous losses and hardships which also have a very
direct bearing on this legislation.

We strongly support the legislation for above-the-line itemization
of deductions for charitable contributions. In our own experience,
75 percent of our gifts are less than $500 and that is where the zero
bracket amount has diminished the incentive for giving and where
above-the-line treatment would encourage people to give more-
and I stress, give more-not just to attract givers, but to attract
larger gifts.

The experience of thousands of our volunteer solicitors-and I
stress volunteer solicitors-verifies emphatically the findings of the
Gallup poll. Our fundraising experience has found that the charita-
ble deduction is an important incentive for how much people give.

The abdve-the-line treatment will help us obtain many millions
of dollars more for our charities. Reference was made this morning
by the Treasury to the predicted-it is the predicted lag-in the
time for achieving these benefits. I would assure you that many of
our organizations will move very quickly to get the benefits of
added income for above-the-line itemization and many will not
experience the lag that was predicted.

Beyond the dollars, I would underscore the value of the volun-
teer time, attracted also by better giving and more givers. There is
a direct linkage between people who give money and people who
give time, and that is vital.

We do not believe in elitism in charities. We believe that all
citizens should be encouraged by our Government to give generous-
ly. I would underscore, too, that an entry gift of $15 may be $1,500
years later.

I have one actual example of a person who was attracted to a
charity by a $5 gift and years later made a $625,000 gift.

Also the gift of $15 may be just as generous as the $150 gift, and
all should be given that encouragement by your legislation.

I thank you.
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Senator MOYNIHAN. I certainly am encouraged to learn that the
Clotfelter lag may not be the obstacle to our future that we had
thought.

Senator Packwood?
Senator PACKWOOD. As I go through these statements, I am

struck by something. It just occurred to me that every one of these
people have been in the trenches raising money and every one of
them knows that the tax incentive works when you can tell some-
one that they can write it off. The only opposition we get to this
are studies by people, usually or almost solely whose background is
in extracting money via the tax system, which is not normally
regarded as voluntary giving.

They do not believe that you can do it voluntarily. I think that is
why they come to the conclusion the inducement will not work.
They think people will not give voluntarily because they are not
used to convincing people. They do not have to convince people to
give voluntarily.

Again, it is an excellent panel. Thank you.
Senator MOYNIHAN. An extraordinary panel.
I think we have heard once again, have we not, of the impor-

tance of persons acquiring the practice of giving when their in-
comes are relatively small, they are young, their family demands
are large, but they learn to give.

I know Mr. Bernstein will not mind my saying that one of the
great traditions of Judaism is the practice of giving. One learns
things like that. It has to be made possible.

Senator PACKWOOD. Let me say one thing more. We should say it
in defense of Mr. Lubick, who is really a very decent fellow. He is
simply representing the higher officials in this.

Senator MOYNIHAN. I would hate to compare his tax bill with
mine in terms of charitable contributions.

Senator PACKWOOD.-Pat has alluded to this before. It is not just
the Treasury that is honestly convinced that people would not give
money voluntarily and therefore no inducement is necessary be-
cause it will not work.

We are up against a group that does not like diversity in this
Nation. They like a certain uniform homogeneity where we all fit
into certain squares, and you people are just the antithesis of what
they want for America.

They are not going to come here and say that. They are going to
come here and talk about complexity, inducement, it will not work,
and a variety of other things.

This is not true of Mr. Lubick. Deep in the hearts of some of
them is a desire to centralize this country and they do not under-
stand that the safety of civil liberties and the protection of a
democracy is in its diversity, not in its centralization.

Senator MOYNIHAN. The idea of the inefficiency of having three
Protestant religions-my God. If we could put together Kelly and
Dugan and Hartzell, we would only have one witness and we would
be out of here in time for lunch. It is that mind set we must guard
against.

We thank you very much. We are very much in your debt for the
data.

We will resolve this matter, let us assure you.
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[The prepared statements of the preceding panel follow. Oral
testimony continues on p. 144.]

STATEMENT OF M. WILLIAM HOWARD, PRESIDENT, NATIONAL COUNCIL OF THE
CHURCHES OF CHRIST IN THE U.S.A.

SUMMARY

1. The tax code should not discourage voluntary support of public charities, which
are very important to the vitality of American life.

2. Charitable contributions are unlike other expenditures that are deductibe from
taxable income; they are not really "expenditures" at all but are giving money away
for the benefit of others.

3. The "standard" deduction is designed to serve in lieu of the deductions declared
by those who itemize, but it does not provide an incentive for expanding charitable
givig; in fact, it tends to discourage such giving.

4. This disincentive can be corrected by permitting taxpayers to deduct any
charitable deductions in addition to it, as suggested by the Filer Commission.

5. Although churches are less dependent upon tax incentives than other recipients
of charitable contributions, the NCC urges that Congress maximize the incentives
for all charitable giving as a stimulus to citizen initiative in meeting public needs
through private philanthropy.

STATEMENT

My name is M. William Howard. I am President of National Council of the
Churches of Christ in the U.S.A., a cooperative agency of thirty-two national reli-gous bodies in the United States having in the aggregate about 40,000,000 members.

I do not purport to speak for every member of the constituent churches of the
National Council of Churches.

Rather, I am speaking on the basis of formal actions taken by the Governing
Board of the National Council of Churches-a deliverative body made up entirely of
representatives of the constituent communions in proportion to their size and sup-
port of the National Council of Churches and chosen by each of those communions
according to its own modes of selection.

The Governing Board is intensely concerned, as I am myself, about the safeguard-
ing of the vital role of philanthropy in sustaining the work of countless voluntary
organizations and public charities whose presence is such a unique and important
part of American life. Not only do groups render services of many kinds to their
members and others, but they provide centers of citizen initiative which are essen-
tial to the vitality of democracy. They perpetuate the healthy impulse of the
frontier for private citizens to band together to remedy their needs without awaiting
the intervention of government.

From this impulse have sprung the many private colleges and universities, hospi-
tals, and homes for orphans and for the aged, which represent priceless resources
for the American people. Churches have been among the foremost founders of such
institutions, and are therefore rightfully concerned for their health and future. That
health and that future are heavily dependent upon their ability to raise adequate
financial support by voluntary contributions from the society at large, which in turn
is dependent to a great degree upon the encouragement of such giving by the
incentives to charity (and the absence of disincentives) in the Tax Code.

The essential aspect of the charitable contribution to be kept in mind, we believe,
is that it is different from the other kinds of expenditures recognized by the tax
code. It is not even an "expenditure" at all-in the sense of paying for goods or
services of benefit to oneself in proportion to the amount spent. To be sure, givers
often gain some esteem or approbation as a result of their philanthropies. However,
the charitable contribution is essentially giving money away for the benefit of
others.

It is not like the other deductions allowed to taxpayers who itemize their deduc-
tions. It is not like interest paid on money borrowed or medical expenses or taxes or
professional expenses or casualty losses. It is not a "loophole" for avoiding taxation,
since the gifts deducted do not remain under the control of the giver, but go to
benefit the whole community, often with greater efficiency and effect than the same
amount paid in taxes. The prestigious Filer Commission on Private Philanthropy
and Public Needs took a similar view:

".. .- the charitable deduction is a philosophically sound recognition that what a
person gives away simply ought not to be considered income for purposes of impos-
ing an income tax. ... In the context of personal income taxation, the Commission
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believes it is appropriate to define income as revenue used for personal consumption
or increasing personal wealth and to therefore exclude charitable giving because it
is neither. . . . We think it entirely appropriate, in other words, for the person who
earns $55,000 and gives away $5,000 to charitable organizations to be taxed in
exactly the same way as the person who earns $50,000 and gives away nothing."
("Giving in America: Toward a Stronger Voluntary Sector," the Report of the
Commission on Private Philanthropy and Public Needs, John H. Filer, chairperson,
p. 128.)

For those not itemizing deductions, however, a "standard" deduction is allowed,
which is supposed to include an average allowance for the deductions normally
claimed. This standard deduction does not expand or contract with the flow of one s
philanthropy. One does not need-nor is able-to substantiate the extent of charita-

le giving in a particular year. With the increase in the number of taxpayers using
the standard deduction, therefore, has come a decrease in the number of taxpayers
having an incentive to make-and document-charitable contributions, and a conse-
quent decrease in charitable contributions. During the past ten years, five increases
were made in the standard deduction, each one costing the public charities more in
lost contributions, so that today they receive $5,000,000,000 less than they otherwise
would have received.

This increasing utilization of the standard deduction affects this constituency of
churches particularly, since the bulk of church support comes from the socio-
economic level at which the choice between itemization and use of the standard
deduction is a recurring dilemma. Most contributions to churches (unlike other
charitable contributions) are not strongly affected by the incentive of tax-deductibil-
ity-at least as far as members' basic will to support their church is concerned. But
the amount and regularityof their contributions can often be strengthened by the
need to keep records to substantiate their tax deductions. And that is precisely the
factor at stake in the choice of the standard deduction as presently constituted.

A corrective to this situation for the person of average means would be to allow
the taxpayer not otherwise itemizing deductions to take the standard deduction but
in addition to deduct (from gross income) and charitable contributions.

This treatment was suggested by the Filer Commission and has been approved by
many philanthropic organizations. It is embodied in SR 219 sponsored by Senators
Moynihan and Packwood, and was endorsed by the Governing Board of the National
Council of Churches in November, 1977 (see attached Resolution on Tax Law Revi-
sion).

The general thrust of our concern could be best summarized by saying that we
would favor any reasonable and legitimate enhancement of the tax incentives
encouraging charitable contributions, and we would oppose any impairment of such
incentives. While we believe that the philanthropic impulse can stand on its own-
particularly the voluntary support of churches, which is less dependent upon tax
incentives than other areas of philanthropy-it would, in our view, behoove Con-
gress to stimulate and encourage charitable giving througout the nation for the
general good of the commonwealth, since it will foster greater citizen initiative and
self-reliance and thus strengthen the very fabric of democracy.

Thank you for the opportunity to present these views. I pray God's blessing upon
you as you wrestle with the very complicated and delicate issues of tax policy.

RESOLUTION ON TAX LAW REVISION

NATIONAL COUNCIL OF THE CHURCHES OF CHRIST IN THE U.S.A.

The Governing Board of the National-Council of Churches of Christ in the U.S.A.
reaffirms its Policy Statement on Tax Exemption of Churches, adopted May 2, 1969,
and its Resolution on Tax Reform, adopted September 12, 1969, favoring such tax
reform as 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
would entirely avoid paying income tax by loopholes or other financial contrivances.

The Governing Board further reaffirms that philanthropy, through charitable
contributions, is not a loophole and should not be so treated in tax policy. It is a
voluntary act, today contributing approximately $30 billion a year toward construc-
tive, nonprofit undertakings in the private sector,, such as churches and association
of churches, colleges, hositals, and -other ventures which serve the public good as
well as state-financed, tax-supported institutions.

The Governing Board further continues to reaffirm that tax policy which in any
of its provisions reduces the incentives to charitable giving would do the most harm
to those who benefit the most-the young, the poor, the deserving-rather than to
those discouraged from making such contributions.
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Therefore, the Governing Board of the National Council of the Churches of Christ
in the U.S.A. urges the Congress of the United States:

1. To continue to allow a charitable deduction for long-term appreciated property
in an amount equal to the full fair-market value of the property at the time of the
contribution;

2. To allow taxpayers the right to remove all charitable contributions from
taxable income before electing to take such standard deduction, if the Congress
determines to raise the standard deduction provided any taxpayer who chooses not
to itemize deductions; and

3. To approach with extreme caution any other proposed revisions in tax policy
which would have an implied effect upon private philanthropy, taking into account
the effect upon the work of the more than 25,000 major agencies, churches, founda-
tions, and associations which are now engaged in using gifts from donors for the
good of others.

STATEMENT OF MRs. PHYLLIS EAGAN, ON BEHALF OF THE NATIONAL CONFERENCE

OF CATHOLIC CHARITIES AND ASSOCIATED CATHOLIC CHARITIES OF NEW ORLEANS

SUMMARY

Associated Catholic Charities of New Orleans and the National Conference of
Catholic Charities support S. 219 sponsored by Senators Moynihan and Packwood
for the following reasons:

Catholic Charities income from government sources has gone up in recent years,
but income from voluntary contributions has declined.

While it seems true that overall contributions to religious groups are up, the
number of contributors is down.

We have data which indicates that the drop in the number of contributors lies
entirely in lower income givers, the individuals and families likely to have taken
the standard deduction.

Decline in voluntary contributions to Catholic Charities has meant cut backs in
services, or growing waiting lists. It has meant increasing reliance on governmental
funds to deliver services, and the lack of voluntary resources to take new initiatives.

Catholic Charities supports S. 219 which would enable those who take the stand-
ard deduction to also itemize their charitable contributions, as an appropriate tax
incentive to strengthen the voluntary structures of our society in their important
task of delivery services.

Catholic Charities opposes the introduction of a "threshold" in the legislation as
that would simply negate what S. 219 is trying to accomplish.

STATEMENT

I am Mrs. Phyllis Eagan, a member of the Board of Associated Catholic Charities
of New Orleans, Inc. since 1976 and I now serve as President of that Board. I am
happy to testify for Associated Catholic Charities of New Orleans and-for the
National Conference of Catholic Charities in support of S. 219, sponsored by Sena-
tors Moynihan and Packwood, which would permit those who make charitable
contributions to take a tax deduction for those contributions even if they take the

-- standarid deduction and therefore do not itemize their other deductions.
Associated Catholic Charities offers social services to the Greater New Orleans

Metropolitan area. Beginning with institutional child care over 250 years ago,
Associated Catholic Charities today provides services in over 20 different social
services areas. These service areas include children's day care, maternity, adoption,
foster care, group homes, institutional adult care, Indochinese resettlement, home
and congregate meals, counseling, rehabilitation for the hearing impaired, immigra-
tion, and housing for elderly and low income families. From our statistics, we
estimate that in 1980, over 36,000 individuals will be assisted by Associated Catholic
Charities.

The National Conference of Catholic Charities is perhaps the largest human
service network in the United States. The Conference represents some 1,000 agen-
cies and institutions in all parts of the United States, providing, as our New Orleans
Agency does, the kinds of services to those who are suffering.

The proportionate support of ACC services from the public and private sectors for
the past two years and budgeted for the current year is as follows:
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SUPPORT OF ASSOCIATED CATHOLIC CHARITIES

Public Prate Other
Year

Amount Perent Amount Percent Amount Percent

1978 $...........................................6.............................. $ ,414,700 68 $1,780,142 19 $1,234,840 13
1979 1......................................................................... 7,756,684 80.4 1,093,584 11.3 800,526 8.3
1980 ........................................................ .............. 9,286,351 67 1,415,965 10.2 3,158,955 22.8

SOther is priman ily client fees based on the ablhty Io pay

The trend demonstrates a decline in-private sector support in relation to the total
agency budget.

The annual survey conducted by the National Conference of Catholic Charities of
all of its member agencies and institutions supports the same conclusion. The most
recent compiled data is for calendar 1978. From 1975 to 1978 our annual surveys
indicate the proportion of government funds in our programs increased by 8 percent
while voluntary contributions declined by 6 percent. In each of those years, but one,
Catholic Charities ran a deficit even after the application of substantial millions of
dollars in investment income.

Our concern, then, is over the serious erosion of our voluntary income and our
reliance on federal dollars. On the one hand, there is a clamoring for a balanced
federal budget, increased demands for defense spending, and a number of national
crises whose only alleviation seems to be federal money. On the other hand, there is
a growing "Proposition 13" attitude and a necessary demand for greater account-
ability in federally funded programs; so it must be concluded that many government
monies from many currently funded social programs may be on the decline. The
President's proposed astringent budget is a case in point.

As can be seen from the high proportion of government participation in our
programs, we then may be facing a serious cutback in services (this is currently true
in Title XX) and a need to significantly increase private support. Since it is over-
whelmingly evident to us that at present, the service needs of the New Orleans area
and the nation are not being met, it is incumbent upon us to make every effort to
promote additional private contributions.

However, our recent experience seems to show a trend of declining private giving.
In 1979, the United Way for the Greater New Orleans area was short of its goal

by approximately $200,000. This is the first time in about five years that the United
Way s drive has fallen short of its goal.

However, during the past few years, the goal has been reached with great difficul-
ty and effort, including the extension of campaign deadlines.

I want to look at this problem nation-wide in the Catholic Church. Studies
published by the National Council of Churches and the American Association of
Fund Raising Council indicate that giving to religious organizations is up. But at
the same time these studies demonstrate that the number of contributors is down.
Our national office is concerned with this especially in view of Dr. Martin Feld-
stein's data, on the loss of charitable organizational income due to increases in the
standard deduction, and the Gallup Poll demonstrating that the availability of the
charitable deduction is actually an incentive to give even among families with very
modest and low incomes.

In the voluntary diocesan fundraising drive in the Archdiocese of New Orleans
over the last ten years the total funds contributed are up, but the number of
contributors is down. In the voluntary campaign in Senator Moynihan's diocese of
Albany, New York, from 1969 through 1979, the amount of money contributed each
year was up, but the number of contributors is down. But more significant for your
purposes, the total drop in contributors is among the population which contributed
below $25 in the campaign-the number of low income contributors lost was over
20,000 during that time. The same is true in the Archdiocese of Denver which also
conducts an entirely voluntary campaign. The amount of contributions is up, but,
the number of contributors is down, and the loss is entirely among those who
contribute below $25 in the campaign. The same is true in several parishes our staff
checked in the State of Virginia.

In St. Gregory's Parish in San Antonio, Texas, in 1973 there were 1,500 Catholic
families. The number had increased to 1,850 families in 1978, and the pastor
observed that the average income of the neighborhood dropped slightly. But the
number of contributing families dropped from 1,400 to 900, despite the large in-
crease in the number of families in the parish.
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It seems to us that this sampling of actual data poses a very telling argument for
the passage of this charitable contributions legislation, particularly when read side
by side with the Gallup and Feldstein data.

All of us realize that inflation has made it more difficult for most persons to give
charity. The continued increase in the amount of standard deduction allowable has
taken away the tax incentive for many persons. Our ACC Board and the National
Conference of Catholic Charities urge the passage of S. 219 as a means of stimulat-
ing private donations to charities.

Let us illustrate what the lack of an increase in voluntary giving has meant to
our programs in the New Orleans area. We have cut back our Home Delivered
Meals program for the elderly, the handicapped and the blind because we do not
have sufficient voluntary contributions to match government funds. Our day care
programs for both children and the elderly are at a stand-still, and we have large
waiting lists of those needing these services. We have waiting lists several months
long for marriage and family counseling and you can imagine what a delay in such
counseling might mean to a family in stress. The same is true of our maternity
counseling programs. This list, I am sure, can be repeated around the country.

In addition, we are concerned that the loss of lower inc,)me givers will mean a
drop in that vitally needed volunteer service which so often comes with the interest
which generates the contribution. The Catholic Charities Movement does not want
to become a movement supported by elite givers and involving only elite volunteers.

Gabriel Rudney of the U.S. Treasury's Office of Tax Analysis has an article in the
current issue of Philanthropy Monthly, raising questions about Dr. Feldstein's data
and implying that people do not give because of the inducement of the availability
of the deduction. Well, in our experience people give for a lot of reasons, out of the
generosity of their hearts, but they also are encouraged to give, and give more
because of the incentive relative to their taxes. I don't understand his talk about
elasticity, but I do understand our findings in New Orleans, Texas, New York,
Colorado and other places that low income contributors are declining.

It has been the experience at Associated Catholic Charities of New Orleans that
the benefits derived from private contributions are measured in more than purely
monetary terms. Let me give you an example. Mrs. B is a 91-year-old woman who,
upon returning home after her third operation for cancer, entered the Home Deliv-
ered Means program. Although our participant in a situation like this may receive a
meal for the rest of her life, Mrs. B shows another side of this program. After six
weeks of receiving a daily hot nutritious home delivered meal, Mrs. B had regained
strength to the point of requesting the service be deferred to a more needy person.
To this day, she continues an indepedent life. However, had it not been for the
contributions from private citizens, it would have been impossible to provide the
match for the public funds to provide this service.

Above and beyond the private contributions that are used as the match for public
funds, some private contributions can be used to 1 rovide part-pay services for those
who do not qualify for public support.

Mrs. Y was one such participant able to take advantage of a reduced fee scale.
This single parent, and may like her around the country, earn too much to qualify
for public support programs, but earn too little to afford to purchase services
outright. In Mrs. Y s case, she needed the services of an infant day care center in
order that she might be able to continue gainful employment, and thus avoid having
to depend on welfare. Programs like this allow many to participate more actively in
society and thereby maintain their human dignity. Without private contributions,
programs like this would be non-existent.

With voluntary giving, comes an increased interest in the delivery of community
social services. As people become involved in programs, particularly if it involves
their own money, they become more interested in how that money is spent. This
community participation takes on a feeling of a partnership in service delivery. As a
group looks at its problems and begins to help each other seek solutions, a feeling of
pride and community identity emerges.

Not only do cumulative effects of private contributions provide benefits to the
program participant and also potential benefits to the taxpayer in the form of
reduced dependence on government funding, but these added benefits often spill
over to the programs themselves as well. The following examples illustrate this
point:

Our Marriage and Family Counseling program has no public contributions. In-
stead, its $112,000 budget is made up of 73% private contributions and 27% fees.
This funding situation also allows services to be provided on a sliding-scale fee basis.
Mrs. R, the mother of three children, came to our counseling services program after
the death of her husband. Since counseling, she is now confident that she can be of
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some assistance to others, particularly at a time of loss or separation. Now remar-
ried, Mrs. R has offered her assistance by becoming a.foster parent. Thus far, Mrs.
R and her family have been able to temporarily house three abused infants. This
example demonstrates how the ability to offer a service can increase the possibili-
ties of providing additional services.

The counseling program's community impact is significant. One way to measure
this impact is through client satisfaction, and this satisfaction is demonstrated by
the fact that over 30% of new referrals come from community sources who made
past referrals and heard good reports from them.

As our clients go through the program and begin to improve their personal
situations, they are then able to become more involved in the community. Some of
the clients return to work or begin to work because of counseling. Approximately 25
percent become associated with volunteer organizations such as Big Brothers, pro-
grams for elderly and community groups. Clients, often, not only encourage others
to seek help through referrals but also are able to actively contribute to the
community through volunteer or paid employment. The effects of programs like
these are based on the contributions of others.

The interest stimulated by the private contributor's desire to realize the benefits
of the contribution frequently results in the volunteering of his own personal time.
Through private contributions comes. an increased local involvement in terms of
talent, time and energy. This encourages people of all positions and backgrounds to
participate in services to each other and benefit from each other's experiences. As a
regular contributor to fundraising drives, Ms. X learned of a new program-a
shelter for battered women. She decided to volunteer her spare time assisting with
child care for those shelter residents with small children. By personally meeting the
residents, she became more involved in the program. As a para-professional, she has
become a good resource for specific situations. Her background enables her to lend
advice on personal financial management. In several incidents, this advice has
enabled several residents to develop a firm financial plan to care for their families.
The basis of Ms. B's volunteerism was the interest spurred by her initial private
contribution.

As private support falls and demands for federal support increase, the future for
private non-profit social service delivery becomes questionable. I believe that the
reversal of this trend lies in stimulating the private sector support. Those private
contributions allow the match for government support and support new initiatives.
They allow services to be provided on a reduced fee basis. And, they encourage more
personal support not only from program participants, but also from the contributors
themselves.

I would like to add that introducing a "threshold" into the important and helpful
legislation before us is something we oppose. We believe that now permitting the
charitable deduction until contributions reached a certain percentage of income
would very simply negate what S. 219 is doing. Our data about lower income
contributors seems to substantiate that. So we would oppose a threshold.

The National Conference of Catholic Charities and the Board of Associated Catho-
lic Charities of New Orleans are concerned with the decreasing private sector
support and realize the value it has to our programs. We are working on the
problem and see this as an opportune time to ask for your assistance. We believe
that stimulating private contributions is the key to reversing recent trends, and,
therefore, we urge that you seriously consider the merits of S. 219 and support this
measure to its becoming law.

I also want to take this time to thank you sincerely for the opportunity to speak
to you today on behalf of the New Orleans social service community, including
participants, contributors, and professionals, as well as on behalf of the National
Conference of Catholic Charities.

STATEMENT OF REV. RAYMOND H. HARTZELL, LUTHERAN SOCIAL SERVICES OF THE

NATIONAL CAPITAL AREA

I. INTRODUCTION

Mr. Chairman, I appreciate this opportunity to present testimony on S. 219, the
Charitable Contributions bill, sponsored by Senators Daniel P. Moynihan and Bob
Packwood. S. 219 permits donors to take a separate tax deduction for their charita-
ble gifts whether or not they itemize their other deductions.

My name is Reverend Raymond H. Hartzell and I serve as Executive Director of
Lutheran Social Services of the National Capital Area. Lutheran Social Services
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(LSS) is one of approximately 280 Lutheran social service agencies and institutions
operating throughout the country.

II. DESCRIPTION OF LUTHERAN SOCIAL SERVICES OF THE NATIONAL CAPITAL AREA

Lutheran Social Services was founded 62 years ago by Lutherans to serve the poor
and needy of Metropolitan Washington. Lutherans haveprovided most of the finan-
cial and volunteer support of the agency. Services provided are offered to everyone.
Last year, with a staff of 25 and roughly 500 volunteers donating 14,000 volunteer
hours, we served 10,000 people.

Several examples will highlight the services which LSS provides. In 1979, we
assisted 6,300 inner city poor with food, clothing, job assistance and counseling. We
helped 280 ex-offenders by providing employment training, jobs, and support in
their post-prison adjustment. Over 1300 Southeast Asian refugees were aided in
settling in the Washington Metropolitan area. Our Adoption Department helped
over 252 people, placing 48 children (mostly with handicaps) with families through-
out the area. The numbers of people served are small in relation to the universe of
need; however, we place a high value on the individualized, face-to-face relation-
ships which we have with the people to whom we have ministered.

In addition to the human services which LSS provides, we bring a unique ingredi-
ent to the mix of social services in Metropolitan Washington. On the basis of our
small size, we are free to test new ways of helping people. Our successes can be
duplicated and used by larger and governmental agencies, while our failures become
learning experiences at relatively small cost. For example, we were one of the first
to develop a Meals on Wheels program in Washington, D.C. Our program for ex-
offender aid is being developed as a national Law Enforcement Assistance Adminis-
tration (LEAA) model. Because of our size, we can mobilize rapidly to meet an
immediate crisis like the Southeast Asian refugee influx in 1975. We believe that
our size and uniqueness saves society many dollars and enables us to meet individ-
uals' needs.

III. IMPORTANCE OF CHARITABLE CONTRIBUTIONS TO OUR WORK AND WORK OF THE
CHURCH

Seventy percent of Lutheran Social Service's activities are supported by voluntary
gifts emanating from individuals. Donations are received either from local congrega-
tions, judicatories, the national Lutheran church bodies, United Way, or directly
from individuals. Although the majority of our financial support flows directly from
various structures within the Lutheran church bodies and from the United Way, it
must be stressed that support starts with and is dependent upon individual gifts,
including to a large extent members of local congregations. It is these voluntary,
individual gifts that make it possible for the church through its local congregations,
social service agencies, institutions, and international aid agencies, to perform a
diverse range of social welfare ser vices both in this country and abroad.

Lutheran Social Services cannot exist on government contracts or foundation
grants. Most of these funding sources are short-term and capricious. They are used
to supplement our basic program. Our core program must be supported by individu-
al financial donations. Further, we find that people who donate money also donate
volunteer time. Their financial contribution gives them a sense of ownership which
leads to involvement. Therefore, financial giving not only keeps our professional
staff serving people but it increases our volunteer staff. Volunteers are critical in
the ability of LSS to serve more people and to provide these services for less money
than government agencies.

IV. STATEMENT OF LUTHERAN COUNCIL IN THE U.S.A. ENDORSING CHARITABLE
CONTRIBUTIONS BILL

The Lutheran church bodies, through the Lutheran Council in the USA, have
made strong public statements supporting enactment of S. 219 and H.R. 1785, its
companion measure introduced in the House by Representatives Joseph L. Fisher
and Barber A. Conable, Jr. In May of 1979, the Lutheran Council in the USA
ado pted the report of the Lutheran Consultation on the Nature of the Church and
Its Relationship With Government. The consultation report contained a series of
pblic policy recommendations, one of which supported enactment of the Charitable

ntributions bill.
The statement noted that allowing a separate charitable deduction for all tax

payers whether or not they itemize their other deductions would (a) represent an
important incentive to personal giving to voluntary human services, (b) recognize
the unique nature of the charitable deduction in contrast with other currently
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itemized deductions, (c) democratize the charitable deduction's base by extending its
use to most middle and low-middle income taxpayers, (d) reverse the current trend
toward decreased use of this deduction, and (e) avoid the regulatory and related
governmental requirements associated with direct forms of federal assistance. In
addition, it should be noted that if current tax policy continues to erode the
financial base of the charitable sector and forces voluntary organizations to curtail
essential health and welfare services, the responsibility by continuing these services
would fall on the government.

The complete text of the consultation statement on the Charitable Contributions
bill is appended to my statement.

V. CONCLUSION

In 1978, 46.6 percent of all charitable contributions-the largest single share-
went to religious organizations. Thus, any piece of legislation or policy which affects
the giving patterns of Americans will be of significance and concern to the religious
community. The Lutheran church bodies strongly support the charitable contribu-
tions bill for the reasons previously articulated in this statement. The churches,
their agencies, and other voluntary associations have proven their value repeatedly
in reducing suffering, pioneering in social services, alleviating injustices and
invigorating and diversifying our nation's public life. The Charitable Contributions
bill will allow the voluntary sector to continue serving the common good and will
also preserve and strengthen the charitable donation whereby the individual citizen
can directly apply his or her own resources to a recognized public purpose.

It seems clear to me that the legislation before this Subcommittee today is a
sotnd piece of social policy. Thank you.
APPENDIX I.-LUTHERAN CONSULTATION ON THE NATURE OF THE CHURCH AND ITS

RELATIONSHIP WITH GOVERNMENT

ENHANCING THE IMPORTANCE OF CHARITABLE CONTRIBUTIONS

Studies have shown that changes in tax forms to simplify filing have had an
adverse effect upon charitable giving. To reverse this trend, legislation has been
introduced to make the charitable deduction available to all taxpayers, whether
they elect the standard deduction or itemize their deductions.

Allowing a separate charitable deduction for all taxpayers whether or not they
itemize their other deductions would (a) represent an important incentive to person-
al giving to voluntary human services, (b) recognize the unique nature of the
charitable deduction in contrast with other currently itemized deductions, (c) demo-
cratize the charitable deduction's base by extending its use to middle and low-
middle income taxpayers, (d) reverse the current trend toward decreased use of this
deduction, and (e) avoid the regulatory and related governmental requirements
associated with direct forms of federal assistance.

Under another proposal such a charitable deduction for all taxpapers would be
allowed only if the charitable contributions exceed a certain amount or percentage
of income (the "floor"). Establishing a "floor" would negate the positive effects of a
proposal which permits all taxpapers to deduct gifts to charity on their individual
income tax returns.

Recommended: That the Lutheran Council continue to support legislation that
would allow all taxpayers to take a deduction for their charitable gifts, whether or
not they itemize their other deductions;

That the Lutheran Council inform its participating church bodies and the Con-
gress of the justification and need for such a deduction;

That the Lutheran Council continue to oppose any new limitations, such as a
"floor", on the use of the charitable deduction.

STATEMENT OF ROBERT P. DUGAN, JR., DIRECTOR, OFFICE OF PUBLIC AFFAIRS,
NATIONAL ASSOCIATION OF EVANGELICALS

We are grateful, Mr. Chairman, for the opportunity to testify in support of S. 219.
I represent the 36,000 churches of the National Association of Evangelicals, with a
composite membership of 3.5 million. Beyond that, on this issue I believe that we
sense the mind of most of the 45-50 million evangelicals in the United States.

I could not be in a stronger position to testify this morning because, in a 1979
resolution, the National Association of Evangel icals in its annual convention in
Orlando, Florida supported this legislation.
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Evangelicals understand that the standard deduction for taxpapers was not de-
signed to erode charitable giving, but that it nevertheless has had that effect, thus
diminishing the ability of voluntary agencies to provide services. We will not at-
tempt to document the decline in philanthropic giving, for the Senators are aware
of it, and others presumably will have outlined the facts.

Here is the resolution adopted eleven months ago:
European visitor Alexis DeTocqueville noted a unique quality in colonial America.

He marvelled that, when needs developed in communities, the people voluntarily
associated themselves together and organized to meet those needs.

Since our earliest days, voluntary, non-profit agencies have been part of the vital
strength of the United States of America. Such agencies, including religious institu-
tions and churches, have performed necessary functions that otherwise would have
fallen to Government.

Charitable contributions to voluntary agencies have diminished considerably in
recent years, with increased use of the standard deduction on the federal income
tax. It has reliably been estimated that between 1970, when 50 percent of Ameri-
cans used the standard deduction, and 1977, when 75 percent or more used the
standard deduction, philanthropic organizations lost $5 billion in contributions as
the result of the loss of financial incentive to the bulk of middle class Americans.
The price tag in 1977 alone has been placed at $1.4 billion.

Believing that voluntary agencies should be strengthened and that it would be
tragic if their services eventually had to be taken over by the government, the
National Association of Evangelicals endorses the kind of legislation espoused by
Representatives Conable and Fisher in H.R. 1785 and Senators Moynihan and
Packwood in S. 219. Such legislation would allow all taxpayers to deduct charitable
contributions "above the line," i.e., whether or not they itemize their other deduc-
tions.

We are convinced that the independent sector is indispensible in American soci-
ety. Consider the alternatives, if contributions should continue to decline and the
voluntary agencies no longer could provide civic, social, religious, medical, musical,
educational, and other services. Either communities' needs would be unmet, or
government would have to increase taxes to provide the missing services. The
former is unacceptable, while the latter is undesirable.

Unwittingly, the Federal Government is currently discouraging support of the
independent sector. Lower and middle income taxpapers are penalized in employing
the stardard deduction, for they are taxed on many of the dollars freely given away
to benefit others. On the other hand, it dismays one to realize that some people who

-do-not lift a finger to help others through contributions are receiving a tax-break
for their non-contributions. The net effect of S. 219, by requiring itemization of
contributions in order to claim deductions, will be to remove this unfair benefit
from non-donors. That in turn will restore a good amount of tax dollars to the
Treasury, a counter-balance to revenue lost through deductions, provided that the
standard deduction is adjusted to exclude contributions completely.

Our testimony is not selfishly oriented. Church giving in 1978 amounted to $18.4
billion dollars, a 9.9 percent over 1977, while the inflation rate was 9 percent,
according to the American Association of Fund Raising Council. The two previous
years showed a similar real increase in contributions, over the inflation- rate.
Statisticians know that evangelical churches regularly experience even larger per
capita contributions. Evangelical Christians, obedient to the Scriptures, will always
give tithes and offerings to their churches, whether or not there is a charitable
deduction allowed them.

On the other hand, if the contributions of such highly motivated people cost them
100 cent per dollar, they will have less disposable dollars to contribute. Community
agencies will then undoubtedly suffer, because evangelicals will give top priority to
"the Lord's work." Suffice it to say, the broad general public, lacking that sense of
personal responsibility to God, may be less inclined to support the range of volun-
tary organizations that play a strategic role in our communities.

Many citizens may react psychologically, interpreting the government's position
as one of indifference to these social needs. If the government is unwilling to offer
any incentives for voluntary contributions, they may feel that the government
should jolly well take care of the problems.

We express gratitude particularly to Senators Moynihan and Packwood for their
wisdom in introducing S. 219, along with a significant number of senators who are
co-sponsors. By all means, for the good of the nation, we urge you to extend
charitable contributions deductions to all taxpapers. We applaud your effort.
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STATEMENT OF PHILIP BERNSTEIN ON BEHALF OF COUNCIL OF JEWISH
FEDERATIONS, INC.

SUMMARY
I. The problem

(A) Reduction of the use of the charitable deduction as an itemized deduction runs
counter to the basic government policy to encourage participation and support by
all taxpayers in meeting charitable and welfare needs.

(B) A further reduction will remove incentives for contributions which will result
in losses to charities, reducing their capacity to serve those in need, and pressures
for more government expenditures to provide needed services.

II. Recommendation
The law should be amended to make the charitable deduction an above-the-line

deduction allowed in computing adjusted gross income.

III. Reasons for recommendation
(A) Extending the charitable contribution deduction to all taxpayers, whether or

not they itemize, would encourage charitable giving at all levels and democratize
philanthropic support.

(B) This change would channel tax savings to purposes which are important to
society as well as to the economy.

(C) Increased incentives would result in sums contributed to support needed
services.

(D) There should be a reward for generosity in the public interest; it would be
doubly beneficial in also lessening burdens on the government.

STATEMENT
The Council of Jewish Federations is a consortium of Jewish Federations in 800

communities which provide a wide variety of services to individuals in need, includ-
ing refugee care, hospitals, aged care, family counselling, child care, youth and
community centers, vocational guidance and other services

They are supported by contributions secured from over 1,000,000 individuals. They
serve over 1,200,000 individuals annually. The amounts raised currently in Jewish
Federations approximate $500 million with at least $200 million raised additionally.
The gifts of $700 million by Jewish efforts made possible the provision of services
with costs in excess of $3 billion annually. Thus, contributions have a multiplier
effect because they generate additional support. More important, they generate
additional human services.

The amounts raised in 1979 by Jewish Federations are about 5% higher than they
were four years earlier-but the ravages of inflation have eroded the purchasing
power of these gifts by over one-third in these four years.

This amounts to negative windfall. While the Treasury receives a positive wind-
fall from the escalation of income into higher tax brackets, charities are faced with
the obstinate fact that giving is voluntary and does not escalate automatically. A
virtually stationary dollar is a declining dollar in terms of purchasing power.

Since the enactment and steady growth of the Standard Deduction (now termed
the Zero Bracket Amount) the proportion of taxpayers who are encouraged to forego
contributions because they receive no tax benefit for so doing has increased dra-
matically: it is currently from 75 to 80 percent of all taxpayers

This pattern places too heavy a reliance, relatively on the very largest gifts. These
gifts are urgently needed, but they, too, can be endangered if the Standard Deduc-
tion continues to erode the incentive for charitable contributions.

We support enactment of the so-called "above the line" treatment of charitable
deductions by nonitemizers so that all citizens would continue to be encouraged by
their government to contribute.

It is appropriate, in a democratic society, to encourage all citizens to give regard-
less of the size of gifts.

A study conducted of the 1978 gifts of 600,000 contributors to Jewish Federations
in 85 cities indicated that 75 percent of the gifts were at levels below $500. This is
precisely where the combination of income levels and the Standard Deduction
sharply diminish incentives to contribute. These gifts could be extended and expand-
ed if the contribution deduction would be made available to these individuals.

A recent Gallup poll indicated that the giver in the income bracket of $15,000 to
$20,000 who itemizes his deductions gives three times as much as the individual who
takes the Standard Deduction.
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The combination of these factors indicates that the "above the line" contribution
deduction could result in a doubling or tripling of contributions which could provide
additional tens of millions of dollars to provide human needed services.

A number of concerns have been aired with regard to the proposal to extend
charitable deductions including:

1. Revenue loss.-Some say that if taxes are cut, revenue- loss is inevitable. The
key question is whether the form of the cut enriches the human qualities of our
society. Charity does so uniquely.

2. Simplification.-Adding one line to the tax return to provide for the charitable
deduction is not crucial in attaining simplification. It has been done for other types
of transactions (e.g. alimony). The contention that extension of the Standard Deduc-
tion is simplification is simplistic: in the name of easing the auditing load of IRS by
an extremely modest extent, potential charitable contributions may be simplified
out of existence.

The ultimate beneficiary of the incentives is not the taxpayer, but the human
being in need who is added by the services made possible by contributions.

People are better people if they give. This is the time to reinforce governmental
encouragement for charitable giving by all levels of givers, including moderate
givers, by allowing the charitable deduction for all taxpayers, regardless of whether
they itemize their deductions.

We have avoided repetition of the detailed case for this proposal made by other
philanthropic agencies but we share their concern most vigorously.

Senator PACKWOOD. Before calling the next panel, Mr. Chairman,
I would like to ask to have inserted in the record a letter to me
from Jean Babson, a close friend of mine in Portland, who is long
experienced in charitable activities, and also a statement from the
Child Welfare League.

Senator MOYNIHAN. I would be happy to do that.
[The material referred to follows:]

PORTLAND, OREG., January 29, 1980.
DEAR SENATOR PACKWOOD: As a trustee of Reed College, a former Board member of

the Child Welfare League of America, a present and past Board President of two
Oregon agencies which are members of the Child Welfare League, and as a member of
the Oregon Association of Private Child Caring Agencies, I see first hand the vital
importance of the tax deductable charitable contributions legislation to the welfare
and survival of these organizations-organizations that are vitally important to the
welfare of Oregon Communities.

I stand firmly behind the Child Welfare League testimony, and I urge that you
introduce and read the League testimony into the hearing record.

I also strongly urge the passage of your bill, S. 219.
With most appreciative thanks,

JEAN BABSON.
Attached: Copy of the Child Welfare League testimony on S. 219. Summary page

included.
STATEMENT OF CHILD WELFARE LEAGUE OF AMERICA

SUMMARY

The Child Welfare League of American thanks the Senate Finance Subcommittee
on Taxation and Debt Management for holding these hearings to receive the views
of many r 9n-profit, charitable national, State, and local organizations which strong-
ly support the Charitable Contributions legislation being considered by the 96th
Congress. The League strongly supports the legislation and presents this support on
behalf of the League as a national voluntary organization, but also on behalf of the
hundreds of State and local voluntary child and family serving agencies affiliated
with the League, and through a division of the League, the Office of Regional,
Provincial, and State Child Care Associations (ORPSCCA).

We support this legislation based upon four principles:
1. The American Way-private individuals volunteering time and money to help

the needy-is still strong.-The individual contribution is a way to maintain volun-
teer support, continue a pluralistic set of child and family serving agencies, fund
preventive family services, and finance facility construction and renovation costs.
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2. The voluntary and governmental sectors are interdependent,-The voluntary
social services agencies, and child and family serving agencies in particular, have
assumed important responsibilities in providing court mandated foster care and
family support services for dependent and neglected children-children who are the
responsibility of the public agencies of the State Child Welfare system. The individ-
ual contribution is an important source of funds for the voluntary agency, which
must augment the government rate for cost of care, so that the agency s actual cost
of care and services is met. The individual contribution also helps to supplement
those program gaps and shifts experienced in child and family services programs
operated by the governmental sector.

3. Private donations provide children with the kinds of things that make life
livable.-Private contributions, particularly individual gifts from low and middle
income people, make possible the kinds of activities that make a child's time in
foster care or residential treatment programs more livable. These include
allowances, birthday and graduation presents, special trips with school classes, even
bar mitzvahs or wedding parties.

4. The voluntary sector can provide services at a lower cost.-A state example, the
Michigan Federation of Private Child and Family Agencies report, "In Partnership
with the Public: The Story of the Non-Profit, Non-Government Child Care and
Placement Agencies of Michigan," proves this.

The Child Welfare League believes that there has to be a built-in governmental
incentive to build a stronger base of private dollars and individual contributions for
child and family serving agencies in these times of fiscal austerity. The Charitable
Contributions legislation represents an important incentive, and we urge this Sub-
committee to report out S. 219 and urge both the Senate and the House to pass this
legislation before the 96th Congress adjourns.

STATEMENT

My name is Joyce Black, and I am the Chairwoman of the Public Policy Commit-
tee of the Board of Directors of the Child Welfare League of America, Inc. I am
appearing today on behalf of the Child Welfare League, a voluntary organization
founded 60 years ago, which is a federation of 402 child and family serving agencies
in the United States and Canada. The League is directed by a board of lay and
professional leaders from all parts of both countries. The League is supported by
dues and fees paid by affiliated child and family service agencies, as well as from
restricted foundation grants, Federal government project grants, charitable contri-
butions and United Way allocations. I appear before this Subcommittee, not only on
behalf of the League as a national charitable organization, but also on behalf of the
hundreds of State and local charitable organizations affiliated with the League-
which provide important services to children who are neglected, abused or seriously
in need of help. The Child Welfare League is a member of the umbrella group, the
National Assembly of National Voluntary Health and Social Welfare Organizations,
Inc., which is a member of CONV, the Coalition of National Voluntary Organiza-
tions.

The Child Welfare League, by the direction of its Board of Directors, strongly
supports the Charitable Deductions legislation being sponsored by Senators Moyni-
han and Packwood and Congressmen Fisher and Conable, along with nearly 200
other Senators and Representatives. The Office of Regional, Provincial and State
.Child Care Associations (ORPSCCA), a division of the Child Welfare League, also
considers the successful enactment of this legislation a top priority.

As a board member of the New York ORPSCCA affiliate, the New York State
Council of Voluntary Child Care Agencies, I want to express my appreciation to the
New York State delegation, especially Representative Conable and Senator Moyni-
han, for supporting this legislation. I have devoted my career to volunteer leader-
ship activities, and am currently serving on boards of both local and national
voluntary organizations. I am the president, Day Care Council of New York, Inc.;
president, Big Brothers of New York, Inc.; vice president, National Center for
voluntary Action; Vice president, Big Brothers/Big Sisters of America (first woman
trustee); member, New York State Banking Board (first woman member); co-chair-
person, Mayor's Voluntary Action Council; chairperson, New York State Advisory
Committee on Services; member, New York State Temporary Commission of Child
Welfare; trustee (first woman), New York University Medical Center; past chairper-
son, Resources Review Board; board member, Council on Accreditation on Services
for Families and Children; board member, National Conference on Social Welfare;
vice president, New York Council for the Humanities; vice president, Cancer Care,
National Cancer Foundation. I have served on the Board of the Child Welfare
League since 1975. Therefore, I come before this Subcommittee to discuss the
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importance of the legislation both as a representative of a charitable organization,
and as a volunteer and "contributor of my time and resources" to the voluntary
sector.

THE AMERICAN WAY-PRIVATE INDIVIDUALS VOLUNTEERING TIME AND MONEY TO
HELP THE NEEDY

The social welfare system in this country began much earlier than the 1930's,
with the advent of the New Deal legislation and the implementation of the Social
Security pension and income maintenance programs. It existed before the early
1900's in charitable societies in volunteer efforts of such individuals as Jane
Addams, the social worker who served "refugee children," and Charles Crittenton,
the mission worker who founded a network of homes across the United States and
the world which provided refuge for young women who were dragged or fell into
prostitution or bore unwanted children; and in the philanthropic donations of busi-
ness leaders to such causes. All of these represented, in a much more modest and
decentralized way, the role which the Federal government; especially the Depart-
ment of Health, Education and Welfare, now plays ;n serving the social welfare
needs of the American people.

The individual charitable contribution is a mechanism to maintain that pre-New
Deal spirit and pluralism in the delivery of social services to needy children, adults
and families today. Some child and family serving agencies, to this day, continue to
operate using only private contributions, endowment resources and volunteers.
Child and family service agencies which emphasize a self-help model to treatment,
such as Big Brothers, Parents Anonymous, or Hotlines for information, referral and
general counseling, also incorporate into their staffing model the "helping by doing"
role of volunteers who listen, share their experiences and spend time sharing and
giving personal support to others in need of caring.

Some children and families, as individuals, deliberately seek help from voluntary
agencies, through their church affiliations or through fraternal and community
connections. The roles of Federal, State, and local governments, as well as the
courts, continue to grow in many areas: in both financial and legal responsibility;
cases of child abuse and neglect; family support services. In other areas, such as the
care of children outside of their own homes, many children continue to be referred
to private counseling services, foster home, and group care agencies by their fami-
lies or churches for social services, mental health and educational treatment. In
many cases, these children and families who need care have modest incomes, but
those incomes are too high for them to be eligible of government-supported pro-
grams such as Title XX. Therefore, agencies which accept private referrals can
serve these families only by supplementing the fees received from the family (often
on a sliding scale) with private contributions.

Voluntary child and f imily service agencies also look to the charitable contribu-
tioui to support their innovative, exploratory and groundbreaking (both figurative
and literal) programs. Governmental funding of programs designed to assist families
who are struggling to stay together (either emotionally or financially) is very
limited, expecially in times of inflationary increases in current service programs.

Preventive services don't get funded first. For example, over the past three years
we come before another Subcommittee of this body, the Public Assistance Subcom-
mittee, and requested additional Federal funds, under Title IV-B of the Social
Security Act, for child welfare services to prevent family breakup and to reunify
families after children have been placed in foster care. No additional IV-B funds
have been appropriated and inflation has reduced the buying power of the static
appropriation.

Therefore, it is ultimately the financial responsibility of the voluntary sector to
underwrite preventive services, such as parenting effectiveness service, home budg-
eting and management seminars, social and supportive counseling services, etc.
Special contributions are also needed for supplemental services to families with
special needs, such as transportation or escort service for handicapped children
attending daily therapy sessions.

Private contributions are also an important source for facility construction and
renovation costs. "Bricks and mortar" are a costly, yet essential expense for any
social services agency and particularly important' for child and family services
agencies which provide residential care for children. These residential programs,
along with the large numbers of voluntary hospitals and mental health institutions
in this country should be supported in their efforts to obtain charitable contribu-
tions. Facilities must be repaired and maintained, and as programs expand new
facilities must be constructed. Construction costs have, as a rule, been prohibited as
allowable costs in governmental contracts. However, voluntary agencies can con-
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struct and operate building programs much more efficiently than governmental
agencies. The citizen board of a voluntary agency has overall policy and fiduciary
responsibilities to see that competitive bids for construction contracts, and efficient
management of the agency's physical plant are the standard operating procedure.
As an example, a children's home in Missouri conducted a needs assessment and
found that two areas of the state do not have sufficient services for children in need
of out-of-home care. The agency is currently conducting a capital fund drive for two
new community homes which will be able to serve 10 children each. The agency and
its board are conducting the campaign with a goal of $500,000 needed to construct
these new facilities.

THE VOLUNTARY AND GOVERNMENTAL SECTORS ARE INTERDEPENDENT

Government supported human services programs are not only failing to move
toward universal coverage in these times but also are being reduced or eliminated
under the pressure for balanced budgets and government cutbacks.

Voluntary social services agencies, and child and family serving agencies in
particular, have assumed important responsibilities in providing court mandated
foster care and family support services for dependent and neglected children-
children who are the responsibility of the public agencies of the State Child Welfare
system. Receiving local, State and Federal funds under purchase of service contracts
with Public Welfare departments is becoming more and more the rule, rather than
the exception, for voluntary child and family services agencies. One reason for this
has been the inability of federated fund raising drives in communities to keep
contribution levels up-meeting the pace of inflation. The continuation of the chari-
table contribution is important, however, even in the case of those agencies where
governmental funds represent more of the agency's budget than United Way or
private contributions. These funds serve many purposes, including the seed or
match money to draw down Federal dollars to a local area. This approach is utilized
under Title XX and other Federal-State matching programs which allow the private
dollar to be used for match. Private dollars, and especially the United Way alloca-
tions for many child and family services agencies, are used to augment the govern-
ment rate for cost of care, so that the agency's actual cost of care and services is
met. Currently, the United Way of Metro Atlanta, in cooperation with the local
child and family services agencies and the Georgia Department of Human Re-
sources, is studying various proposals to ensure adequate governmental rates for
purchase of services for those children and families who are the legal responsibility
of the State government. If adequate rates are established, then the charitable
contributions can be used for other important human services activities. The use of
endowment funds on a short-term basis, as well as borrowing money from local
banks, to pay the costs of delays in payments from purchase of service contracts
with the 'State or Federal governments, are also examples of the inefficient and
complex problems which are too often inherent in receiving government funds.
Voluntary agencies, which do not have taxing power, must be able to rely on the
flexibility of private funds in order to remain fiscally responsible for operating
programs.

In addition to the red tape and cash flow issues of government financed human
services programs, the gaps in government programs, as well as the ever-shifting
financial and political priorities are important factors. The voluntary sector must
continue to provide necessary, dependable services when the seed money from the
Federal government ends or when the the service is no longer a political priority of
the elected officials. For example, a New York City child care agency has financed,
with private contributions, a nursery school for children between two and three
years of age who need to begin early special training because of handicapping
conditions. The Federal and State program for the Education of Handicapped Chil-
dren does not begin financial coverage until the age of three. Private funds, there-
fore, have filled a gap in service to promote better education of handicapped chil-
dren which will prevent more deteriorating conditions later. In another State, child
care has dropped out of the "top ten" priorities for State government funds, in order
to make room for a new State program, UTILCARE, to pay 50 percent of the utility
costs for eligible elderly. Again, the private contributions will be called upon to
subsidize necessary child care arrangements. Clearly in all of these examples, the
voluntary sector and the governmental sector depend upon each other for more
universal coverage, and for more adequate benefits for those individuals most in
need. Enactment of Charitable Contributions legislation would support, at the Fed-
eral level, the private and public efforts to finance better human services programs.

60-529 0 - 80 - 10
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PRIVATE DONATIONS PROVIDE CHILDREN WITH "THE KINDS OF THINGS THAT MAKE
LIFE LIVABLE"

With respect to the care and services to children who are the legal responsibility
of the State governments, there are many uses of the private contribution which do
not represent merely a subsidy of the room, board, or salaries, of child welfare
workers. Private contributions, particularly individual gifts from low to middle
income people, maketpossibie the kinds of activities which make life in foster care
or residential treatment programs more livable. These include allowances, birthday,
and graduation presents, special trips with school classes, even bar mitzvahs or
wedding parties. -For example, gifts of $50-$500 are crucial to an agency with a $14
million budget, so that holidays, educational expenses, and Scholarship funds for the
children in care can be provided. In an agency caring for delinquent youth, charita-
ble dollars have provided the youth with a vocational counseling program which
uses independent learning with audio-visual equipment and computer analysis as
tools for exploring different career possibilities, as well as developing job search and
interview skills. Charitable contributions have also financed a follow up study to
determine the impact of the vocational program in terms of job results for youth no
longer being served by the agency. These are contributions which should be encour-
:aged and which enhance the quality of government financed services in a very
humane way.

THE VOLUNTARY SECTOR CAN PROVIDE SERVICES AT A LOWER COST-AN EXAMPLE

In May 1979, the Michigan Federation of Private Child and Family Agencies
issued a report, "In Partnership with the Public: The Story of the Non-profit, Non-
government Child Care and Placement Agencies of Michigan." The Federation, an
ORPSCCA affiliate, provided documentation to confirm the efficiency of the States
government's "purchase of service" policy. The State decision to purchase child
welfare services from voluntary agencies is saving Michigan taxpayer more than
$20 million dollars in salary and fringe benefit costs alone. And Michigan's "un-
wanted, parentless, delinquent and otherwise 'troubled' children" are being served
in equal, if not higher, quality service settings than in government operated pro-
grams.

One of the purposes of the report was to show that government policymakers who
have recognized the tradition of the private, non-profit sector, and utilized the
agencies through the purchase of services program, have made efficient and effec-
tive decisions. The report encourages citizens to be supportive of the continuation of
this policy. This public information and education purpose is important for those
voluntary child and family serving agencies who utilize both governmental and
private dollars to serve needy children. (A copy of the recommendations and sum-
mary of the Michigan Report is attached as Appendix A.)

STATE CHARITABLE CONTRIBUTIONS LEGISLATION ALSO NEEDED

Recognition, at the Federal level, as well as at the State and local level, of the
importance of the charitable contribution to maintaining high quality and efficient
cost controls can be exemplified in the Charitable Contributions legislation. We
should not only concentrate our efforts on Federal legislation, but also recognize the
important role that State legislatures can play in changing State tax laws to
increase the amount of charitable giving. For example, California voters will be
considering a proposal to cut the State income tax in half this coming June. This

roposal, known as Jarvis II for its author, would cut back state revenues by some
5 billion in 1981. In the event that the Jarvis II proposal is adopted, the State

charitable contributions legislation, AB545, introduced by Assemblyman S. Floyd
Mori, becomes an even more important state tax change for child and family
services which must use both public and voluntary funds to run needed programs.

SUMMARY-ENACT CHARITABLE CONTRIBUTIONS LEGISLATION IN 1980

If 1980 is the year for tax reform legislation, then it is imperative that charitable
contributions legislation be enacted as well. The above-the-line treatment of charita-
ble deductions supports those individuals who are concerned about human services,
child and family services, and other charitable health and social welfare activities
taking place in their communities and States by recognizing their contributions in
the taxation system. Budget cuts in governmental funding for social services are
taking place. As this nation proceeds to increase its defense capabilities, and as
State revenue surpluses diminish, Federal level encouragement to the American
taxpayers to participate in voluntary contributions of money-and time-to "people
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programs" is an important public policy thrust to implement this session of

The Child Welfare League, along with the many other groups supporting this
legislation, is confident of its success, although we are also realistic about the length
of time often required to implement sound but significant changes in tax policy. We
believe that this legislation is important tax policy which must be institutionalized
at both the Federal and State levels. We believe that there has to be a built-in
governmental incentive to build in a stronger base of private dollars for child and
family serving agencies-especially in these times of fiscal austerity. The Charitable
Contributions legislation represents such an important incentive. We believe that
the voluntary sector is vital to a comprehensive, high quality system of social
services to children and their families. Therefore, the voluntary sector should be
supported by the Federal and State tax systems in the mutually dependent roles of
the goverInment and voluntary sectors in caring for those Americans most in need of
financial and moral support.

Thank you for this opportunity to submit testimony.

IN PARTNERSHIP WITH THE PUBLIC: THE STORY OF THE NONPROFr, NON-

GOVERNMENT CHILD CARE AND PLACEMENT AGENCIES OF MICHIGAN

RECOMMENDATIONS

Total cost comparisons must be developed of the private and public service agencies
Although the Federation of Private Child and Family Agencies was able to

develop an appropriate methodology for comparing salary and fringe benefit costs
between the non-governmental agencies and the state operated agencies, the com-
9 rison of total program costs is impossible to compute. The Department of Social
Services, at the present time, claims an inability to identify "administrative costs,"
making a total comparison impossible.

In all fairness, such figures would apply to both private sector and to the govern-
ment operated programs. Certainly the case can be made that the department
incurs significant administrative costs in implementing purchased-service child wel-
fare programs.

The department currently possesses a form (DSS-573) that is submitted by private
agencies when used to determine program costs in the non-governmental sector.
With minor alterations, it would seem that the department could equally apply such
a practice to its state operated agencies and institutions and, as a consequence, both
public and non-governmental sectors would benefit from comparisons which could
then be made.

The Federation salary and fringe benefit comparison study must be replicated
No matter how accurate the study of a comparison of salary and fringe benefits

between governmental employees and employees in child welfare system may be
(and we believe that this study is very accurate), both sectors, and the general
public, would benefit by a replication of this study by the Department of Social
Services and by a third party.

We recommend therefore, that the Department of Social Services initiate an
independent assessment along the same lines as this report. Further, we recommend
that the Department of Social Services, the Department of Civil Service, or the
legislature, contract with an independent auditor or personnel consultant for a
comprehensive salary and fringe benefit comparison between the private non-profit
sector employees in the child welfare system and the employees who work within
the ranks of the state civil service. A third party analysis would provide an impar-
tial and credible comparison of current salary and fringe benefit levels.

The public sector and the private sector must continue to work together to insure that
the children who become our clients get the best service possible

Without critical and impartial program evaluations conducted by an impartial
source, little hard data exists to establish that the purchase of services for institu-
tional care and placement are significantly superior to those provided by the state.
One might conclude, however, from the built-in controls discussed in the previous
section that the state has over the quality of services within the non-governmental
sector, that the level of service within the private sector is, at least, equal to or
superior to that provided by the state.

Whereas the state may be statisfied that institutional care and placement services
it purchases from the private sector are of sufficient quality to merit continuation of
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the purchase of service policy, no qualitative statement can be made about the state
operated programs.

The plain fact is that no matter how dedicated the state employees might be, no
independent agency determines whether or not children should be referred to the
state agencies. An independent authority should be established that includes public
and private members. The authority should review state placement practices and
make appropriate recommendations on placement standards.

Further, a state policy should be implemented that requires private sector partici-
pation in studies that could impact upon the broad range of child welfare services.

Finally, uniform standards must be developed by the public and private sector
and applied to both in order to guarantee the protection to all children who are in
need of placement or residential services.

An independent protection and advocacy authority must be established for child
residential and placement services

Protection is offered to children in state and local public facilities in an uncoor-
dinated pattern. One need not look far beyond the Plymouth State Home and
Training Center to prepare an argument for the appointment of independent, im-
partial, permanent protection and advocacy system which can oversee the condition
of our private, state and local institutions for children. Such review should not be
the sole domain of random newspaper investigators and citizens groups-even
though their role in protecting clients of state services has been valuable and
warranted. For the public mental health system, only recently has a protection and
advocacy system been developed and funded through a contract with the Michigan
Association for Retarded Citizens.

This protection and advocacy system is not yet fully developed and it relies
heavily on volunteers for direct contact with developmentally disabled persons. We
do not have a system in place which covers all children at risk who are in protective
care of a private, state or local public agency.

It would seem to be in the best interest of everyone involved if the establishment
of a protection and advocacy system in all sectors of child welfare services be
instituted without further delay.

An independent examination of the administrative operation of the state depart-
ments engaged in the delivery of direct and purchased services to children must
be conducted

State employees who ae charged with the delivery of services to children have
become enmeshed in paperwork which impedes their service abilities. Many of these
individuals have quit state service to become employees of private sector agencies,
at great financial expense, in order to escape this maze of redtape that accompanies
state service. We believe that an impartial "time-study" expert could find signifi-
cant ways to reduce the amount of red-tape and paperwork that is keeping other-
wise dedicated state employees from helping the children they strive to serve. It is
to the state employees of Michigan that this recommendation is dedicated.

Regular review and analysis of cost data reports
Sufficient professional staff should be provided at the state level to analyze

reports submitted by the public and private sector on operational costs. These costs
should be compared with audit reports. This process could result in recommenda-
tions to the state Rate Setting Advisory Committee for improvements of the cost
system.

Also, the Federation suggests the implementation. of a single state billing system
for all children and family services, whether these children are funded by the Child
Care Fund, the Board and Care Fund, or AFDC Accounts. A new and improved
system would result in billings to t state by the provider agency, an approval of
those billings, and speedy remittance to the private agency. Counties responsible for
a portion of the costs would be charged back by the state for their share for these
costs.

A thorough analysis must be conducted on the growing costs to non-governmental
agencies of governmental regulation

One of the most significant factors increasing costs of purchased services is the
increasing cost of overlapping government regulation. Although many of these
requirements are designed to protect children and must be preserved, all require
extensive agency use of personnel who otherwise could be working with children or
attempting to place these children in foster homes or for adoption. The ability of the
government to protect children and families is not aided when state employees are
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enmeshed in unnecessary paperwork created by overlapping and unnecessary regu-
lations.

SUMMARY

The non-governmental residential child care and foster home and adoption place-
ment system is a major provider of important services to children and families in
Michigan. Although increasing pressure from a variety of sources exists for the non-
governmental sector to increase its breadth and depth of services to children and
families, the non-governmental system provides a remarkable example of effective
cost-containment.

The are several natural or "inherent" controls that serve to contain costs of these
services purchased by the state. The boards of non-governmental children's institu-
tions andadoption and foster placement agencies are largely local business persons.
These individuals bring to the institutions and agencies a "fiscal conservative" bias
that is reflected in keeping costs to the public sector at a minimum for these
services.

Because the institutions and agencies are viewed as "local community programs"
in nature, individuals, business and local charities contribute heavily to the pro-
gram. Donated services and goods also assist the institutions and agencies to
operate at a low cost. Salaries and wages are geared to local standards.

External cost and quality controls also exist to contain costs in the non-govern-
mental sector. The private institution and agency cannot adjust its budget levels by
raising taxes. It must remain attuned to financial constraints. A series of audits and
financial reports are required by local agencies, foundations, the State Department
of Social Services and other state agencies, the local Community Chest or United
Fund, and a variety of others.

The private sector is reimbursed by the state at a factor determinrA by the
previous year's funding levels. Unfortunately, by the time the state getf, around to
reimbursing the non-governmental institutions, nearly two years has often elapsed
since the period upon which current reimbursement levels were established.

Finally, but perhaps most important, the state controls the costs of purchased
services by a free-market control that involves that state (and county's) ability to
control referrals to institutions. An agency that is "too expensive" will not receive
referrals from the state. By the same token, this technique of referral control also
maintains a high quality of care standard within the non-governmental sector-a
control that is absent in state or county court-controlled institutions.

Quality control of these institutions in the non-governmental sector is also en-
forced through licensing and periodic review standards. Given conditions exposed by
the Detroit Free Press and others at the Plymouth State Home and Training
Center, it is evident that no such stringent controls exist when the state chooses to
provide child welfare services directly rather than purchasing them from a non-
profit provider.

The Federation conducted a major salary and fringe benefit comparison study in
which it was found that the purchase-of-service philosophy is saving the state over
$20 million per year in salaries and fringe benefits alone. Said another way, if the
non-governmental sector was paying the same salaries and fringe benefits to its
employees as the state pays employees in comparable jobs in st-ate institutions and
agencies, over 50% salary and fringe benefit adjustment would be required immedi-
ately. This funding suggests that non-profit agencies and institutions may have to
rethink some of their exisiting salary and fringe benefit policies in order to keep
employee morale from suffering. The state, which is demanding increasingly compli-
cated services from the non-governmental sector, may also have to re-evaluate
current reimbursement practices to avoid being accused of exploiting the non-
government non-profit sector of the child welfare system.

Further, it is estimated that if the state were to attempt to build facilities to
accommodate the child welfare services currently purchased from the non-profit,
private sector, a state expenditure exceeding $100 million would be required.

A series of recommendations were offered by the Federation, with the hope that
these recommendations will find their way into the public conscience and by trans-
lated into state policy.

Among these recommendations are the following:
The state should adopt some means of identifying its administrative costs involv-

ing the child care institution and placement agency system;
The Federation salary study should be replicated by a third party;
A standard for comparing non-governmental service with governmental service to

children in the child care and placement system should be adopted;
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An independent outside authority should be appointed to regularly review condi-
tions within the state operated child care facilities;

The antiquated billing system for purchased services should be streamlined, and;
The state should regularly review and compare private and public sector cost data

reports.
The private non-profit sector whould be reimbursed by the state at full, current

costs of the delivery of their services.

Senator MOYNIHAN. Now we are to have our final panel which is
in the area of health and social welfare and the care of the handi-
capped.

Julia Crickenberger, Virginia, Heart Association; John L. Currin,
counselor and secretary, American Red Cross; Dorothea Blue of
Goodwill Industries, a well-known institution; and Jeanette
Dunkel-I gather, Miss Dunkel, you are going to substitute for
Alice Weber of the Association of Junior Leagues. Miss Weber is
ill. And William Lehrfeld, counsel for the Shriners' Hospitals for
Crippled Children.

We welcome you all and, as is our practice, Mrs. Crickenberger,
you are first in order.

STATEMENT OF JULIA CRICKENBERGER, VIRGINIA HEART
ASSOCIATION

MS. CRICKENBERGER. Thank you, Senator Moynihan and Senator
Packwood. I am Julia Crickenberger, a volunteer for the American
Heart Association and today I am speaking on behalf of the Ameri-
can Heart Association, its Virginia affiliate and our Northern Vir-
ginia chapter which serves most of you who live across the Poto-
mac.

It'is true that Government has given more to health and-welfare
in the past years, but without philanthropy our growth in our
charitable organizations would not be in the healthy state it is
today.

Without philanthropy, there would be no American Heart Asso-
ciation. Without the time and dollars given to our cause by mil-
lions of volunteers and donors, few of our programs would be
possible in Virginia or elsewhere.

May I say that today the American Heart Association is the
Nation's only nonprofit volunteer organization devoting all of its
resources to the reduction of premature death and disability from
cardiovascular disease.

I would also like to add that cardiovascular disease is still our
No. 1 killer. It kills more than all other diseases combined. This is
a fact that I am not proud of. We are making inroads in the
reduction of heart disease, but there is still a long way to go.

We are second to the U.S. Government in the amount of money
spent in research. In 1978, the American Heart Association's total
support was $74.5 million. Of this, $23.5 million was spent on
biomedical research, research that, I might add, has brought about
the pacemaker, the artificial valve, the heart-lung machine, the
cardiac units with the sophisticated equipment that you see, the
CPR.

These are just a few of the things that our heart research dollars
have brought about.

We have, in a little over 3 years, spent over $300 million in
research. I am happy to say in Virginia last year we ranked 13th
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in our Nation in the money that we spent on research. We have 21
research grants in our 3 medical schools in Virginia, in Charlottes-
ville, Norfolk, and in Richmond. I am very proud of that.

From my deep personal involvement in Virginia, I know the
enormous scope of the volunteer effort required to raise the money
for lifesaving programs and then to see that they are effectively
and economically carried out in the community.

This year, more than 1 in every 100 northern Virginians was a
volunteer fundraiser for the Heart Association. The recent Gallup
Poll found that health organizations such as ours has a broad
support throughout the community with gifts ranging from $1 to
$100.

Our Northern Virginia Chapter in 1978-79 raised just a little
over a half million, and what did we give back to the community
because we had the money to do so?

Well, last year more than 14,000 northern Virginians were
trained in CPR. This is the program that teaches people how to
keep a heart victim alive until more advanced medical help ar-
rives. This is the reason that the Honorable John Sirica is here
today, because someone knew CPR when he suffered his heart
attack.

Last year, more than 12,000 northern Virginians were tested,
counseled, and followed up through free clinics on high blood pres-
sure. This is the silent killer that can lead to heart attacks, strokes,
or kidney failure if left undetected or untreated.

We have other programs which I will not go into except to
mention the nutrition education, cardiac rehabilitation, health pro-
grams in elementary schools, continuing education for physicians
and nurses, high school heart research programs and while this list
is not all-inclusive, my time has run out, but I will say that we are
finding difficulty in raising money to meet the programs that our
community needs.

I thank you very much.
Senator MOYNIHAN. We thank you.
May I say first that Senator Byrd had hoped to be here to

introduce you, but he has been called to the floor and the way
these things are--

Ms. CRICKENBERGER. I saw him in the hall.
Senator MOYNIHAN. You did see him.
There are advantages to being in northern Virginia if you have a

heart condition.
Mr. Currin from the American Red Cross.

STATEMENT OF JOHN L. CURRIN, COUNSELOR AND
SECRETARY, AMERICAN RED CROSS

Mr. CURRIN. Thank you, Senators Moynihan and Packwood.
My name is John L. Currin. I am legal counsel and corporate

secretary of the American Red Cross. I speak for the 1/3 million
Red Cross volunteers in 3,100 Red Cross chapters in virtually every
community in the Nation and the many millions of Americans
throughout our country who depend on the American Red Cross for
many vital services to improve the quality of human life and
enhance individual self-reliance and concern for others.
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For this constituency, I am here to state that the American Red
Cross strongly favors enactment of S. 219 which would allow all
taxpayers to deduct charitable gifts from their taxable income
whether or not they itemize their other tax deductions.

Delegates at the 1979 Red Cross National Convention last May
unanimously adopted a resolution which observed that "the deduc-
tion for cash contributions to the Red Cross is of no benefit to
many donors who utilize the standard deduction" and urged revi-
sion of the tax laws "to provide relief to volunteers by making the
deduction for charitable contributions available irrespective of use
of the standard deduction."

That resolution was affirmed by the 50-member, volunteer board
of governors of the Red Cross at its most recent meeting last
October in its resolution which reads as follows:

The board of governors of the American National Red Cross strongly supports tax
law provisions affording all taxpayers deductions or credits for charitable contribu-
tions in computing their income taxes. The board notes that the greatest part of the
voluntary public support of programs and services provided by the Red Cross is
contributed by persons of moderate means. The board observes that recent and
proposed tax law changes encouraging a greatly increased percentage of these
taxpayers to claim the standard deduction instead of itemizing deductions, denies
the tax incentive for making charitable contributions to millions of taxpayers which
results in a diminution in philanthropic support. Accordingly, the board of gover-
nors urges continuation of the charitable deduction and its extension to all taxpay-
ers irrespective of whether they elect to take a standard deduction or itemize.

This observes that the great preponderance of Red Cross support
comes from people of moderate means. These are the very people
who must be encouraged to become, and remain, involved in the
work and funding of charitable organizations if they are to main-
tain an understanding of and full incentive to help meet the press-
ing needs of the American people.

Yet, as the number of taxpayers who itemize their deductions
decreases, there is also a declining trend in contributions to char-
ity. The percentage of taxpayers who itemize their deductions has
dropped drastically in the past decade, from about 50 percent in
1970 to 25 percent today.

While charitable giving, in general, and to the Red Cross in
particular, has risen in terms of absolute numbers of dollars, it has
not kept pace with the percentage rise in disposable personal
income or with inflation.

For-example, in 1976, disposable personal income increased by
9.4 percent over the prior year while giving to the Red Cross
increased by only 6.5 percent. In 1977, disposable personal income
increased by 10.2 percent while contributions to the Red Cross
increased only 4.3 percent. The greatly increased difficulty of meet-
ing higher demands for Red Cross services with proportionately
fewer real purchasing power dollars is obvious.

In 1979, the Coalition of National Voluntary Organizations com-
missioned the Gallup organization to study the amount of 1978
charitable donations given both by people who itemized their de-
ductions and those who took the standard deduction on their 1978
Federal income taxes. The most significant finding is that on the
average, those who itemize their personal deductions give more
than three times as much as those who take the standard deduc-
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tion. Even in the family income category of $15,000 to $20,000 the
3-to-1 ratio is evident.

Therefore, while altruism is a strong motivating force affecting
charitable giving, there can be no doubt that tax incentives play an
important role in determining not only whether a person gives, but
how much he gives.

Voluntary organizations are having a very difficult time keeping
up with inflation and maintaining their services. Unless charitable
giving is encouraged by allowing all taxpayers to deduct charitable
gifts whether or not they itemize their deductions, private sector
funds will most certainly be insufficient to meet the increased
needs of voluntary organizations and those whom they serve.

In this respect, we should remember Harvard Prof. Martin Feld-
stein's well known finding that each tax dollar lost through chari-
table deductions produces $1.30 in charitable contributions. And
the multiplier effect is even greater than that in 'the case of volun-
teer organizations like the Red Cross whose human services are
carried out mainly by people who receive no compensation. For
example, there are 77 Red Cross volunteers for every paid employ-
ee, stretching even further each contributed dollar.

Accordingly, the American Red Cross urges the subcommittee to
promptly approve S. 219 and to strongly support its enactment by
the Congress.

Thank you for the opportunity to present this statement to the
subcommittee.

Senator MOYNIHAN. Thank you. Extraordinary. Seventeen volun-
teers for every paid employee. Extraordinary.

Dorothea Blue.

STATEMENT OF DOROTHEA BLUE, PRESIDENT, GOODWILL
INDUSTRIES VOLUNTEER SERVICES

Ms. BLUE. Mr. Chairman, my name is Dorothea Blue from Tulsa,
Okla., and I am here today to speak on behalf of Goodwill Indus-
tries of America and the thousands of volunteers who have donated
their time, services, and energies in our continuing effort to im-
prove the quality of life of our handicapped clients.

The primary function of Goodwill Industries is to provide handi-
capped and disadvantaged persons with sheltered employment
when they are unable to compete in the competitive labor market.
These jobs are provided primarily through the repair and renova-
tion of clothing and household articles donated by the general
public. This work provides productive employment to handicapped
workers-employment which develops such marketable skills as
furniture repair and refinishing, cabinet making, sewing and gar-
ment repair, drycleaning and laundering, appliance repair, mer-
chandising, clock and watch repair, carpentry, upholstering, and
radio and television repair.

Jobs are also provided through contract work with industry and
the Federal Government. Last year Goodwill Industries provided
more than 60,000 handicapped and disadvantaged persons rehabili-
tation services and employment. More than half of these persons
had mental disabilities such as mental retardation or behavioral or
psychoneurotic disorders. Other disabilities include orthopedic dis-
orders, blindness, deafness, epilepsy, and cerebral palsy. Almost
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10,000 of these persons were placed in competitive jobs where they
could be self-sustaining members of society.

This year I am the, national president of Goodwill Industries
Volunteer Services. This is the part of Goodwill Industries that is
completely made up of volunteers. All Goodwills have volunteers,
whether they are on the board of directors as members of their
community and voluntary, or are they housewives or elderly.

We have volunteers in all Goodwills. We have 168 Goodwill
Industries in the United States and all of them have volunteers.

Charitable giving is vital to Goodwill Industries. Our programs
would quickly fold without the constant support of the communi-
ties that we seek to serve. Admittedly, not all giving is predicated
on a future tax deduction.

I am sure that many people who donate items to Goodwill do so
without benefit or in regard to themselves, but we live in a time
where both inflation and taxes are taking an increasing toll of all
paychecks..

Goodwill Industries definitely depends on the vast majority of
middle-income persons to donate their usable clothing and house-
hold articles, to provide work and income for our handicapped
workers. This is precisely the group that would benefit from the
passage of this bill.
-tIt is imperative that this legislation be passed to inspire continu-
ity and strength of the private, nonprofit sector. I know, in Oklaho-
ma, along with only four Goodwill Industries, the value of charita-
ble contributions to Goodwill was over $1.3 million. In Tulsa, Okla.,
almost 75 percent of the revenue in 1978 resulted from donations
and I am sure that you are aware, Mr. Chairman, that you have a
Goodwill in New York and Buffalo and Mr. Packwood, in Portland,
Medford, and Eugene.

I appreciate your time for having me here.
Senator MOYNIHAN. You could not be more cordial, Mrs. Blue.
Those of you on the panel would not know this, but there is a

vote on, and we only have about 8 minutes left. I am sorry, but I
wonder if I could ask Mrs. Dunkel and Mr. Lehrfeld to keep your
statement to 4 minutes. We want to hear you. Your full statement
will be part of the record, but we have to go over and vote in a few
minutes.

If you see us flying away, you will know what happened.

STATEMENT OF JEANETTE DUNKEL, THE ASSOCIATION OF
JUNIOR LEAGUES, INC.

Ms. DUNKEL. I am Jeanette Dunkel. I am here as a last-minute
substitute for Alice Weber, the president of the Association of
Junior Leagues. I, myself, am a member of the National Public
Issues Committee of the association. I am also a volunteer, a com-
munity volunteer and board member, and a Junior League member
in San Francisco, Calif.

The association is a nonprofit organization of 229 member
leagues throughout the United States, with about 125,000 members.
Our purpose is to promote voluntarism and to develop the potential
of our members for community voluntary action.

Every Junior League member must make a commitment to a
volunteer position in her community. During the past year, Junior
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Leagues have sponsored over 1,500 projects in their communities
and have retu-ned some $8 million to the community, netted from
benefits such as auctions, art shows, cookbooks and thrift shops.

The thrift shops alone raise about $3 million in the United States
each year.

I would like to just touch briefly on some of the types of Junior
League projects to which this money goes. In foster care, for in-
stance, many junior leagues are working with the children in
placement projects sponsored by the National Council of Juvenile
and Family Court Judges to put into place a regular monitoring
system for children who are removed from their homes. We are
involved in this in Oklahoma City; Wilmington, Del.; Brooklyn,
N.Y.; and Providence, R.I.

Often we find that we are able to start projects where there has
been nothing similar in the community. In Odessa, Tex., for exam-
ple, the Junior League took the initiative in helping to establish an
emergency youth shelter. The league contributed more than
$50,000 to this project. In addition, remember that every Junior
League project also has a volunteer component, so you always have
volunteers contributing their time alongside the money that they
give.

We also work in collaboration and conjunction with other groups.
The Junior League of Milwaukee, Wis., for instance, is one of
several that is aiding victims of domestic violence. It initiated and
serves as prime sponsor of Advocates for Battered Women. More
than 60 volunteers have worked in this program and the league
has pledged more than $83,000 in financial aid to the project. The
Junior League of New York is one of two voluntary agencies that
conduct a program inside the New York Correctional Facility for
Women; again this program includes both volunteers and money.

We are very strongly in support of your legislation. We thank
you very much for sponsoring it. We will continue to support it,
because we really feel that our projects which are supported
through charitable contributions can only grow and go out into the
community if people are allowed to take above-the-line charitable
deductions for things like donations to our thrift shops and pur-
chases of our cookbooks.

Senator MOYNIHAN. We keep hearing this connection between a
dollar contribution and a hundred hours of volunteer time. There
is a linkage that we did not have until these hearings.

Mr. Lehrfeld, thank you so much.

STATEMENT OF WILLIAM J. LEHRFELD, COUNSEL FOR THE
SHRINERS' HOSPITALS FOR CRIPPLED CHILDREN

Mr. LEHRFELD. Senator, my name is William Lehrfeld. I serve as
tax counsel for the Shriners' Hospital for Crippled Children of
Tampa, Fla. Our hospitals are the last free hospital system in the
United States other than the Government.

We provide orthopedic and burns care with over 1,000 beds. We
rely on contributions. However, we are cautious about this bill. As
you may be aware, more than 130 Members of this Congress are
Shriners and we are acutely aware of the realities of the congres-
sional budgetary process. Senators Curtis and Hansen were
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Shriners and I spent many hours with them explaining to me what
the realities of tax legislation are.

With that background, our observations are basically that if the
Congress is willing to spend $2.4 billion, or willing to lose $2.4
billion of revenue, we believe that the incentives should be spread
around and not simply given to the alteration of the charitable
deduction.

For example, we believe that the corporate percentage limitation
should be raised from 5 to 20 percent to give corporations greater
latitude in making charitable gifts. The horrendously complex
rules governing deferred giving dealing with charitable remainder
trusts and charitable lead trusts should be repealed outright for
they serve no socially useful purpose.

We believe that the appreciated property contribution percentage
limitation should be raised from 30 to 50 percent. There is just a
host of technical corrections that could be made in the Internal
Revenue Code that would spur deferred giving and we believe that
if these matters were given the attention of the Congress, the $2.4
billion would provide a wider range of incentives for a whole vari-
ety of taxpayers, not simply individuals, but corporations, trusts,
estates and others who are concerned.

I think the last thing we would say is we believe you should
repeal the 2-percent tax on private foundations simply because that
$50 million means that the charity gets $50 million less since
private foundations are required to spend that money, send it to
Washington, rather than distribute it within their communities.

Senator MOYNIHAN. Well, you are not going to get away that
easily, Mr. Lehrfeld. You are going to have to send us a memoran-
dums on these other measures and we would appreciate it.

Senator PACKWOOD. I agree. It is the first time I have heard
these other alternatives and I would like the same information you
are going to send to Pat on it.

Senator MOYNIHAN. Get it in there and we will do them all.
Mr. LEHRFELD. We will give you more details than the written

statement has.
[The following was subsequently supplied for the record:]

WASHINGTON, D.C., March 24, 1980.
Hon. DANIEL P. MOYNIHAN,
US. Senate,
Russell Office Building, Washington, D.C.

DEAR SENATOR MOYNIHAN: On January 30, 1980, on behalf of Shriners Hospitals
for Crippled Children, I testified before the Subcommittee on Taxation of the Fi-
nance Committee regarding S. 219. At the close of the hearing, you and Senator
Packwood asked for additional suggestions on new incentives for charitable giving.
As you recall, Shriners Hospitals for Crippled Chirdren did not oppose S. 219 as
written. It believed that if Congress was prepared to absorb an estimated $2.4 billion
revenue loss, other incentives for charitable giving should share in that tax expendi-
ture so that it was not all allocated to the incentives contained in S. 219. Because of
your personal request, this letter is submitted to you for your consideration and
review.

A. OUR HOSPITAL SYSTEM

Shriners Hospitals for Crippled Children is a charitable insitution dedicated to
the health of children. It owns and operates 22 hospitals in the United States and
Mexico to treat children under the age of 16 suffering from orthopedic defects or
diseases and from injuries from burns. What is unique about Shriners Hospitals are
that with only slightly more than 1,000 beds available in all its hospitals, it has
been responsible for many unique contributions to orthopedics. It has, in its fifty
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ears, trained more than 25% of all board certified orthopedic surgeons in the
ni States. What is even more unique about our hospitals is that they are

completely free. No one pays for any treatment provided any patient. It is, we
believe, the last completely free hospital system in the United States operating
outside the governmental sector. Our hospital system receives no federal grants for
or in connection with its medical services, it receives no state or local government
money, it receives no money from parents and it takes no money from insurance
carriers such as Blue Cross or Blue Shield. The system is supported by our fraternal
order and by our endowment fund. The charitable contribution deductions for
federal income, estate and gift taxes do, however, provide an indirect subsidy. It is
this indirect subsidy which we value because, we believe, it permits us to function
more efficiently and more effectively and with greater impact on children's health,
than if we were regulated or controlled by any government.

B. SUGGESTED CHANGES AFFECTING PRIVATE FOUNDATION GIVING TO CHARITY

1. Repeal of 2 percent tax on private foundation investment income
Under present law, a private foundation must distribute currently the greater of

its adjusted net income of 5 percent of the value of its endowment to charities.
However, before the payout to charities is made, the Government takes a 2 percent
tax on the income from all private operating and nonoperating (e.g., grantmaking)
foundation. This 2 percent tax, seemingly small in its bite, cumulatively removes
about $40 million from the charitable sector annually. Because the foundations
must distribute all of their income in all events to charity, repeal of this tax would
no longer deprive charities of additional funds for their words. See, IRC Sec. 4940.

2. Increase in minimum payout of foundations
Under present law, a private foundation's minimum payout is 5 percent of its

endowment. Foundations must pay out all income to the extent the income exceeds
the 5 percent rate. If the 5 percent rate is raised to 6 percent or 7 percent, many
foundations which are not producing a reasonable rate of return under current
economic conditions, would have to increase earnings to avoid depleting corpus.
Inasmuch as the total foundation community estimated to have assets in excess of
$20 billion, a modest one percent increase in the mandatory payout rate could
possibly yield public charities upwards of an additional $200 million per year in
grants. See, IRC Sec. 4942(eX1).

. Repeal of excess business holdings rules
In 1969, one of the most extraordinary complex limitations on private foundation

activity was enacted allegedly to curb abuses in the contribution of family business-
es to charity. The excess business holdings rules bar a private foundation from,
except in extreme situations, owning more than a 35 percent voting interest in a
business enterprise. The statute is so complex and unmanageable that-it contines to
bewilder and beweary all of those affected by it. Even today, some eleven years after
it was originally enacted, the Internal Revenue Service has yet to propose certain
regulations under the law, has yet to finalize other regulations under the law, and
only in 1977 did it provide foundations with any minimal guidance on the applica-
tion of the law.

It is clear to us that excess business holdings rules were a hysterical reaction to a
problem (continued family control of a business through a foundation) which could

ave been handled in a simpler, more appropriate and more responsive fashion.
Private philanthropy, in the form of foundations, is the well spring of public

philanthropy. Foundations for years had provided much financial support for many
projects for traditional charitable institutions. The inability today of families to give
away some or all of their holdings in a family enterprise to a private foundation
acts as a marked deterrent to creating new foundations or continuing family fund-
ing of established foundations. The excess business holdings rules, which laudable in
purpose, have been a substantial distincentive for additional monies reaching public
charities through the vehicle of private foundations.

Excess business holdings could be repealed because (1) the self-dealing rules are in
place and have been found to be a very effective means of preventing insiders from
manipulating foundations for their private gain; (2) the minimum payout require-
ment (paragraph 2 above) assures the foundation community that they may not
simply sit on their family holdings, but must begin to divest them and make them
more productive, i.e., reach a 6 percent rate of return. Failure to diversify means
that te foundation's corpus will be gradually eroded by the minimum payout
requirements of Sec. 4942; and (3) if the jeopardy investment rules of Sec. 4944 were
strengthened and made more specific, and if the taxable expenditure rules of Sec.
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4945 were properly retooled, repeal of Sec. 4943 would provide a large incentive for
wealthy families to provide for new foundations and eventually provide for new
support for charity. See, IRC Sec. 4943.

4. Revision of section 4945 taxable expenditures rules
Under existing law, unless an organization is a "public charity" as defined in

Secs. 509(aXl), (2) or (3), a private foundation, making a grant for charitable or
educational purposes, must exercise "expenditure responsibility" over such grant.
While the idea of responsibility is important, the effect of the law has been to stifle
the creation of new organizations with new ideas because they cannot get funding
from private foundations. The primary reason is that the foundation community is
fearful that the failure to follow these rules perfectly makes them liable for a 10
percent tax. The rules are so strict, and so punitive, foundations avoid funding new
organizations to avoid being the target of this tax. Indeed, the expenditure responsi-
bility rules are such that it encourages no responsibility for a grant in that a grant
to a public charity is not subject to any oversight requirements under the Internal
Revenue Code. Thus, by maintaining the strict expenditure responsibility rules
against certain types of grantmaking, the Congress is discouraging foundations from
accepting a larger responsibility for grants to established public charities. See, IRC
Sec. 4945(dX4) and (h).

Because private foundations are an obvious and large source of support for public
philanthropy, rethinking the existing rules governing their administration is an
important step to enlightened regulation. With ten years experience in the founda-
tion community on the workings and failures of the 1969 legislation, there's apt to
be many more useful suggestions than those propounded here if Congress is ready to
listen.

C. REMOVING CURRENT DISINCENTIVES TO CHARITABLE GIVING

We must agree that the basic income tax deduction, gift tax deduction and estate
tax deduction for outright gifts to charitable institutions provide a very strong
incentive for individuals, corporations, trusts, estates, partnerships, etc., to make
contributions to the public charity of their choice. However, we believe that there
are a number of unfortunate disincentives to charitable giving which, if removed,
could provide a larger base of support for all charities, which would ultimately
enhance and strengthen the private sector and, as a result, reduce the burdens of
government when the private -sector takes responsibility for matters that have or
may shortly pass into the hands of government.

1. Increase of corporate percentage limitation
Under present law, a corporation may deduct its charitable contributions, but not

in excess of 5 percent of its taxable income. We believe this percentage should be
raised to 20 percent. While it is true that many New York Stock Exchange compa-
nies do not reach the 5 percent in their charitable giving, it is our strong belief,
from personal experience, that there are many, many business corporations (banks
and insurance companies especially) which do in fact reach the 5 percent maximum.

Unfortunately, at that point, they do not continue to give to charity because the
contribution would be nondeductible. Our organization has a strong feeling that
charitable giving, by the corporate sector, could be doubled by increasing the per-
centage limitation on corporate gifts. If the Congress, in its wisdom, thought that
there should be a sliding scale on the limitation, depending upon the corporation's
gross or taxable income, we would not find this objectionable, especially if a 20
percent limit was provided for smaller business enterprises. See, IRC Sec. 170(bX2).
Likewise, the 5 percent limit on exempt organization deductions for charitable gifts
out of unrelated business income would encourage their giving to the charitable
sector. See, IRC Sec. 512(bXlO).

The fact that the corporate percentage limitation is being pushed to its maximum
is evidenced by a series of rulings the Internal Revenue Service has issued allowing
banks and insurance companies to set aside income producing investment properties
in a "Clifford Trust" and not have the income generated in such trusts be attributed
to the company. These Clifford Trusts then make distributions to charities of all of
their income and the insurance companies and banks have managed to avoid the 5
percent limitation by shifting income outside of their control for at least ten years.
See, e.g., Internal Revenue Service private rulings 7928083, 7929064 and 7929096. If
these techniques permit corporate taxpayers to artfully avoid the 5 percent limita-
tion on giving, it suggests that the percentage limitation should be increased so that
this device need not be used as a means of circumventing existing law.
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2. Restrictions on deferred giving
Under present law, deferred giving is a most perilous form of charitable transfer.

The annuity and antitrust rules found in Sec. 664 of the Code and the accompanying
regulations are a nightmare for charitably inclined individuals, their advisors and
for charities themselves. Many experienced practitioners counsel their clients
against split interest gifts (split between charity and private beneficiary) because of
the hyper-technical construction of the law by Internal Revenue Service regulations.
The regulations, unfortunately, make a complex law even more difficult by estab-
lishing mandatory governing instrument rules so even where a bona ide attempt
has been made to comply with the law, the regulations will cause the loss of thecharitable deduction and the income tax exemption. This Congress is already aware
of the problems created by the charitable remainder trust rules by reason of its
amendment to H.R. 1212 extending the existing charitable reformation rights, forunqualified trusts, to December 31, 1980 under Sec. 2055(eX3) of the Code. In
addition, it is my understanding that several Senators on the Finance Committee
have asked the staff to look into some form of permanent relief for unqualified
charitable remainders. It seems to me to be an extraordinary commentary on an
Internal Revenue Code provision where, on one hand, the Internal Revenue Service
enforces a provision strictly when dealing with charitable remainder trusts and, onthe other hand, Congress seeks to overturn these administrative efforts by providing
executors and others relief from strict conformance through enactment of separate
statutory provision. If the need for permanent relief is as acute as some Senators
seem to believe, the concern should really be directed at the problem causing the
need, Sec. 664 and related provisions; repeal of these provisions, and return to the
old rules governing deductions for remainder gifts, would strongly encourage de-
ferred giving. No hypothetical abuse warrants the continuation of such an unjusti-
fiable provision as Sec. 664. See also, IRC Secs. 170(f)(2), 2055(eX2) and 2522(cX2).
3. Increase in individual percentage limitations

Under existing law, contributions to public charities are deductible up to 30percent of an individual's contribution base if the contribution to a public charity is
made in appreciated property. While there are always questions of valuation of
property, this tier system for determining deductibility of contributions should be
eliminated so that there is no distinction between gifts of cash or appreciated
property when gifts are made to a public charity.

It is our suggestion that contributions of appreciated property, like contributions
of cash, be deductible up to 50 percent of an individual's contribution base with
additional adjustments in the carryover rules as noted below. See, IRC Sec.
170(bX1XC).
4. Repeal of all percentage limitations on gifts to governmental units

We do not believe there should be any percentage limitation for individuals or
corporations, for contributions to governmental units described in Sec. 170(cXl).
Under existing law, if a contribution is given to a governmental unit it is deductible
by the donor only to the extent of the percentage limitation contained in the
provision governing the particular form of taxpayer. It seems to us that governmen-
tal units such as public schools and public hospitals, and governments themselves,
could sustain or even enlarge their activities, outside the tax and budgetary process,
by being a donee not subject to any income tax percentage limitation on giving. Therationale purporting to justify a percentage limitation on gifts to public charities,
viz, the donor should not be able to direct or control the use of funds without some
support of government, makes no sense whatsoever when a governmental unit is
being supported. Indeed, the same elected public officials who control tax expendi-
tures would control expenditures from charitable giving.
5. Carryover and carrybacks of deductions

Under Sec. 170, a contribution to a public charity in excess of the applicable
percentage limitation may be carried over by the donor to the five succeeding
taxable ears in determining his or her income tax liability. This rule applies toboth individuals and corporate donors. We suggest that this be altered and en-
hanced by (1) extending the carryover provisions to ten years and (2) providing for a
contribution carryback of excess contributions which could be elected by a donor in
connection with prior years' income tax liabilities. Thus, for example, if a major
donation to a public charity is made a donor would be given the opportunity to
carryback the contribution to the three prior years for income tax liability purposes
and if the donation was not completely absorbed, the taxpayer would have the
opportunity to carryforward the unused balance for the next ten years. In connec-
tion with a carryback of the contribution, we believe it would be appropriate,
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however, to limit the benefits to be derived from such carryback to the tax savings
alone and not provide any interest on the refund itself. See, IRC Sec. 170(d).
6. Amendment of section 642(c)

Under present law, an estate or trust is not permitted a charitable contribution
deduction unless the contribution is made by the trustee or executor pursuant to
terms contained in the indenture of trust or in the will. We believe this is an
unnecessary requirement and acts as an inhibitor towards trusts or estates making
contributions for charitable purposes in the absence of specific authorization. We
have been unable to find in our research, what Fedral public policy is enhanced by
imposing a governing instrument restriction on the contributions of trusts and
estates; we believe that having an enlarged deduction available to estates and trusts
without regard to the actual terms of the instrument would open up a completely
new source of charitable giving.
7. Treating premature death as a disclaimer

Under existing law, a charitable deduction may be increased if an interest in
property falls into a charitable bequest by reason of a disclaimer in that interest by
a beneficiary under a will. Similarly, a charitable deduction may be allowed or
increased if the time of death of an individual beneficiary under a will terminates a
power to invade property ultimately destined for charity. Both the disclaimer and
death must occur before the due date for the filing of the estate tax return. It is
recommended that where an interest in property falls into a charitable bequest by
reason of the death of an individual, rather than by disclaimer, similar deduction
treatment be granted to the increased amount passing to charity. By treating death
as a disclaimer, the charitable deduction is increased by the value of property which
falls into the charitable bequest. This situation occurs when a testamentary charita-
ble remainder trust is created and the income beneficiary dies shortly after the
decedent who created the trust. Under the law today, Federal tax is paid, unfortu-
nately, on the property passing to charity because the actuarial tables overrule the
actual event in determining the value of the charitable deduction. See, Ithaca Trust
Co. v. United States, 279 U.S. 151 (1929).
8. Requiring the internal revenue service to rule on estate tax liability of living

person
Under existing Internal Revenue practices, it will not issue a ruling or determina-

tion letter on matters involving the prospective estate tax liability of a living
person. Because so many of the charitable contribution questions affecting the
extent or value of deductions under Sec. 2055 need Internal Revenue Service ad-
vanced assurance, it is recommended that Congress enact a law to override this
administrative practice and require rulings to be issued on the possible estate
liability of a living person where charitable giving is involved. Such a rule would
assure parallel treatment for the estate tax as now exists for the federal income and
gift tax private rulings.
9. Repeal of section 170(fX4), et cetera

There are indeed numerous technical changes which could be made to the Inter-
nal Revenue Code to enhance charitable giving including contributions of remainder
interests. One unnecessarily complex provision deals with the reduction of the
income tax deduction for the value of remainder interest in real property passing to
charity by requiring that 6% depreciation be taken into account to reduce the value
of the improvements. See, Sec. 170(f)(4). This particular provision acts as a consider-
able disincentive to the contributions of personal residences and farms which the
Congress meant to encourage when it enacted certain provisions dealing with de-
ferred giving in 1969. Additionally, it is totally unrealistic in light of today's rapidly
rising real estate values.
10. Repeal of section 170(cX1XB)i)

Under current law, if a donor gives a public charity appreciated tangible personal
property (like antiques or art work), the full fair market value of the deduction is
allowable only if the object has a "related" use to the charity's exempt function.
Property given by a donor for resale by the charity is automatically treated as
unrelated to the charity's exempt function. In that case, an individual will lose 40
percent (28/46 for a corporation) of the appreciation (in excess of basis) in the gift.
We believe this provision presents no current justification for remaining in the law
in that it stifles fundraising when property is solicited for resale. Second, it make
donors to charities wary of these types of gifts unless the donor is completely
assured that the Internal Revenue Service will not challenge the relatedness of the
property to the charity's purposes. It is an example of another limitation on charita-
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ble giving enacted in 1969 that was enacted based upon no real abuses, only
hypothetical ones.

D. SUMMARY AND CONCLUSION

As you can see from the above comments, there are both large and small revisions
of the Internal Revenue Code which could enhance charitable giving or act as a
lesser disincentive for either estate tax, gift tax or income tax deductions for
charitable gifts. Certainly, the listing above is not complete and, we believe, some of
it may even be controversial, especially matters affecting foundations. However, it
all speaks the very simple fact that the tax laws have not been fine tuned to provide
the strongest possible incentives to charitable giving. We believe that if you are
prepared to introduce legislation revamping many inane or archaic rules governing
charitable giving, many other charities and their counsel could give you additional
suggestions. We believe that a wholesale revision of the charitable giving rules
could prove to be of very substantial benefit to the public sector. We believe that the
abuses which Congress though existed in 1969 were far more conjectural than real.
In addition, some of the changes made in 1969 simply do not work, and as much,
should be summarily discarded.

Very truly yours,
WILLIAM J. LEHRFELD.

Senator MOYNIHAN. Our time has come. We are like little white
mice. When the bells ring we get up and run around and do as we
are told.

Mrs. Crickenberger, Mr. Currin, Mrs. Blue, Mrs. Dunkel, and
you, Mr. Lehrfeld, we thank you all for coming. We thank especial-
ly Mrs. Blue and Mrs. Dunkel for coming a very long way.

We hoped we did not have to be so hurried at the end, but that is
our job, and that is the bell for me.

We thank you for extraordinarily helpful testimony. We feel
more encouraged about this bill than we ever have.

Thank you.
[The prepared statements of the preceding panel follow. Oral

testimony continues on p. 169.]

STATEMENT OF MRS. WINsTON M. CRICKENBERGER

SUMMARY

The American Heart Association is the only voluntary health organization devot-
ing all its resources to the reduction of premature death and disability from heart
and blood vessel disease.

Thousands of Heart volunteers raised $1.6 million in 1979 in Virginia. In North-
ern Virginia, 12,000 volunteers raised $503,000 for our Chapter. Clearly, the Ameri-
can Heart Association has a broad base of support at the grass roots level. During
1979, 14,000 Northern Virginians were taught CPR, 12,000 were screened for hyper-
tension, and more than 200,000 educational leaflets were distributed. Our Chapter
conducts numerous other programs such as nutrition education, cardiac rehabilita-
tion counselling health education in the schools, and continuing education for
physicians and nurses.

Since the first national fund raising campaign in 1949, over $334 million in
contributed funds have been channelled into heart research. Our research ranks
second only to the U.S. Government. This research has brought significant advances
in cardiac care such as the pacemaker, the development of CPR, and the establish-
ment of cardiac care units in hospitals.

No matter how broad-based the Heart Association's support, it lives in a shadow
of the twin threats of inflation and decreasing incentive to maintain a high level of
contributions. The Gallup Survey shows that in 1978 people who itemize their
contributions gave an average of $60. For non-itemizers the average gift dropped to
$28.

I hope I have shown you that the Northern Virginia Chapter of the American
Heart Association is a vital part of our community. To continue our programs, we
need your help. All agencies that rely for survival on American generosity need
your support of S. 219.

60-529 0 - 80 - 11
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SUMMARY

Good afternoon, Senator i yrd, members of the Finance Committee, distinguished
witnesses, ladies and gentlemen, my name is Mrs. Winston M. Crickenberger. I am
speaking today on behalf of the American Heart Association, its Virginia Affiliate,
and the Northern Virginia Chapter, which serves most of you who live across the
Potomac from here. I am a member of that Chapter's Executive Committee and
Board of Directors, and in the past served as its Chairman of the Board. I also work
with other Heart Association volunteers from the Maryland and Nation's Capital
Affiliates on a Metropolitan Heart Committee that coordinates public information
and other services in this Greater Washington area.

At the state level, I have been a Director for nine years of the American Heart
Association, Virginia Affiliate, serving as its Secretary from 1974 to 1977. And I
have actively served on state-level Executive, Nominating, Assembly Planning, and
Fund Raising Advisory Committees.

Government's role in health and welfare has grown much over the years, but
philanthropy continues to play a far larger part in advancing American's social and
physical health than many realize.

Without philanthropy, there would be no nationwide American Heart Association.
Without the dollars and the days of time given to our cause by millions of volun-
teers and donors, few of our programs would be possible, in Virginia or elsewhere.

The medical pioneers who started the Heart Association recognized this when
they opened their ranks to citizen volunteers and asked the public to support their
efforts. Americans responded then and have continued to do so. Today we are the
nation's only voluntary non-profit agency devoting all its resources to the reduction
of premature death and disability from heart and blood vessel diseases. Our re-
search investment ranks second only to the U.S. Government's.

In 1978, our total nationwide support from the public amounted to $74.5 M. In
1979, Heart Associations in the 50 states placed $23.5 M into biomedical research;
$13.5 M into public education to help people protect their heart health; almost $11
M into professional education aimed at improving medical care; and $16 M into
community service programs.

From my deep personal involvement in Virginia, I know the enormous scope of
the volunteer effort required to raise the money for life-saving programs and then
to see that they are effectively and economically carried out in the community.

This year, more than one in every 100 Northern Virginians was a volunteer fund
raiser for the Heart Association. Thousands of their friends and neighbors contrib-
uted. The recent Gallup Survey commissioned by CONVO found that health organi-
zations such as ours have a broad base of support, with most gifts falling between
one dollar and one hundered dollars. Our Northern Virginia Chapter income in
fiscal 1978-79 was $503,000.

What have we given back to the community because we had the money to do so?
Last year, more than 14,000 Northern Virginians were trained, free of charge, in

cardiopulmonary resuscitation. This vastly increases the chance that a trained life-
saver will be near when minutes count to give emergency care should a Northern
Virginian suffer cardiac arrest.

Last year, more than 12,000 Northern Virginians were tested, counselled, and
followed-Up through free clinics on high blood pressure. This is a disease with no set
symptoms, that can lead to heart attack, stroke, or kidney failure if undetected.

The Northern Virginia Chapter conducts numerous other programs for the public
such as nutrition education, rehabilitation counselling, health education in elemen-
tary schools, training high school youth for future community leadership, and
continuing medical education for physicians and nurses. While this list is not all-
inclusive, it does indicate the scope of our local Heart Association's work.

The growing participation of the medical and lay people of Northern Virginia is
evidence of the high value these citizens place upon our work. The question is
whether we can continue these programs.

We are finding it more difficult to make ends meet as costs run away. Our
supporters are largely middle-income families who are beset by the same inflation
headaches. And many of them, having switched to the standard deduction when it
was increased in recent years, do not have their former tax incentive to be phila-
thropic.

The Gallup Survey shows that, in 1978, people who itemize their contributions
gave an average of sixty dollars. For non-itemizers, the average gift dropped all the
way to twenty-eight- dollars.

No matter how broad-based the Heart Association's support, it lives in a shadow
of the twin threats of inflation and a decreasing incentive to maintain a high level
of contributicas.
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You've heard many philosophical and economic reasons for an "above the line"
charitable deduction as proposed by Senators Moynihan and Packwood. In 1977, the
Heart Association asked for just such a measure. Its testimony before the House
Ways and Means Oversight Committee is attached.

Less formally, I ask you to support the passage of S. 219. Reverse the tax policies
that can erode public support of Heart Associations and similar agencies. Recognize
that donated dollars do not enrich the donor and should not be treated as personal
income.

I hope I have shown you that the Northern Virginia Heart Association is a vital
part of our community-mine and yours-as the Heart Association is in communi-
ties across America. But our ability to meet community needs continues to suffer, as
costs rise faster than income.

Dr. Feldstein has demonstrated how this deterioration is tied to a discouraging
tax policy. Even the corporate sector recognizes this. Bank of America President A.
W. Clausen noted recently that "the majority of our tax payers derive no tax
benefits from giving."

In recent years, the Heart Association has been restructured and strengthened in
staff to pursue its life-saving mission in the nineteen eighties. Now we need your
help. All agencies that rely for survival on American generosity need your help,
through support of S. 219.

Thank you.
Attachment.

STATEMENT OF ROBERT N. MCDOUGALL ON BEHALF OF AMERICAN HEART
ASSOCIATION

Mr., Chairman, I am Robert McDougall, Vice President for Finance of Koplar
Enterprises where in St. Louis. It is an honor to appear before you today on behalf
of the American Heart Association, a nationwide voluntary organization dedicated
to the reduction of death and disability due to cardiovascular disease. As a Heart
Association volunteer, I have served as Chairman of the Board of the St. Louis
Heart Association and am currently a member of the Assocation's national Manage-
ment and Finance Committee. Two million other Americans join me every year in
volunteering their time to help meet the goals of this organization.

Mr. Chairman, the American Heart Association relies almost totally on the tax-
deductible gifts of the American people to finance its life-sustaining programs of
heart research, education, and community service. I commend this committee for its
concerned interest and diligent efforts to provide the American taxpayer with a
more simplified tax system. I request that this committee consider the implications
and effects that any tax reform measure may have on philanthropic giving, and on
the organizations and services dependent on this giving.

For sixty years, American tax policy has recognized the unique and vital role of
non-profit organizations in our society, by allowing contributions to these agencies
to be deducted from personal income which is subject to taxation. This incentive for
giving was originally created to maintain philanthropy at an optimum level, and
reflects the belief that income given to charities should not be taxed because it does
not enrich the donor. Today the charitable deduction continues to serve as a major
incentive for individual philanthropy. According to Gallup surveys conducted in
1972 and 1976, more than eighty percent of Americans felt the deduction for
charitable contributions should be increased or remain the same.'

Many of the recent tax simplification and reform packages have increased the
number of individuals using the standard deduction, which replaces multiple item-
ized deductions with a single adjustment to gross income. Increases in the standard
deduction simplify tax figuring, and can also lighten the tax burden for low and
middle income tax payers. As a result of these increases, however, the number of
persons itemizing deductions has dropped radically in recent years, from 48% in
1970 to an anticipated 25 percent for 1977.2 The number of persons utilizing the
charitable deduction incentive for giving has dropped correspondingly, and may
partly account for the relative sluggishness of overall charitable giving in recent

I "Giving USA: 1977 Annual Report" (American Association of Fund Raising Counsel, Inc.,
1977), p. 9.

"Giving in America: Toward a Stronger Voluntary Sector,' Report of The Filer Commission
(Commission on Private Philanthropy and Public Needs, 1975), p. 113.

And "Statement on the Charitable Deduction," National Conference of Catholic Charities
Board of Directors (June 24, 1977). p. 2. Reprinted in memo from Coalition of National Volun-
tary Agencies (CONVO), September 28, 1977.
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years.3 In fact, it is estimated that dollar losses to charities attributable to lowered
use of the charitable deduction may have topped 5 billion dollars since 1970.'

More critical than the dollar loss is the increasing lack of inducement for low and
middle income taxpayers to give. Estimates suggest that 5.5 million additional low
and middle income taxpayers will not itemize this year as a result of provisions in
Public Law 95-30, The Tax Reduction and Simplification Act of 1977.5 Recent
studies indicate a strong correlation between giving and active participation in
charitable endeavors., The dire implications for the voluntary sector are clear. Not
only will its financial base shrink with further increases in the standard deduction,
but there will also undoubtedly be a significant loss in volunteer effort. A decreased
volunteer effort can only lead to a substantial drop in social services for those most
in need. More services by government and fewer citizen-provided services will
result.

How then can we best maintain inducements for charitable giving, yet still meet a
real need for tax simplification and reform? The solution lies in extending the
availability of the charitable deduction to all Americans, including those who take
advantage of the standard deduction. This proposal was the first and primary
recommendation of the Commission on Private Philanthropy and Public Needs,
better known as the Filer Commission.' Projections suggest that allowing all taxpay-
ers the privilege of a charitable deduction will increase giving by an amount fifteen
to thirty percent greater than the corresponding losses to the US. Treasury., More
important, increased gifts to charities have a multiplier effect: they bring an equal
dollar for dollar value in volunteer effort.,

Extension of the charitable deduction to all taxpayers, then, would result in
increased giving; losses iifederal revenue, which would be more than offset by
additional contributions for public service; and an increased ability on the part of
the voluntary sector to provide services, which in turn would decrease the need for
federal, state, or local expenditures. Individual participation and support of non-
profit activities would multiply. Increased resources would be democratically allo-
cated by local community volunteer boards. Citizen-supported institutions would be
strengthened, thereby reversing the trend to more government and a less pluralistic
society.

We therefore request that proposed tax reforms avoid increasing the number of
taxpayers using the standard deduction, and that taxpayers using the standard
deduction be entitled to a charitable deduction in addition to the standard deduc-
tion.

In summary, reducing tax incentives for charitable giving would be detrimental
not only to the 25 percent of individuals now itemizing deductions, but, also to lower
and middle income Americans in general. The very taxpayers you seek to benefit
will suffer because of the decline in services by charitable organizations supported
by tax-encouraged charitable gifts.

STATEMENT OF JOHN L. CURRIN, COUNSELOR AND SECRETARY, AMERICAN RED
CROSS

SUMMARY

1. The American Red Cross favors enactment of S. 219.
2. Charitable contributions to American Red Cross come primarily from taxpayers

of moderate means who should be given greater tax incentive to donate.
3. Percentage of taxpayers who itemize deductions has decreased drastically in

past decade while donations to Red Cross have not kept pace with rise in Disposable
Personal Income or inflation.

4. Study indicates taxpayers, including those of moderate means, who itemize
deduction give to charity three times as much as taxpayers who take standard
deduction; hence, availability of charitable deduction is significant donation incen-
tive.

3"Giving in America," p. 136.
'"Charitable Deductions for Non-Itemizing Taxpayers," Statement of Board of Governors,

American National Red Cross (October, 1977), p. 2. (From Professor Martin Feldstein's econome-
tric projections for the Filer Commission.) Reprinted in CONVO memo, November 29, 1977.

" he Imperative Need for a Deduction for Charitable Contributions for Taxpayers Taking
the Standard Deduction," United Way of America (May, 1977), p. 2. Reprinted in CONVO memo,
July 7, 1977.

"Giving in America," p. 56.
Ibid., p. 135.
Ibid., p. 129.
"Charitable Deductions for Non-Itemizing Taxpayers," American National Red Cross, p. 1.
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5. Study conclusion that more is given to charity than lost in tax revenue through
charitable deductions is magnified in terms of human service delivery through Red
Cross, by fact that its 77 volunteers for each employee carry out Red Cross service
without pay.

STATEMENT

Mr. Chairman and members of the subcommittee, my name is John L. Currin. I
am legal counsel and corporate secretary of the American Red Cross. I speak for the
one and a third million Red Cross volunteers in 3,100 Red Cross chapters in
virtually every community in the nation and the many millions of Americans
throughout our country who depend on the American Red Cross for many vital
services to improve the quality of human life and enhance individual self-reliance
and concern for others.

For this constituency, I am here to state that the American Red Cross strongly
favors enactment of S. 219 which would allow all taxpayers to deduct charitable
gifts from their taxable income whether or not they itemize their other tax deduc-
tions.

Delegates at the 1979 Red Cross National Convention last May unanimously
adopted a resolution which observed that "the deduction for cash contributions to
the Red Cross is of no benefit to many donors who utilize the standard deduction"
and urged revision of the tax laws "to provide relief to volunteers by making the
deduction for charitable contributions available irrespective to use of the standared
deduction .. "

That resolution was affirmed by the 50-member, volunteer Board of Governors of
the Red Cross at its most recent meeting last October in its resolution which reads
v. follows:

"The Board of Governors of the American National Red Cross strongly supports
tax law provisions affording all taxpayers deductions or credits for charitable contri-
butions in computing their income taxes. The Board notes that the greatest part of
the voluntary public support of programs and services provided by the Red Cross is
contributed by persons of moderate means. The Board observes that recent and
proposed tax law changes encouraging a greatly increased percentage of these
taxpayers to claim the standard deduction instead of itemizing deductions, denies
the tax incentive for making charitable contributions to millions of taxpayers which
results in a diminution in philanthropic support. Accordingly, the Board of Gover-
nors urges continuation of the charitable deduction and its extension to all taxpay-
ers irrespective of whether they elect to take a standard deduction or itemize."

I particularly call your attention to the part of that resolution noting that the
greatest public support for Red Cross services is contributed by persons of moderate
means. These are the very people who must be encouraged to become and remain
involved in the work and funding of charitable organizations if they are to maintain
an understanding of and full incentive to help meet pressing needs of the American
people.

And yet as the number of taxpayers who itemize their deductions decreases, there
is also a declining trend in contributions to charity. The percentage of taxpayers
who itemize their deductions has dropped drastically in the past decade, from about
50 percent in 1970 to about 25 percent today.

While charitable giving, in general, and to the Red Cross in particular, has risen
in terms of absolute numbers of dollars, it has not kept pace with the percentage
rise in Disposable Personal Income or with inflation.

For example, in 1976, Disposable Personal Income increased by 9.4 percent over
the prior year while giving to the Red Cross increased by only 6.5 percent. In 1977,
Disposable Personal Income increased by 10.2 percent while contributions to the
Red Cross increased only 4.3 percent. The greatly increased difficulty of meeting
higher demands for Red Cross services with proportionately fewer real purchasing
power dollars is obvious.

In 1979 the Coalition of National Voluntary Organizations commissioned the
Gallup Organization to study the amount of 1978 charitable donations given both by
people who itemized their deductions and those who took the standard deduction on
their 1978 Federal Income Taxes. The most significant finding is-that, on the
average, those who itemize their personal deductions give more than three times as
much a., those who take the standard deduction. Even in the family income category
of $15,C,00 to $20,000 the three to one ratio is evident.

Therefore, while altruism is a strong motivating force affecting charitable giving,
there can be no doubt that tax incentives play an important role in determining not
only whether a person gives but how much he gives.

Voluntary organizations are having a very difficult time keeping up with inflation
and maintaining their services. Unless charitable giving is encouraged by allowing
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all taxpayers to deduct charitable gifts whether or not they itemize their deductions,
private sector funds will most certainly be insufficient to meet the increased needs
of voluntary organizations and those whom they serve. In this respect, we should
remember Harvard Professor Martin Feldstein's well known finding that each tax
dollar lost through charitable deductions produces $1.30 in charitable contributions.
And the multiplier effect is even greater than that in the case of volunteer organi-
zations like the Red Cross whose human services are carried out mainly by people
who receive no compensation. For example, there are 77 Red Cross volunteers for
every paid employee, stretching even further each contributed dollar.

Accordingly, the American Red Cross urges the Subcommittee to promptly ap-
prove S. 219 and to strongly support its enactment by the Congress.

Thank you for the opportunity to present this statement to the Subcommittee.

STATEMENT OF DOROTHEA BLUE, PRESIDENT, GOODWILL INDUSTRIES VOLUNTEER
SERVICES

Mr. Chairman, my name is Dorothea Blue from Tulsa, Oklahoma and I am here
today to speak on behalf of Goodwill Industries of America and the thousands of
volunteers who have donated their time, services and money in our continuing
effort to improve the quality of life of persons who are handicapped.

First let me refresh your memories as to who Goodwill Industries is and what we
are doing. Goodwill Industries of America is a membership organization made up of
168 Goodwill Industries in the United States and 34 affiliated agencies in 22 foreign
nations. All of the domestic Goodwill Industries are charitable 501(cX3) (Internal
Revenue Code) organizations that provide rehabilitation services, training and shel-
tered employment to handicapped and disadvantaged persons. Since each Goodwill
is separately incorporated andgoverned by a board of local volunteers, the program
differs at each location. Among the rehabilitation services that might be offered in a
typical Goodwill would be skill training, job readiness and placement into competi-
tive industry.

Other services include occupational and physical therapy, educational, medical,
nursing, social and psychological services, personal and social adjustment, work
evaluation, and on the job training. Increasingly, Goodwill Industries are providing
specialized transportation, housing and recreational services in addition to vocation-
al services.

A primary function of Goodwill Industries is to provide handicapped and disad-
vantaged persons with sheltered employment when they are unable to compete in
the competitive labor market. These jobs are provided primarily through the repair
and renovation of clothing and household articles donated by the general public.
This work provides productive employment to handicapped workers-employment
which develops such marketable skills as furniture repair and refinishing, cabinet
making, sewing and garment repair, drycleaning and laundering, appliance repair,
merchandising, clock and watch repair, carpentry, upholstering, and radio and
television repair. Jobs are also provided through contract work with industry and
the federal government. Last year Goodwill Industries provided more than 60,000
handicapped and disadvantaged persons rehabilitation services and employment.
More than half of these persons had mental disabilities such as mental retardation
or behavioral or psychoneurotic disorders. Other disabilities include orthopedic dis-
orders, blindness, deafness, epilepsy, and cerebral palsy. Almost 10,000 of these
persons were placed in competitive jobs where they could be self-sustaining mem-
bers of society.

Goodwill Industries accomplishes these objectives by taking donations of used
clothing, textiles, household articles, furniture, toys, etc., and repairs, cleans, refin-
ishes, reupholsters, or refurbishes these articles and sells them through thrift stores
run by Goodwill Industries. Handicapped persons do most of the work in our
facilities. These are people who are not generally employable in the competitive
labor market because of impaired productivity due to the severity of their handicaps
or their need for special services (therapy or counseling) or special equipment. They
are paid according to their ability to do the work available.

Goodwill Industries also uses the work of cleaning, repairing and refurbishing as
a means to provide work experience, vocational adjustment, evaluation and skill
training to persons who may be able to work in a non-sheltered environment. Many,
if not most, of the people we work with have never held jobs before or worked on"real" jobs.

More and more of the people we work with have spent much of their lives in
mental institutions because of mental retardation, behavioral or emotional prob-
lems. Their experience at Goodwill is often their first out of an institutional setting.
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They need work experience and vocational adjustment before they can be placed in
outside jobs. They need to learn good work habits and develop the ability to work
with other people before going to outside jobs.

In training handicapped persons for competitive jobs, we feel that if the training
is provided in a real work setting, it enhances the chances for successful placement
and continued employment after placement.

I also want to tell you about the volunteer aspect of Goodwill Industries. This
year I am president of Goodwill Industries Volunteer Services (GIVS). This is a part
of Goodwill Industries that is completely made up of volunteers. All Goodwills have
volunteers. Each Goodwill has a board of directors made up of business and commu-
nity leaders volunteering their time and energy to lead and guide the staffs of the
Goodwill. Most Goodwills also have volunteers providing many needed services.
They range from Boy Scouts assisting in the collection of donated materials, to
housewives providing independent living skills to persons recently released from
hospitals, to loaned executives from major corporations to retirees teaching their
trade to handicapped trainees. In 1978, 14,500 volunteers provided 1,300,000 hours of
service to Goodwill Industries. The value of these services is incalcuable.

Charitable giving is vital to Goodwill Industries. Our programs would quickly fold
without the constant support of the communities we seek to serve.

A short description of the finances of Goodwill Industries will graphically display
our reliance on charitable contributions. In 1978 the total income for Goodwill
Industries in the United States was just over $200 million. Of that total, over $122
million resulted from contributions from 1he public. Of that $122 million, only about
$13 million came from cash type contributions. The bulk ($98 million) resulted from
the sale of items donated to Goodwill and refurbished by the handicapped workers
at Goodwill.

This unique relationship with the public has enabled Goodwill Industries to
continue to grow and serve the needs of the communities they operate within
without overreliance on state, local, or federal government aid. In 1978, only 15
percent of all Goodwills budgets were in the form of governmental fees for social
services.

Admittedly not all giving is predicated on a future tax deduction. I am sure that
many people who donate items to Goodwill do so without any regard to any benefit
to themselves. But we live in a time where both inflation and taxes are taking an
increasing toll on our paychecks.

Increasingly, Americans are having to save money whenever and however they
can. With more and more people using the standard deduction there is little incen-
tive for the average person to make donations to charitable organizations.

Goodwills have a particular problem. Sadly for us, the 1970's became the decade
of the flea market and garage sale. Rather than donate used clothing and household
articles to Goodwill Industries, many middle income Americans are selling these
items in yard sales, tag sales, garage sales and flea markets. All too often, all that
Goodwill gets are the leftovers.

Goodwill Industries depends on the vast majority of middle income persons to
donate their usable clothes and household articles to provide work and income for
the handicapped workers. This is precisely the group that would benefit from
passage of the Moynihan-Packwood Bill.

The private nonprofit sector has long been the backbone of rehabilitative services
to handicapped persons- Goodwill Industries began before 1910, long before there
were government programs for this special population. Even today, 80% of the
sheltered workshop services are provided in private nonprofit facilities.

It is imperative that this legislation be passed to insure the continuity and
strength of the private nonprofit sector.

I want to thank you for giving me this opportunity to speak on behalf of Goodwill
Industries and the handicapped persons we seek to serve.

SUMMARY

1. Goodwill Industries represents 168 jocal agencies that provide employment and
rehabilitation services to over 60,000 mentally and physically handicapped and
disadvantaged persons annually and placed over 10,000 of these persons into com-
petitive, non-subsidized jobs last year.

2. Goodwill Industries is uniquely dependent on charitable contributions in that
we need donations of used clothing and household articles to provide work and
income for handicapped persons.

3. Over 60 percent of Goodwill Industries total income of more than $200 million
results from donations from the public.
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4. For economic reasons, many Americans sell items at garage sales and flea
markets that they might otherwise have donated to Goodwill Industries.

5. Passage of the Moynihan-Packwood Bill would encourage middle income Ameri-
cans to make charitable donations. This is extremely important to Goodwill since
the vast majority of our donations, both in cash and in kind, comes from this
segment of our population.

STATEMENT OF ALCE H. WEBER, PRESIDENT, THE ASsoCIATION OF JUNIOR

LEAGUES, INC.

SUMMARY

I. The Association of Junior Leagues strongly supports the charitable contribu-
tions legislation, S. 219, sponsored by Senator Packwood and Moynihan. Enactment
of this legislation is essential to preseving a strong voluntary sector.

II. Association of Junior League: Structure and Function
A. 229 Junior Leagues and 125,000 individual members in the United States, in 46

states.
B. Purpose:
1. Promote voluntarism
2. Develop potential of Junior League members for voluntary participation in

community affairs, and
3. Demonstrate the effectiveness of trained volunteers.
111. Activities of Junior Leagues are illustrative of the scope and diversity of the

voluntary sector.
A. In 1978-79, Leagues sponsored more than 1500 projects in community and

returned to the community more than eight million dollars raised from benefits
such as auctions and long-term fundraisers such as thrift shops and the sale of
cookbooks.

B. Many of these projects were organized in cooperation with other public or
private agencies, often at the request of a local agency or government department.

C. Many League projects demonstrate new ways of handling problems or of
pioneering new ways of volunteering.

D. Often, volunteer time and money given by Leagues are essential to the success-
ful lauching of programs.

IV. How Charitable Contributions Legislation Would Affect League Activities
A. Projects are funded by fundraisers which receive widapread community sup-

port. Many of those buying tickets to League fundraisers or donating items to thrift
shops take the standard deduction. Allowing them to deduct such contributions in
addition to taking the standard deduction would greatly bolster League fundraising
and result in more aid to communities.

B. Many League members take the standard deduction. Allowing those taking the
standard deduction to also deduct their charitable contributions would give League
members increased incentive for volunteering in the community.

STATEMENT

I am Alice H. Weber of Toledo, Ohio, President of the Association of Junior
Leagues. I am here today to urge you support of the charitable contributions
legislation, S. 219. The Association of Junior Leagues strongly endorses this pro-
posed legislation because we believe that its enactment is essential to preserving a
strong voluntary sector which can continue to provide vital community services and
encourage individual initiative to solve community problems.

The Association of Junior Leagues is a non-profit organization with 229 member
leagues and approximately 125,000 individual members in the United States. The
Association's three-fold purpose is: To promote voluntarism; to develop the potential
of its members for voluntary participation in community affairs; and to demonstrate
the effectiveness of trained volunteers.

Our commitment to effective training programs is reflected by the requirement
that every Junior League member must participate in a training program before
she begins work in her community. The majority of Junior League members contin-
ue to take training courses throughout their years of League membership. In
addition, every Junior League member must make a commitment to a volunteer
position. A substantia! number of Junior League members today sit on the Boards of
other voluntary organizations throughout the United States because of the leader-
ship training with which their volunteer experience has provided them.
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During the past year, Junior Leagues sponsored more than 1500 projects in their
communities and returned to the community more than eight million dollars netted
from benefits such as auctions and art shows and long-term money-raisers such as
thrift shops and cookbooks. Almost three million dollars of these funds raised by
thrift shops staffed primarily by League volunteers.

The money raised by these League fundraisers is used to support projects in the
community such as services to children and their families, adolescents, the aged and
populations experiencing special problems such as drug abusers, alcoholics and
battered women, as well as programs concerned with the arts, urban conservation
and the protection of the environment. The projects initiated by the Leagues, often
in collabo-ation with other community groups, illustrate the types of innovative
programming and individual initiatives stimilated by the voluntary sector.

I would like to highlight a few of these projects to give you an idea of the scope
and diversity of League activities. In my home state of Ohio, for instance, the Junior
League of Toledo has developed an Action for Newborns program, helped develop a
review board for foster-care children in Lucas County and organized a program to
help stroke victims. As part of the Action for Newborns program, League volunteers
work with parents whose babies are in the intensive-care nurseries at Toledo Hospi-
tal and participate in a Mother-Infant Bonding Program at Mercy Hospital to teach
high-risk mothers the basics of baby care. The League also developed and distribut-
ed a pamphlet, "Having A Baby," which provides the only available listing of the
sources of pre-natal and post-natal care in Toledo, and trained ten volunteers from
other communities in Northwest Ohio who wish to establish similar programs in the
local hospitals. Four League members sit on the Lucas County Juvenile Review
Board, appointed last Fall to carry out Ohio's recently enacted foster-care review
law. The League also provided funds for sending coordinators of the review board to
training seminars. Ten League volunteers work with 40 other volunteers from the
community and 20 medical professionals in Project Counter-Stroke, a program that
has received almost $6,000 in financial support from the Toledo League.

Elsewhere in Ohio, Junior Leagues have helped establish shelters for runaway
youth. In Akron, Ohio, the Junior League contributed $15,000 to a 24-hour shelter
which provides emergency care and initia' counselling and guidance to teenagers.
Twenty-five League volunteers work at the project which receives its major funding
from the federal government. Five League volunters work at a shelter, Day Break II
in Youngstown, Ohio, whose building was financed by the League.

In Columbus, Ohio, the Junior League has contributed a $15,000 to a court-
watching program that involves 130 community volunteers, seven of them Junior
League members. Eleven League members are receiving training in recruiting and
public relations techniques to assist a community agency in developing an extensive
recruiting campaign for volunteers to work on a one-to-one basis with adolescent
girls referred to the Juvenile Court. The League has contributed more than $6,000
to this project.

In addition, the Columbus Junior League's restoration of Kelton House, a Victori-
an mansion in an inner-city neighborhood known as Town-Franklin, has served as a
catalyst for revitalization of the area. More than 100 League members have worked
on the Kelton House project since the League accepted ownership from the Colum-
bus Foundation in 1976. Four hundred and forty-four thousand dollars raised from
corporate sources plus $25,000 of League funds were used in the restoration of the
House, which is now open to the public. The House and a large meeting room added
by the League are available without charge for meetings of the Franklin-Town
Neighborhood Association and other non-profit organizations. The Franklin-Town
Neighborhood Association, whi,,h the League helped organize, and the Ohio State
University Department of Architecture recently completed and published an inven-
tory of the buildings in the area surrounding Kelton House. As a result of the
survey, both Kelton House and the Franklin-Town Neighborhood are listed in the
National Register of Historic Districts.

In Cincinnati, 38 volunteers over the age of 55 have formed a team to work
toward the development of a total community support system for the mentally ill by
conducting an assessment of the mental health after-cure system in Hamilton
County.

Similar problems are being addressed by Junior Leagues in other sections of the
country. Many of the League projects have been stimulated by the Association's
five-year child advocacy program, which focuses on five areas: child heath, special
education, day care, child welfare (including foster care, adoption, and child abuse
and neglect) and juvenile justice.

In the area of foster care, a number of Junior Leagues have taken an active role
in the concern for Children in Placement Project (CIP) sponsored by the National
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Council of Juvenile and Family Court Judges to provide regular monitoring of
children in foster care. In Oklahoma City, CIP is part of the Junior Leagues Parents
and Children Together (PACT) program. Seven League volunteers spent more than
750 hours in 1978-79 reviewing some 3,000 files of children and selecting 800-900 of
these for further judicial review. Another 11 volunteers participated in the PACT
project's foster care/adoption clearing house which was designed to coordinate the
efforts of ten private and public agencies in the Oklahoma City area in finding
homes for hard-to-place children. Since the project was initiated two years ago. 44
adoptive families and five foster families have been recruited. Sixty-one children
have been placed for adoption and four have found foster homes. Seven League
volunteers work with the project, and the League provided $1,000 to develop a
parent-training program for adoptive parents. Another 16 League volunteers work
in a Post-natal Parent Education Project developed in conjunction with Mercy
Health Center. The project works with parents of newborn infants when the moth-
ers have been identified as not establishing a bonding relationship with their babies
during their stay in the hospital. An effort is also made to involve the father in the
training session. To date, 150 couples have participated in the program with refer-
rals coming from hospitals and guidance centers throughout Oklahoma City. The
Oklahoma State Department of Health has asked the League to help institute the
Postnatal Education Program in all state guidance centers by 1981. Its experiences
in the PACT program have- led the Junior League of Oklahoma City to help develop
the Oklahoma Alliance for Children and seek passage of a state law mandating a
citizen's reviewboard for children in foster care.

The Junior League of Wilmington, Delaware, also initiated a Children in Place-
ment Project at the request of the Family Court of Delaware. Fifty Wilmington
Junior League volunteers spent more than 2,000 volunteer hours reviewing the files
of 650 children in New Castle County, Delaware, since the project was initiated in
1977. The League, with the assistance of computer time donated by a local bank,
also developed a statistical profile of the average child in foster care in New Castle
County, Delaware, and played an instrumental role in the passage of foster-care
review legislation recently enacted in Delaware. The Junior League of Brooklyn
participates in a CIP project for the Manhattan Family Court. Volunteers from the
Junior League of Providence, Rhode Island, staffed the first successful Children in
Placement Project.

Many League projects focus on juvenile justice. In New Jersey, the Junior
Leagues of Bergen County, the Oranges and Short Hills, and Elizabeth-Plainfield
have joined with a private agency to establish group homes for troubled teenagers
in their own communities. In each community, Junior League volunteers serve on
the Board, volunteer at the homes and have provided funds to help establish the
homes. In Connecticut, the Junior League of Greater Bridgeport has committed a
total of $36,000 to help start a shelter for youth in crisis that provides 24-hour
intervention, emergency shelter care and referral services for youth in the Greater
Bridgeport area. League members also volunteer at the shelter and serve on its
board. Elsewhere in Connecticut, the Junior League of Greenwich joined forces with
a community agency to provide troubled youth with temporary housing, counseling
and other professional services. In Hartford, the Junior League contributed $25,000
toward the purchase and renovation of a building to house a temporary shelter for
youth that will provide counseling and referral services 24 hours a day.

In Odessa, Texas, the Junior League took the initiative in organizing a communi-
tyeffort to establish an Emergency Youth Shelter. Members of the Junior League of
Odessa worked closely with the local school district, the Texas Department of
Human Resources and local juvenile justice officials to establish a facility that
would conform with the provisions of the Juvenile Justice and Delinquency Preven-
tion Act of 1974. In addition to organizing a campaign for the new facility, which is
scheduled to open in June 1980, the Junior League has contributed more than
$50,000, part of this to match federal funds to establish the facility which will be
operated by the Texas Department of Human Resources.

Often a Junior League is asked to organize a volunteer program or help initiate a
new program by another community agency or branch of government. For instance,
the Junior League of Dallas, Texas, worked closely with the Dallas Independent
School District and Dallas County Juvenile Department to develop Letot Academy,
an alternative program for status offenders. The program provides both an alterna-
tive school and 24-hour individualized family crisis counseling, referral services and
short-term emergency shelter. League volunteers took a lead role in helping to
develop the program and obtaining the federal funds necessary to establish the
academy. Thirty-nine League volunteers have served at the academy since the
academy began operating 16 months ago. The Junior League of Dallas provided
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$100,000 to develop the emergency shelter and $45,000 to pay the salary of a
director of volunteers for three years. The project, which has a total budget of five
and one-half million dollars, has drawn volunteers from throughout the community,
many of them retired older persons who receive training from the Junior League.
Since it began, more than 300 youths have attended the alternative school and
approximately 1,000 status offenders have received short-term emergency shelter.

In Atlanta, Georgia, the Junior League is developing a Neighborhood Support
Center in cooperation with the Department of Family and Children's Services of
Fulton County. The center, to be housed in a low-incone housing project, will
provide an emergency shelter for families in crisis and, if successful, will be used as
a model for similar programs throughout the Atlanta area.

In Kansas City, Missouri, the Florence Crittenton Agency asked the Junior
League to organize a volunteer program for its community day school. More than 15
community groups now participate in the volunteer program which, in addition to
the community day school (which serves 20 boys and girls) includes a home for 42
emotionally-disturbed girls, a 25-bed hospital and three group homes. In addition to
organizing the volunteer program, the League made a $50,000 commitment to the
program in 1977-79. Eleven League members serve in the program.

In Baton Rouge, Louisiana, the Junior League joined forces with the Volunteers
of America to develop the Emergency Receiving Home, a shelter for neglected and
abused children ages two to ten. The Junior League and the Volunteers of America
contributed the funds necessary to obtain Title XX funding for the shelter. In
addition, 15 League volunteers at the shelter worked on-a one-to-one baivi- with the
children. The shelter has serviced 182 children since it opened in June 1977. The
Director of the shelter was quoted in the January 1978 issue of The Volunteer, a
publication of the National Society of Volunteers of America, as saying, "Our staff
gets invaluable assistance from members of the Junior League. . . their supportive
services are of a very high professional caliber."

In New Orleans, the Junior League and Children's Hospital developed the Parent-
ing Center, a program designed to meet the needs of expectant parents as well as
parents of children 0-3 years of age. Included among the activities of the Center are
classes for parents, counseling, a resource library, childcare, information and refer-
ral services and training for volunteers who work at the center. The League has
pledged $93,000 to the Center and developed a community education and outreach
program for the Center. Five Junior League members serve on the Center's Adviso-
ry Board and seven volunteers work at the Center each week.

As a result of individual League members' growing awareness of the impact of
federal funding policies on local programs, delegates voted at the 1978 Association
conference to advocate to see that opportunities and services essential for the
optimal physical, intellectual, emotional, mental and social growth of children are
provided. As a first step toward meeting the delegates' mandate, the Association
Board voted in January 1979 to support legislation in the areas of child health and
child welfare. The Association established a legislative network which, to date, has
148 Junior Leagues, 13 State Public Affairs Committees and one Regional Council
as members. In child health, AJL supports legislation to expand and strengthen the
principles embodied in the Early and Periodic Screening, Diagnosis and Treatment
(EPSDT) program, and is actively supporting passage of H.R. 4962, the Child Health
Assurance Program (CHAP) recently enacted by the House of Representatives. In
child welfare, it supports reform of the foster care system to strengthen family life
and provide protection for children and the expansion of subsidized adoption pro-
grams, and the Association is working to obtain passage of a version of H.R. 3434
that will benefit children and their families.

Many Junior League projects demonstrate new ways of handling a problem or
pioneer new areas for volunteering. The Junior League of Milwaukee, Wisconsin,
or instance, is one of several Leagues that is aiding victims of domestic violence. It

initiated and serves as prime sponsor of Advocates for Battered Women, a project
that provides counseling as well as referrals for shelter, services, etc. to victims of
domestic violence and provides an education program to inform the community
about the problem of domestic violence. In cooperation with two community groups
and the District Attorney's office in Milwaukee, the project has served more than
550 persons since it was initiated two years ago. More than 60 League volunteers
have worked in the project and the League has pledged more than $33,000 in
financial aid to it.

The Junior League of New York is one of two voluntary agencies that conduct a
program inside the New York Correctional Facility for Women. The Learning
Project for Women Offenders, initiated in April 1978 with a $15,000 grant from the
Junior League of New York, is a cooperative venture of the League, the New York
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City Department of Corrections and the Women's Prison Association, a voluntary
agency that provides assistance to female offenders. The center, which provides
skills training and a job placement program for residents at the New York City
Corrections Institute for Women at Rikers Island and at a halfway house in Man-
hattan, recently received a grant of $340,000 from the New York City Criminal
Justice Coordinating Council.

Often, as in the projects which I have just mentioned, the League efforts supple-
ment government efforts. In other cases, they offer an alternative to a government
program or demonstrate a new way of dealing with a problem that can be replicated
on a larger scale.

Although the amount of money given by Leagues to community programs is small
in relation to the total amount of funds raised for these projects, the enthusiasm
and initiative of League volunteers and their willingness to pledge the first dollars
for a project frequently are the essential ingredients in lauching a successful com-
munity venture.

The funds used by the Leagues as seed money come from fundraisers such as
those mentioned earlier and are dependent on the generosity of the community. A
portion of the price of tickets to a fundraiser is tax deductible; so are the portions of
the costs of the cookbook sold by the Leagues and the clothing and other items
donated by members to the thrift shops. Many tickets to League benefits are bought
by people who take the standard deduction. Allowing them to deduct their charita-
ble contributions would bolster League fundraising efforts. In addition, used cloth-
ing and other items valued at almost four million dollars were donated to Junior
League thrift shops last year. Items valued at more than one and one-half million
dollars were given to these same thrift shops on consignment. It is quite possible
that a substantial portion of the items sold on consignment were placed by persons
who take the standard deduction and would have been donated if their owners had
been permitted to deduct their charitable contributions.

It is important also to recognize that, because all Active members of the Junior
League are under the age of 42, many of them are in an income bracket that makes
it most attractive to take the standard deduction. Their incentive for giving of their
efforts and time (and in the process incurring the costs of travel, etc.) is lessened by
the current tax system which permits charitable deductions to be taken only by
those who itemize their tax returns.

The Junior League history amply demonstrates that those who give to a charity
are most likely to volunteer for it. To increase the number of volunteers in the
community and to encourage the development of community collaborations to solve
local problems, I therefore urge you to approve the charitable contributions legisla-
tion.

Thank you for this opportunity to appear before you today.

STATEMENT OF SHRINERS HOSPITALS FOR CRIPPLED CHILDREN, TAMPA, FLA.

This prepared statement is filed by Shriners Hospitals for Crippled Children,
Tamapa, Florida, in connection with the January 30, 1980, hearing on S. 219. That
bill deals with the allowance of a charitable deduction to taxpayers without regard
to itemization of other personal deductions. Shriners Hospitals for Crippled Chil-
dren want to be on record that it supports revision of the current income, estate and
gift tax incentives provided individuals, corporations, trusts and estates, in connec-
tion with contributions to charitable organizations. It wishes to express its very
strong concern that the $2.4 billion revenue loss for only one form of incentive, as
provided for by S. 219, is completely unjustified. The money could be better spent on
a wider range of incentives including modification and revocation of certain existing
disincentives to charitable giving.

A. THE HOSPITAL SYSTEM

Shriners Hospitals for Crippled Children is a charitable institution dedicated to
the health of children. It owns and operates 22 hospitals in the United States and
Mexico to treat children under the age of 16 suffering from orthopedic defects or
diseases and from injuries from burns. What is unique about Shriners Hospitals are
that with only slightly more than 1,000 beds available in all its hospitals, it has
been responsible for many unique contributions to orthopedics and it has, in its fifty
years, trained more than 25 percent of all board certified orthopedic surgeons in the
United States. What is even more unique about our hospitals is that no one pays for
any treatment provided to any child. It is, we believe, the last completely free
hospital system operating outside the governmental sector in the United States. Our
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hospital system receives no federal grants for or in connection with our medical
services, it receives no state or local government money, it receives no money from
parents and it takes no insurance money, though available, from carriers such as
Blue Cross or Blue Shield. The hospital system is supported in part by our fraternal
order, in part by our endowment and in part by the indirect subsidy of the govern-
ment through the charitable contribution deduction for federal income, estate and
gift taxes. It is this indirect or informal subsidy which we value because, we believe,
it permits us to function more efficiently and more effectively and with greater
impact on children's health, than if we were regulated or controlled by any govern-
ment.

B. DISINCENTIVES TO CHARITABLE GIVING

We must agree that the basic income tax deduction, gift tax deduction and estate
tax deduction for outright gifts to charitable institutions provide a very strong
incentive for individuals, corporations, trusts, estates, partnerships, etc., to make
contributions to the public charity of their choice. However, we believe that there
are a number of unfortunate disincentives to charitable giving which, if removed,
could provide a larger base of support for all charities, except private foundations,
which would ultimately enhance the strength of the private sector and, as a result,
reduce the burdens of government when the private sector takes responsibility for
matters that have passed into the hands of government.

1. Increase of corporate percentage limitation
Under present law, a corporation may deduct its charitable contributions, but not

in excess of 5 percent of its taxable income. We believe this percentage should be
raised to 20 percent. While it is true that many New York Stock Exchange compa-
nies do not reach the 5 percent in their charitable giving, it is our strong belief,
from personal experience, that there are many corporations, banks and insurance
companies especially, which do in fact reach the 5 percent maximum and, unfortu-
nately, do not continue to give to charity because the contribution would be nonde-
ductible. We have a strong feeling that charitable giving, by the corporate sector,
could be strongly enhanced by enlargement of this percentage limitation especially
for those corporations whose taxable income is $100 million or less. If the Congress,
in its wisdom, thought that there should be a sliding scale depending upon the gross
income or taxable income of the corporation, we would not find this objectionable,
especially if the 20 percent limit was provided for the smaller business enterprise.

The fact that the percentage limitations are being pushed to their maximum is
evidenced by the series of rulings the Service has issued allowing banks and insur-
ance companies to set aside income producing investment properties in a "Clifford
Trust" and not have the income generated in such trusts be attributed to the
company. These Clifford Trusts then make distributions to charities of all of their
income and the trust, in effect, has no taxable income and the insurance companies
and banks have managed to avoid the 5 percent limitation by shifting income
outside of their control. If these techniques are permitting taxpayers to artfully
avoid the 5 percent limitation on corporate giving, it suggests to us the percentage
limitation should be increased so that this device need not be used as a means of
circumventing existing law.

2. Restrictions on deferred giving
Under present law, deferred giving is a perilous form of charitable transfer

because of the annuity and unitrust rules found in Sec. 664 of the Code and the
accompanying regulations. Many experienced practitioners counsel their clients
against split interest gifts because of the hyper-technical construction of the law by
IRS regulations. The regulations, unfortunately, make a complex law even more
difficult by establishing mandatory governing instrument rules so even where a
bona fide attempt has been made to comply with the law, the regulations cause the
loss of the charitable deduction. This Congress is already aware of the problems
created by the charitable remainder trust rules by reason of its amendment of H.R.
1212 extending the charitable reformation rights, for unqualified trusts, to Decem-
ber 31, 1980 under Sec. 2055(eX3) of the Code. In addition, it is my understanding
that several Senators on the Finance Committee have asked the staff to look into
some form of permanent relief for unqualified charitable remainders. It seems to me
to be an extraordinary commentary on an Internal Revenue Code provision where,
on one hand, IRS enforces a strict provision dealing with charitable remainder
trusts and, on the other hand, Congress seeks to provide executors and others relief
from this strict conformance in a separate statutory provision. If the need for
permanent relief is as acute as some Senators seem to believe, it would seem to me
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that the effort should be directed at repealing Sec. 664, and related provisions, and
returning to the old rules governing deductions for remainder gifts.
3. Increase in individual percentage limitations

Under existing law, contributions to public charities are deductible up to 30
percent of an individual's contribution base if the contribution to a public charity is

appreciated property. While there are always questions of valuation of
property, this tier system for determining deductibility of contributions should be
modified or even eliminated so as to create an additional incentive for contributions
of appreciated property.

It is our suggestion that contributions of appreciated property, like contributions
of cash, be deductible up to 50% of an individual's contribution base with the
ordinary carryovers as now permitted by law. Along this same line, we do not
believe these should be any percentage limitation for individuals or corporations, for
contributions to governmental units. Under existing law, if a contribution is given
to a governmental unit it is deductible by the donor only to the extent of the
percentage limitation contained in the provision governing the particular form of
taxpayer. It seems to us that governmental units such as public schools and public
hospitals, and governments themselves, could enlarge or enhance their activities,
outside the tax and budgetary process, by being a completely open-ended recipient
of private funds. It seems to us that the rationale purporting to justify a percentage
limitation on gifts to public charities, viz, the donor should not be able to direct the
use of funds without some support of government makes no sense whatsoever when
a governmental unit is itself being provided the financial support.
4. Carryovers and carrybacks of deductions

Under Sec. 170, a contribution in excess of the percentage limitation may be
carried over by the donor to the five succeeding taxable years in determining his or
her income tax liability. This rule applies to both individuals and corporate donors.
We suggest that this be altered and enhanced by (1) extending the carryover
provisions to ten years and (2) providing for a contribution carryback of excess
contributions which could be elected by a donor in connection with prior years'
income tax liabilities. Thus, for example, if a major donation to a public charity is
made a donor would be given the opportunity to carryback the contribution to the
three prior years for income tax liability purposes and if the donation was not
completely absorbed, the taxpayer would have the opportunity to carryforward the
unused balance for the next ten years. In connection with a carryback of the
contribution, we believe it would be appropriate, however, to limit the benefits to be'
derived from such carryback to the tax savings alone and not provide any interest
on the refund itself.
5. Amendment of section 642(c)

Under present law, an estate or trust is not permitted a charitable contribution
deduction unless the contribution is made by the trustee or executor pursuant to
terms contained in the indenture of trust or in the will. We believe this is an
unnecessary requirement and acts as an inhibitor towards trusts or estates making
contributions for charitable purposes in the absence of specific authorization. We
have been unable to find in our research, what federal public policy is enhanced by
imposing such a stricture on the contributions of trusts and estates; we believe that
having an enlarged deduction available to estates and trusts without regard to the
actual terms of the instrument would open up a completely new source of charitable
giving.
6. Treating death as a disclaimer

Under existing law, a charitable deduction may be increased if an interest in
property falls into a chaitable bequest by reason of a disclaimer of such interest by
a legatee. Similary, a deduction may be allowed or increased if the death of an
individual terminates a power to invade property. Both the disclaimer and death
must occur before the due date for the filing of the estate tax return. It is recom-
mended that where an interest in property falls into a charitable bequest by reason
of the death of an individual, rather than a disclaimer over such interest, similar
treatment be granted so that the charitable deduction is increased by the amount of
property which falls into such bequest. By so doing, a federal estate tax is not paid
on funds which actually pass to charity when there is a premature termination of a
life estate.
7. Requiring IRS to rule on estate tax liability of living person

Under existing Internal Revenue practices, it will not issue a ruling or determina-
tion letter on matters involving the prospective estate tax liability of a living
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person. Because so many of the charitable contribution questions affecting the
extent or value of deductions under Sec. 2055 need Internal Revenue Service ad-
vanced assurance, it is recommended that Congress enact a law to override this
particular practice and permit rulings to be issued on the state tax liability of a

ping person. Such a rule would assure paralled treatment for this tax as now
exists or the federal income and gift tax.
8. Repeal of section 170(fX4), et cetera

There are indeed, numerous technical changes which could be made to enhance
charitable giving including contributions of remainder interest. One such unneces-
sarily complex provision deals with the reduction of the deduction for the value of
remainder interest in real property by requiring that depreciation I1e taken into
account contained in Sec. 170(f)(4). This particular provision acts as a considerable
disincentive to the contributions of personal residences and farms which the Con-
gress meant to encourage when it enacted certain provisions dealing with deferred
giving in 1969.

C. SUMMARY AND CONCLUSION

We believe that if the Congress is prepared to provide an incentive to charitable
giving, the incentive should not be the one contained in S. 219 since it does not take
into account a range of contribution considerations today acting as disincentives to
giving. We do not believe that the disincentive to giving of itemization is as substan-
tial as some proponents may believe. Many individuals do in fact give contributions
though they do not itemize their returns. These types of contributions are the one
made in social situations such as at an individual's church during services, door-to-
door solicitations, or direct mail solicitations. We tend to believe that many contri-
b'itions are given by persons who do not itemize and the incentive for them to make
their contributions is not the charitable deduction, but the honest desire to provide
modest support for the church or charity of their choice. Thus, the gifts have
already been made in that circumstance and the contribution deduction does not
enhance or necessarily encourage additional contributions on top of what they may
already have determined. These givers are not necessarily dealt unfairly because
their standard deduction presumes a certain level of charitable giving. So, in ef.ct,
these individuals are getting a double deduction at a revenue totally disproportion-
ate to other charitable giving incentives.

Senator MOYNIHAN. The committee is in recess.
[Whereupon, at 1:05 p.m. the subcommittee recessed, to recon-

vene on Thursday, January 31, 1980.]
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THURSDAY, JANUARY 31, 1980

U.S. SENATE,
COMMITTEE ON FINANCE,

SUBCOMMITTEE ON TAXATION AND
DEBT MANAGEMENT GENERALLY,

Washington, D.C.
The subcommittee met, pursuant to recess, at 9:30 a.m., in room

2221, Dirksen Senate Office Building, Hon. Harry F. Byrd, Jr.
(chairman of the subcommittee) presiding.

Present: Senators Byrd, Moynihan, Packwood, and Durenberger.
Senator BYRD. The hour of 9:30 having arrived, the committee

will come to order.
The committee will continue its hearings on S. 219 to allow the

charitable deduction to taxpayers whether or not they itemize their
personal deductions. This is the second day of 2 days of hearings on
this legislation.

S. 219 has been introduced by the Senator from New York, Mr.
Moynihan, and the Senator from Oregon, Mr. Packwood.

The first witness this morning will be the Honorable Russell
Train, president, World Wildlife Fund. He is one who has had a
great deal of experience in government and one who has had a
good bit of experience with this committee and with the joint
committee.

Mr. Train, we are delighted to have you this morning. You may
proceed as you wish.

The committee, because of time limitations, feels that it must
limit the witnesses to 10 minutes. Would you proceed?

STATEMENT OF RUSSELL TRAIN, PRESIDENT, WORLD
WILDLIFE FUND

Mr. TRAIN. Thank you, Mr. Chairman.
I will proceed informally with your permission. I have submitted

a complete statement and I will not read it.
Senator BYRD. The complete statement will be made a part of the

record.
Mr. TRAIN. Thank you, Mr. Chairman.
First, may I say that I strongly support the purposes of S. 219,

the legislation before you, for reasons which I will hope to make
clear.

I am president of the World Wildlife Fund of the United States
which is a publicly supported nonprofit organization dedicated to
the conservation of wildlife and other living resources and their
habitats on a worldwide basis. In my own experience, I have a
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great deal of contact with environmental and conservation activi-
ties around the world, including those of other governments, and I
have been struck forcibly by the comparison between our experi-
ence in the United States and the experience abroad.

No other nation in the world, in so far as I am aware, provides
as a matter of conscious tax policy the tax treatment of charitable
contributions as does the United States. No other nation encour-
ages private, charitable activity as does this country.

Along this same line, I think that it is also true that nowhere
else in the world have I ever seen and experienced the kind of
private citizen involvement in conservation in environmental activ-
ities broadly defined, as one finds here in the United States, and
finally, I think it is quite clear that in no other nation of the world
has so much progress been made in dealing with environmental
and conservation problems as has occurred within the United
States over many years, but most particularly within recent years.

I am personally convinced that this is no mere coincidence, that
the conjunction of these facts carries a very real lesson and that
the tax policy of this Nation, which I consider an enlightened tax
policy in respect to charitable giving, has had a great deal to do
with the progress that our society has made in dealing with the
very complex and pressing problems of the environment.

I have also been struck abroad by the different attitude that one
runs into on the part of the public as to charitable giving. Most
commonly among foreign countries-I am thinking particularly of
Europe-the attitude seems to be that the activities which so many
of our private institutions undertake here in the United States,
whether they be hospitals, or educational institutions, or environ-
mental organizations, are more properly carried out by govern-
ment.

And this is a very strong philosophical difference, I think, from
the deeply held beliefs and traditions of our own society.

It is considered odd, I think, abroad, as they look at experience in
the United States, that private citizens undertake to do so much in
our society and they do not understand why we do not just leave it
to Government.

And I think that it bears underlining, this difference, because we
tend to take for granted the approach which has been built in and
institutionalized in our society and we have often failed to remem-
ber that it is quite different from the experience of most other
nations around the world.

Having said that, I think that it is very important. Speaking-I
am here today, particularly, of my own field of the environment
and conservation, that a very, very strong private citizen presence,
very active presence, be maintained in that area.

The private environmental movement has been enormously pro-
ductive over the years in terms of setting aside private land, in
terms of engendering research, in terms of public education, and as
one who has spent a great deal of his life as a government bureau-
crat, I think that I can say with some experience and feeling that,
in most cases, the private sector can do it more economically, more
efficiently and more effectively.

There are obviously cases where government only can be an
effective instrument and that is in terms of enacting legislation.
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You can not expect private groups to do that. On the other hand,
private groups have a great deal to do with making the implemen-
tation of Government policy effective.

I think that here the development of a real and living balance
between the private sector and the public sector is what, in many
ways, is making our democracy a great and effective force, and far
different from what we see around the world.

More directly addressing the concepts of this legislation, ' think
that it is clear in the environmental area-and I am sure that this
is true of other nonprofit fields-but in the environmental area, to
which I am directing my comments, it is the smaller contributions
of many, many individuals that are increasingly making the differ-
ence in the effective support of environmental groups.

I think that it is important in this area as in others that we
encourage a broad base of support and a diversity of support be-
cause I think that that kind of diversity which would derive from a
large number of small contributors is an assurance of balance and
effective development in the private sector.

And it is for this reason that I find that this particular legisla-
tion is highly encouraging and embodies a principal which I am
very glad to endorse strongly to this committee.

Thank you, Mr. Chairman.
Senator BYRD. Thank you, Judge Train.
Yesterday, the Treasury Department testified and, under ques-

tioning by me, it stated that President Carter opposes this legisla-
tion, that the Office of Management and Budget opposes it, and
that the Carter administration opposes it.

Treasury expressed the view that the fundamental problem is
the precedent set by allowing deductions for charitable contribu-
tions over and above the standard deduction. In any case, they are
opposed to it.

You served as judge of the Tax Court with great ability and you
can look at this from both sides-from the tax side and from the
public side which you now occupy.

How would you respond to the Treasury Department's concern in
this area?

Mr. TRAIN. I think in a couple of ways. First, let me say, Mr.
Chairman, thinking back to the days when I wore a tax hat and
represented the Treasury for some years before this committee, I
probably would have also opposed this legislation and I must say
that I continue to be concerned that we do not permit the tax base
to be eroded.

I think that is a very important consideration of tax policy. The
narrower the tax base, the higher and often more inequitable the
rates have to become.

So, as a matter of principle, I would like to see the tax base kept
as broad as possible.

I think that there is a question here which the Congress must be
sensitive to, and that is to be sure that a precedent is not being
established here for extension of similar treatment to other areas
of deductibility.

I think that there is a clear difference, however, with respect to
charitable contributions than with respect to interest deductions or
what other areas that there may be.
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Here you are talking about the undertaking by the private sector
of responsibilities and activities that are otherwise going to be the
subject of Government expenditures and effort, and I believe that
that is a very clear distinction so that I do not think that the
Federal Government is giving something away in this case, but it
is, indeed, assisting the private sector to take on and supplement
Government responsibilities in a very effective way.

I think that a precedent here need not be considered creating a
problem at all. There is a clear distinction, it seems to me, in
regard to charitable giving.

Senator BYRD. Thank you very much, Judge Train.
Mr. TRAIN. Thank you, Mr. Chairman.
[The prepared statement of Mr. Train follows:]

STATEMENT OF HON. RUSSELL E. TRAIN, PRESIDENT, WORLD WILDLIFE FUND-U.S.

SUMMARY

Strongly supports the purpose of S. 219.
U.S. tax policy has encouraged charitable giving and this has been crucial to the

effectiveness of private environmental efforts in the U.S. Citizen participation has,
in turn, been a significant factor in the far greater progress made in combatting
environmental problems in the U.S. than among other countries.

Environmental organizations are largely dependent today on the support of a
large number of relatively small contributions.

Such broad-based support is essential to the continued diversity, balance and long-
term effectiveness of environmental organizations and such support should be en-
couraged by conscious tax policy.

Mr. Chairman and members of the Committee, I appreciate this opportunity to
testify concerning the role of private philanthropy in our society, with particular
reference to the support of environmental organizations.

I strongly support the purpose of S. 219 to allow all taxpayers to deduct charitable
gifts from their taxable income whether or not other deductions are itemized. It is
vital that all appropriate steps be taken to encourage the broadest possible base of
charitable giving in the United States.

I appear as President of the World Wildlife Fund-U.S., an independent, publicly-
supported nonprofit organization dedicated to the conservation of wildlife and relat-
ed habitats around the world. However, while I have drawn on my assoication with
the World Wildlife Fund and its needs in developing these views, my personal
experience extends to a number of private environmental organizations over many
years, as well as to the administration of major environmental programs in the

federal government. Thus, the perspective which I hope to bring to the subject of
this hearing is not based on the narrow interests of one organization but on the
concerns, as I perceive them, of the environmental movement as a whole.

During my service in the past two administrations, I had a central involvement in
the numerous initiatives of the United States in the field of international environ-
mental cooperation. Today, I am a vice president of the International Union for the
Conservation of Nature and Natural Resources, headquartered in Switzerland, and
the program of the World Wildlife Fund with which I am associated extends to
countries and regions throughout the world, as well as within the United States.
Thus, I have had a continuing opportunity to assess and compare environmental
developments in different nations. Nowhere in the world does any other government
provide comparable encouragement through conscious tax policy for private charita-
ble giving as does the United States. Nowhere in the world is there a strong and
effective private citizens' force for environmental protection comparable to that
which exists in the United States. And nowhere in the world, particularly among
the major industrial nations, has so much progress been made on such a wide
spectrum of environmental problems as has occurred in the United States during
recent years.

I am convinced that the conjunction of these facts is no mere coincidence. I do not
suggest that, absent the availability of tax deductions, the charitable impulse that
seems so deeply ingrained in the American character would wither away. Nor do I
suggest that tax deductible support is a prerequisite to citizen action in our society.
On the contrary, active citizen participation in public issues has been a tradition in
our system which goes back to the earliest settlement of the country. Nevertheless,
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the availability of charitable contributions has played a vital part in building
environmental progress in the United States.

Private initiative has always been a major force in the conservation movement in
this country. The establishement of national parks, national forests, wildlife refuges,
and soil conservation programs, among other, receiv..d much of their initial impetus
because of the interest of private citizens aroused by the wasteful exploitation of our
natural resources. Unlike the experience of many countries abroad where hunting
and fishing rights have traditionally been the exclusive privilege of an aristrocracy,
in the United States these rights have been enjoyed by a broad spectrum of our
people. Millions of hunters and fishermen from all walks of life have been a strong
force for the preservation of natural areas, for the wise management of fish and
wildlife as a renewable resource, for the protection of wetlands and, more recently,
for the cleaning up of the Nation's rivers and lakes and coastal waters. This force
has not only been effective within our own boundaries but has also been evidenced
by such programs as the large-scale protection of waterfowl breeding and nesting
areas in Canada through private U.S. funds.

By the same token, the non-hunting conservation community has likewise made
tremendous contributions to the protection of wildlife and wildlife habitat, as well
as other natural resources. Bird-watchers alone measure in the millions today.
Moreover, the importance of nongame species of wildlife as esssential elements of
our ecological systems is increasingly appreciated by hunters and nonhunters alike.
Indeed, here is another area where private concern and private initiative have
tended to far outpace government action at all levels.

Private philanthropy, particularly as represented by the generosity of the Rocke-
feller and Mellon families, made extraordinary gifts of land to the nation which
made possible Grand Teton National Park, Shenandoah National Park, Acadia
National Park, and Cape Hatteras National Recreation Area, among others. Other
individuals have been instrumental in making major gifts of land which have
enhanced the quality of our national life through the establishment of wildlife
refuges, state parks, historic sites, nature centers, urban parks, and other open
space resources. The role of private giving to complement public programs in the
protection of critical natural areas continues to grow and to require private support.
More and more, it is the smaller contributions of large numbers of people to which
we must look to fill this need. The day of major gifts by a relatively few wealthy
individuals has largely passed.

Starting in the nineteen sixties, the traditional emphasis of environmental organi-
zations on the conservation of natural resources expanded to embrace the public's
relatively new concern over environmental pollution. Air and water pollution, pesti-
cides and toxic chemicals, solid waste, noise, and radiation became the new prior-
ities. Existing organizations were leaders in pushing these concerns, and new orga-
nizations dedicated to the fight against pollution came into being. The "environmen-
tal revolution," as it has sometimes been called, has been a broad-based, public
movement that reflects the widespread and rapidly growing concern among Ameri-
cans over the threat to public health, represented by environmental contamination.

While this is not the occasion for measuring environmental progress over the past
decade, I think it can be stated with certainty that seldom, if ever, has any society
demonstrated so effectively its capacity to bring about meaningful and permanent
change and improvement by orderly process. The outpouring of environmental
legislation of these years has been the reflection and the result, not the cause, of
aroused public concern. It is surely one of the glories of our democracy that citizen
participation could so decisively and constructively influence the political process.
While other concerns, particularly over energy, have assumed a new priority in our
affairs, it is clear that environmental values have become institutionalized in our
society and are here to stay.

Among the new organizations which came into being during these years are the
ublic interest law firms, specifically those active in environmental matters. Initial-

y dependent to a substantial degree on foundation funding, these organizations
today are increasingly receiving broad public support. In my opinion, they play an
extremely important role in our system. When I was Administrator of EPA, I was
frequently the subject of their attentions and the target of their lawsuits. However,
there was never any question in my mind but that by holding bureaucratic feet to
the fire these groups were performing a vital public service, uncomfortable and
inconvenient as the process often seemed at the time. Moreover, the tradition of our
society is an adversarial one. We look to the interaction of opposing viewpoints and
of different interests in a free and open society to help shape and direct the course
of events. For such a process to be meaningful, there must exist a reasonable
balance of forces among the competing interests. Given the fact that in a market
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economy most of the normal economic incentives encourage resistance to environ-
mental requirements, it is desirable to support the existence of effective centers of
environmental advocacy within the private sector. There are those who say that
representation of the public interest is the proper responsibility of government-
and, of course, it is. But it cannot be the exclusive role of government in a free
society. The definition of "public interest" will differ at different times among
different people and under different circumstances. It follows that there should be a
number of diverse public interest groups and that they should possess adequate
resources derived from as broad and diverse a public base as possible.

Having emphasized the adversarial approach to problem-solving which so charac-
terizes our society, it is worth noting that a number of private, nonprofit groups are
actively engaged today in exploring alternative approaches to environmental con-
flict resolution, such as mediation. These efforts recognize that, while adversary
process is often essential, excessive reliance on legal remedies alone can be costly
and productive of delay. I think we have all seen enough confrontation and polariza-
tion of issues in the environmental field to recognize the need for fresh approaches.
Environmental mediation and related approaches to problem-solving are essentially
experimental at this time, although important results are already being achieved.
Such experimentation is particularly appropriate to the private sector and major
government involvement would probably be self-defeating.

I must add in this connection that for mediation to appear as an attractive
alternative to the -parties to an issue, there is again a need for a reasonable
"balance -of force" among the contending groups. Moreover, my own experience
suggests that it requires far more resources on the part of a public interest group to
prepare for a mediation process than to pursue the more accustomed route of
litigation. Thus, I perceive a major need for increased charitable giving to public
interest law firms specifically directed to support of mediation activities.

World Wildlife Fund-U.S. raises its funds from a wide variety of sources, includ-
ing primarily individuals, corporations, and foundations. We are not a membership
organization but receive sup ort from approximately 65,000 active individual con-
tributors. Our average individual contribution is under $20. Over half of our income
is derived from individual sup rt. Corporations provide the next largest source of
our income and, .in our last full fiscal year, we raised about $450,000 from this
source. It has been highly gratifying to me to see the growing acceptance by
corporations of the conservation/environmental area as an appropriate field for
corporate giving. Nevertheless, the conservation/environment area still receives
overall a very minor share of corporate giving, particularly when compared to the
educational, health, and cultural fields, and I believe that this allocation must
change. The continued health of the natural systems of the earth is the foundation
for all human activity and growth, including economic. The business community has
a vital, long-term stIke in the health of those systems.

While we can all be gratified by the progress made in recent years in combatting
environmental contamination, the stark reality around the world is the accelerating
biotic improvishment of the planet, particularly in tropical regions. The depletion of
fisheries, the loss of soils,' the spread of deserts, the destruction of forests, the
snowballing extinction of species, and the rising tide of human numbers all spell a
progressive deterioration of the quality of life in the future for all people, including
our own. Herein lies the overriding environmental -challenge of the years ahead.

Mr. Chairman, I have tried to emphasize in this brief statement the enormous
importance of the role of private giving in supporting and sustaining the activities
of private environmental organizations. These organizations do an invaluable job in
public education, research, open space acquisition, in public policy advocacy, and in
conservation action here and abroad. In many cases, their role is complementary to
that of government. However, my own experience convinces me that, as in other
areas, where environmental tasks can be undertaken appropriately by the private
sector they will often be accomplished far more cheaply, efficiently, and effectively
than if attempted by government. Thus, encouraging the support of private environ-
mental activities is, in my opinion, highly cost-effective.

The environmental movement embraces a wide area of concerns which cut across
our entire society. These concerns touch directly on public health, the economy;
energy policy, transportation policy, the urban environment, agricultural policy,
land use, the protection of species and habitats, and foreign economic development
assistance policy, among others. A great diversity of interests are clearly involved in
these matters. Thus, it is important in a free society that there be the fullest
possible citizen participation in affecting the issues involved. To this end, it is

' Estimated by the Department of Agriculture at 9 tons per cultivated acre per year in the
United States.
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essential that private organizations not only exist but that their support be broadly
based. Today, most environmental organizations have of necessity moved away from
reliance on the generosity of a few major sources of funds. This trend is a healthy
one. However, it is all the more vital that growing support by the general public,
particularly smaller contributors, be encouraged. Such broadly based support, en-
couraged by enlightened tax policy, is our best guarantee of the continued diversity,
balance, and long-term effectiveness in the public interest of our environmental
organizations.

Senator BYRD. The next witness will be the Honorable Newton
N. Minow, Chairman of the Board of the Public Broadcasting Serv-
ice.

Welcome, Mr. Minow.
Mr. MINOW. Thank you, Mr. Chairman.

STATEMENT OF NEWTON N. MINOW, CHAIRMAN OF THE
BOARD, PUBLIC BROADCASTING SERVICE

Mr. MINOW. Mr. Chairman, I am very pleased to be here as
Chairman of the Board of the Public Broadcasting Service. The
public broadcasters of the nation appreciate your invitation to
participate in these hearings.

With your permission, Mr. Chairman, I would like to submit my
statement for the record and summarize it briefly.

Senator BYRD. Fine.
Mr. MINOW. Mr. Chairman, we, I am pleased to say, are not here

asking you for public funds to help us. We are asking you to let us
help ourselves by getting the widest public support we can for what
is an increasingly important independent part of our society.

We now have public television stations in nearly every state in
the United States. We have some 282 local public television sta-
tions which are serving the people with multiple program choices
throughout the day. I am sure that you, because we have such fine
stations in your State, Senator, are very familiar with the work
that we do.

Senator BYRD. Yes; I am, and I think that they do a fine job.
Mr. MINOW. I feel that what we have done in this country is

unique. We have created a nonprofit public television service which
is basically financed privately with some public support, which this
Congress has passed on a matching basis.

The way it works is that we must raise $2 from the private
sector in order to qualify for $1 of Federal matching funds. Coming
from Chicago where I had been the Chairman of our station for
many years, let me just give you the numbers to give you an idea
of how it works.

In Chicago, which is one of the larger public television stations
in the Nation, we have an annual operating budget of about $10
million. Twenty percent of that will come from public funds in one
form or another: Federal, State, National Endowment for the Arts,
Corporation for Public Broadcasting, and so on.

Eighty percent comes from the private sector. Of that 80 percent,
we have 135,000 contributors in the Chicago area who give us an
average of $32 per family per year. That means 43 percent of our
operating budget comes from gifts in the range of $32. That is the
best kind of support that we can raise, because when we raise $32
contributions there are no strings attached of any kind. We are
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free to do the best job independently to serve the public that we
can.

And it strengthens us in maintaining our independence, which is
vital. We do not want and we will not become dependent on the
Government because we see our role as being totally independent.

We very often, as you know, will cover a public hearing, for
example, here at the Senate. We must be free to make our own
judgments and hire the people who we feel will be objective with-
out Government interference.

That is why it is so essential for us that we have private support.
Mr. Chairman, I have spent a lot of my life, apart from my

professional life, in this independent, voluntary world. I am a
trustee of the Mayo Clinic. I am a trustee, have been a trustee, of
Notre Dame University and a trustee of Northwestern University
and the Jewish Theological Seminary and I see what is happening
in the private world.

Mr. Chairman, we have too much governmental intervention in
too many areas. We have to maintain the strength of the private,
voluntary sector if we are going to continue the vital premises on
which this country is based.

When you asked Mr. Train the question the moment ago about
the view of the Treasury on the standard deduction, I would say to
you, Mr. Chairman, it is imperative that we not become standard
Americans. The whole idea of this country is that we are to be
individuals with discretion and freedom to make our own decisions.
Certainly we must be free, and we must encourage people to make
voluntary charitable contributions to the cause of their -hoice.
Otherwise we are all going to be a part of the government.

As I understand it, only 16 percent of the people in the United
States are today itemizing their charitable deductions because of
the enlargement of the standard deduction.

Senator BYRD. I believe it is greater than that.
Mr. MINOW. Greater than that?
Senator BYRD. I think the testimony yesterday showed that 70

percent, took the standard deduction.
Mr. MINOW. It is a minority of people, in other words, of the

total who are itemizing?
Senator BYRD. Yes, that is correct.
Mr. MINOW. I think that is most unfortunate because what that

means is that people are not being encouraged to make their own
choices and incentives about supporting independent causes.

We are satisfied that public broadcasting will continue to get its
share of support. Half the people in the United States are watching
public television every week. There are something in excess of 3
million families in the United States that are privately contribut-
ing to public broadcasting.

We want that to be much more. We feel that with this legislation
we will have a better chance of attracting more support and of
maintaining our independence and of doing an ever-increasing and
improving job of serving the American people.

Thank you.
Senator BYRD. Thank you. That is very strong testimony that you

gave. I certainly agree with you that we have too much govern-
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ment projection into the private sector. I think we have too much
government, period, and I would like to see less government.

And if we would get spending under control, we would have less
problems. We would not have any real problem in accommodating
this legislation.

I think the great problem facing the country, the dominant
problem facing the country today, is inflation, and I am persuaded
to the view that the accumulated deficit spending by the govern-
ment is a major cause, if not the major cause.

So I am glad to get your testimony today, Mr. Minow.
Mr. MINOW. Mr. Chairman, I would mention to you one thing

that we are trying to do is educate the public on inflation and
economics. We have had, in the last few years, one series by one
school of thought, Professor Galbraith. We have a series by Profes-
sor Milton Friedman.

We would hope that, out of this, the public interest and public
level of understanding of these problems would increase, which is
another reason why I think it is important that public broadcasting
be encouraged to get private support and do an ever-better job of
educating the public.

Senator BYRD. I am glad that you are doing that. I think that it
is important that attention be focused on government finance be-
cause it affects every man, woman and child in this country, one
way or the other-mostly directly, if not directly through taxes,
indirectly through the worst tax of all, namely inflation.

And the great problem, as I see it, with the question of govern-
ment finance and how to get it under control is that there is no
political sex appeal to government finance.

Maybe by public broadcasting, on both sides of the issues a
greater public awareness will emerge.

Mr. MINOW. I hope so. Thank you, sir.
[The prepared statement of Mr. Minow follows:]

STATEMENT OF NEWTOrt N. MINOW, CHAIRMAN, PUBLIC BROADCASTING SERVICE

SUMMARY

The Public Broadcasting Service and its member stations have pioneered in
bringing high quality educational, public affairs, and cultural programs to the
American public.

Public television's outstanding children's programs, such as "Sesame Street" and
"The Electric Company," have transformed television into a positive force in the
education and development of American children.

Public television's unique broadcast coverage of the major political debates of the
past decade has given a new meaning to democracy by allowing Americans to watch
their government in action.

Public television is making important contributions to the continuing education of
Americans in the fields of science, history, and economics.

Public television is making it possible for virtually all Americans to enjoy artistic
performances of the highest quality.

This programming reflects public television's commitment to develop the full
potential of television in the public interest. In recent years, Americans have
demonstrated their approval of public television's efforts in the clearest way possi.
ble-they are watching public television in ever increasing numbers. •

Contributions from the general public are essential to the continued health and
vitality of public television. Contributions from individuals account for almost 20
percent of public television's non-federal funding. This financial link between local
public television stations and their viewers insures greater responsiveness to the
needs of the community. Moreover, because these contributions are unrestricted,
they can be used wherever the public need is greatest. As such, they are one of the
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principal guarantees that public broadcasting will have the financial independence
that is essential if it is to serve the public interest.

By revitalizing the tax incentive for charitable giving, S. 219 will provide impor-
tant stimulus for the continuation and growth of this vital public support. By
enacting S. 219, Congress will be making a wise investment in the future of public
broadcasting and in the future of our country.

My name is Newton Minow. I am Chairman of the Board of the Public Broadcast-
ing Service. Public broadcasters appreciate the Subcommittee's invitation to testify
on the proposed Charitable Contributions legislation.

The Public Broadcasting Service is a private, nonprofit membership organizati
which is owned and governed by 155 public television licensees throughout Ica.
Each local licensee is independent and autonomous. We have joined er in PBS
to operate a program distribution service that provides some o public televi-
sion stations with multiple program choices throughout broadcast day.

To appreciate the significance of our public casting system and to under-
stand why it should be fostered by our f structure, a brief look backward
is helpful. The development of the cast media has revolutionized communica-
tion in this century. From ra , television, to instantaneous satellite transmis-
sions, this revolution ckened the pace and broadened the bounds of our lives.

It was clear fro ginning that these remarkable new media:
Could hel ucate us and our children.
Coul e a new meaning to democracy by allowing us to watch our government

at and to join in the great national debates over its actions.
Could bring artistic productions of the very highest quality into our homes.
The new broadcast media could break down the barriers of geography, class, and

culture, and, thereby, immeasurably enrich the lives of all Americans.
However, experience quickly revealed that commercial broadcasting, for all its

accomplishments, did not fulfill the media's full potential. Long before it existed,
the need for noncommercial, public broadcasting, committed to developing the full
potential of the broadcast media in the public interest, was clear.

In the past decade public broadcasting has become an important reality-a reality
which is breaking down barriers and bringing new possibilities to all Americans. In
that decade public broadcasting has made tremendous contributions to the quality
of American life. It can make still greater contributions in the future.

PUBLIC TELEVISION: PROGRAMS THAT MAKE A DIFFERENCE

Children's programs
Many Americans, young and old, first discovered public television through

"Sesame Street." That fact reflects one of public television's most important success-
es-the development of high quality, and highly popular, education programs for
children. When I was FCC Chairman almost twenty years ago, we discovered that
the average American child spent more time in front of the television set than in
the classroom. Public television has transformed this television viewing into a
positive force in the education and development of our children. Public television's
outstanding children's programs include:

"Sesame Street," now in its l1th season of helping millions of children to develop
basic learning skills;

"Misterogers' Neighborhood," another long-running series which helps children
interpret the often complicated and confusing world of adults;

"The Electric Company," a series specifically designed to help children develop
reading skills, and which is now used in more than a quarter of all schools through-
out the country; and

"3-2-1 Contact," a major new science series designed to spark children's curiosity
about the world around them.

These programs are having a beneficial effect on the education of our children.
They have demonstrated convincingly that effective educational programming can
also be popular programming.

"Sesame Street" is watched by more preschoolers than any other program on
television. Particularly gratifying is the popularity of the program with children
from disadvantaged backgrounds. A 1978 survey of households with preschool chil-
dren in East Harlem and Bedford-Stuyvesant showed that children in 95 percent of
the households surveyed watched "Sesame Street" at least once during a six week
period, and the average child watched two to three times per week.

Not only are children watching "Sesame Street"-they are learning from it. An
Educational Testing Service study showed that preschool children watching
"Sesame Street" developed basic learning skills significantly faster than did other
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ch Further, the more children watched, the more quickly they learned. These
esults held true for children in every socioeconomic group tested.
Comparable learning gains have also been produced by other programs. For

example, the reading levels of third graders in an elementary school in Ohio were
tested after a year of watching "The Electric Company" as a part of their regular
instruction. Their scores averaged a full five months higher in vocabulary and three
months higher in comprehension than third graders tested a year earlier. Results
like these multiplied many times over around the country, will continue to yield
dividends for years to come.

Public affairs
A second major accomplishment of public television has been to allow citizens to

observe and understand the functioning of government in ways never before possi-
ble. For example, public television has provided unique broadcast coverage of the
major public debates of the past decade:

Only public television provided gavel-to-gavel delayed broadcasts of the Watergate
hearings during prime time, thereby enabling millions of Americans to observe
these historic proceedings.

Only public television carried live coverage of the Panama Canal hearings, the
Senate Foreign Relations and Armed Services Committees' hearings on SALT II,
and most recently, the UN Security Council debates on the Iranian crisis and the
overthrow of the Afghanistan government.

Only public television carried live coverage of the Republican Presidential Debate
from Iowa.

In addition, public television has helped to put these events in perspective
through its public affairs programming. Such outstanding series as The "MacNeil/
Lehrer Report," "Washington Week in Review," "Bill Moyers' Journal," "Firing
Line," and "Wall Street Week" reflect public broadcasting's commitment to go
beyond a mere reporting of the news. They provide in-depth analysis and discussion
of the important issues of our day, and in so doing, they elevate the level of public
debate.

Special reports on important social issues contribute to the same result. During
its last season, public television specials probed such problems as child abuse, drug
addiction, juvenile delinquency, and the difficulties of the displaced homemaker.
The current season will bring special reports on such diverse subjects as the energy
crisis, the "information revolution," and economic development in important areas
of the United States.

Continuing education
Public broadcasting is making important contributions to the continuing educa-

tion of Americans in the fields of science, history, and economics. Programs such as
"The Ascent of Man," "Classic Theatre," "Age of Uncertainty" and "The Adams
Chronicles" have become vehicles for formal learning when used in conjunctio
with other resources. Currently, a PBS distributed series, "ConnectioS ' ich
traces the evolution of major scientific inventions, is being offer a formalcollege credit by institutions of higher learning across th ry. In 1978-79 an
estimated 2,129 colleges and universities made so t of television; 1,824 used it
for instruction, either public, commercial, vabW'or closed circuit; and 735 offered
total courses over television. An estimated 6,884 courses were offered and generated
an estimated 498,200 student enrollments.

Public television is also helping to bring our economic problems, and the contem-
porary debate over economic policy, into sharper focus. It is giving the public the
chance to see and hear leading exponents of the major competing schools of econom-
ic thought. For example, during the current season, in a 10-part series titled "Free
to Choose," Milton Friedman is conducting a detailed examination of the problems
and prospects of the free enterprise system. In an earlier series, John Kenneth
Galbraith presented his very different views on the sources of our economic prob-
lems.

The arts
Bringing artistic performances of the highest quality to the public is yet another

major accomplishment of public television. Until very recently, opera, ballet, orches-
tral concerts, and serious drama were the exclusive domain of the affluent residents
of our major urban centers. A single example demonstrates the extent to which,
thanks to public television, this is no longer the case. On March 15, 1977, a live
broadcast on public television of a performance of La Boheme by the Metropolitan
Opera was viewed by 5.1 percent of all American households-an audience equiva-
lent to 2,500 soldout performances at Lincoln Center.
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This is not an isolated example. The scope of public television's artistic program-
ming has expanded to the point that during the current season public television will
broadcast performances by virtually every major orchestra, opera company, and
dance company in the country. Public television will also take its viewers backstage
for a new perspective on the arts and artists. A special five-part series will capture
the behind-the-scenes activities surrounding the San Francisco Opera's staging of
"La Gioconda." Another series will follow world renowned tenor Luciano Pavarotti
as he conducts master classes for young performers.

To round out its musical offerings, public television will also present the very best
in gospel and country music, with the continuation of popular series like "Austin
City Limits," "soundstage," "The Great American Gospel Sound," and "Live From
the Grand Ole Opry." In addition, it will offer an outstanding schedule of full-length
dramatic productions, and "Visions," the only series on the air devoted to the
presentation of original drama. Taken together, this artistic programming immea-
surably enriches the cultural life of our country.

Minority programing
Public broadcasting has recogniaed its clear obligation to be responsive to the

needs of minorities and other groups with special needs in our society. The first
program production grant made by the Corporation for Public Broadcasting in 1969
was to fund the production of "Black Journal." This commitment to minority
programming continues, and is evidenced by series such as Another Voice, a series
which deals with currrent affairs from the perspective of Black Americans, and
"Que Pasa, U.S.A.?" an award-winning bilingual situation comedy which provides a
fresh look at our multicultural society.

PUBLIC TELEVISION: TECHNOLOGY IN THE PUBLIC INTEREST

Public broadcasting's commitment to a minority of another sort is manifested by
the large investment being made to allow the millions of Americans whose hearing
is impaired to participate in television. Already a version of the ABC Evening News
with visible captions, or subtitles, is a regular feature on most public television
stations. Since 1972, PBS has been testing closed captioning for television. This
system operates through the imposition of encoded visual subtitles on line 21 of the
TV screen-a portion of the screen that does not ordinarily contain a televised
picture. This material becomes visible only when decoded by a special device at-
tached to the TV set. Vieweis with normal hearing ability not using the decoders
are not able to see the captions, nor does the encoding disrupt normal viewing. By
the end of 1980, PBS hopes to distribute 121/2 hours per week of closed captioned
television to our stations. This effort is typical of public broadcasting's commitment
to develop and apply new technology in order to better serve the needs of all
segments of the public.

Public broadcasting has pioneered in the application of other types of new tech-
nology as well. In 1978 public television becamQ the first broadcast system to be
distributed nationwide, from the Virgin islands to Hawaii, by its own satellite
system. This satellite system will significantly reduce long-run broadcasting costs.
Of still greater importance, it provides public television with a multiple channel
capbility that allows the distribution of several programs simultaneously.

Public television stations are already formulating plans to utilize this new capa-
bility to provide better service to the public. At their 1979 Membership Meeting, the
stations adopted a plan calling for the creation of three separate national program
services to replace the one existing at present. The first will concentrate on high
quality, prime time series and specials directed at a national audience. The second
will provide programs of special interest and usefulness to particular target audi-
ences, such as regional and ethnic groups the third will develop educational pro-
grams for both children and adults.

The satellite system's multiple channel capability will allow simultaneous distri-
bution of programs from all three program services. Local stations will be able to
choose which programs to broadcast, and could make the other programs available
in their community through cable TV, a second broadcast station, or by other
means. The result will be a tremendous increase in public television's ability to
serve the varied needs of the public. As part of this effort, PBS has made satellite
time available for non-programmatic purposes to public service users whenever
possible.

Public television has also been the prime mover in improving the quality of
television sound. The poor quality of television sound is television's most serious
inadequacy as a medium for the enjoyment of musical and dramatic productions. To
remove this inadequacy, public television has already introduced a new high fidel-
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ity, four channel audio system. It is also advocating regulations that would require
that all new television sets have the capacity to receive these improved audio
signals.

PUBLIC TELEVISION'S AUDIENCE

Both through its programming and its use of new technologies, public broadcast-
ing has sought to bring the full benefits of the broadcast media to the public. Its
efforts have been received with great enthusiasm. Americans have demonstrated
their approval in the clearest way possible. They are watching and listening to
public broadcasting in ever increasing numbers.

A recent survey showed that nearly 34 million households nationwide-45 percent
of all households with television-tune to public television on a weekly basis. The
same survey showed that public television's prime time audience has climbed 47
percent in only five years. Of equal importance, the diversity of the public television
audience has been growing as well. While in the past, persons of above average
income and education made up a disproportionate part of that audience, today
public television's audience increasingly reflects the demographic profile of the
nation.

PUBLIC BROADCASTING AND S. 219

Public broadcasting is a success that all Americans can be proud of, and it
deserves continued support. Last year, the Carnegie Commission concluded that
public broadcasting is "a national treasure." The enactment of S. 219 is of great
importance in insuring that we continue to serve the public interest.

Other witnesses have detailed the way in which increases in the zero bracket
amount in recent years have seriously eroded the traditional tax incentive for
charitable giving. The cost to charity has been estimated at $5 billion in lost
contributions. These witnesses have also described the way in which S. 219 would
revitalize the tax incentive for charitable giving.

I will not duplicate their testimony. Instead, I will speak briefly about the great
importance of S. 219 to public broadcasting.

In its recent report, the Carnegie Commission on the Future of Public Broadcast-
ing recommended an annual budget of $1.2 billion for public broadcasting. By
contrast, the current income of all public broadcasting entities in the U.S. is slightly
above $500 million. The gap between these two figures gives some measure of the as
yet unrealized potential of public broadcasting. The increased contributions from
the public that would result from S. 219 would be a vital force in transforming this
potential into a reality.

What is more, the importance of these individual contributions extends beyond
their dollar value. In fiscal year 1977, public television received approximately 19.4
percent of its non-federal support in contributions from individuals, amounting to
about 11.7 percent, or a critical amount, of its total funding. This percentage must
continue to grow if public television is to sustain its diversified funding base.
Membership contributions to public television are expressions of our viewers' sup-
port. They insure close relationships between the station and its local community,
providing for greater responsiveness to local needs. Moreover, as we all know, this
form of support is the most broad-based unfettered funding on which any organiza-
tion can depend. While funds received from corporate contributors or foundations
are often designated for a particular program or other specified use, individual
contributions are subject to no such restriction. They may be used wherever the
public need is greatest and, as such, these unrestricted contributions are of vital
importance. They are one of the principal guarantees that public broadcasting will
have the financial independence that is essential if it is to serve the public interest.
S. 219 will provide important stimulus for the continuation and the growth of this
vital public support. By enacting S. 219 Congress will be making a wise investmeiiL
in the future of public broadcasting and in the future of our country.

Senator BYRD. The next witness will be Mr. Raul Yzaguirre,
president, National Council of La Raza; cochairperson, National
Committee on Responsive Philanthropy; chairman, Coalition of
Neighborhoods.

You have quite a series of jobs. Welcome.
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STATEMENT OF RAUL YZAGUIRRE, PRESIDENT, NATIONAL
COUNCIL OF LA RAZA; COCHAIRPERSON, NATIONAL COMMIT-
TEE ON RESPONSIVE PHILANTHROPY AND CHAIRMAN, CO-
ALITION OF NEIGHBORHOODS
Mr. YZAGUIRRE. Thank you very much, Mr. Chairman. My testi-

mony today, however iE solely on behalf of the National Council of
La Raza. With your permission, I would like to submit my testi-
mony for the record and briefly summarize it for your convenience.

Senator BYRD. It will be published in the record.
Mr. YZAGUIRRE. Mr. Chairman, I would like to first explain to

you that the Hispanic community, which I hope to be able to
represent before you today, is a community which has a great
many problems. The National Council of La Raza is trying to deal
with that.

Unfortunately, the resources to deal with a very real problem,
despite the fact that Hispanics will probably be the largest minor-
ity in this country, are quite limited. Private philanthropy has not
seen fit to give the kind of assistance to our community that our
problems and numbers would suggest.

As you know, Mr. Chairman, a recent poll by the Gallup organi-
zation has shown that taxpayers are less interested in itemizing
their deductions and there is a concern on the part of the National
Council of La Raza that the base for supporting private charity is
dwindling so much because of the tax laws that we are going into a
situation where only the rich will be able to contribute to private
charity.

Now, as a community who feels it important to finance its own
structures, we support the proposed legislation because it will give
us an ability to reach those middle income and lower income
people to support the causes that are important to them.

Our organization is made up essentially of local grassroots com-
munity organizations which take on the problems of housing, and
education and rehabilitation in the respective communities. They
are largely dependent on Government funding.

Our records show that most of our organizations have the major-
ity of their funds coming from public sources. We feel there is a
serious danger in that kind of a pattern. We feel that the kind of
flexibility, the kind of independence, that we would like to see in
these community organizations will not exist if they are solely and
totally dependent on Government funding.

I would also like to make one point that I did not make in my
testimony and that is that it is important to preserve the plurality
of our contribution base. We feel that organizations such as Har-
vard University, Brookings, these kinds of well-established institu-
tions will always get funding, will always receive the benefit of the
alumni association. But organizations such as ours, local commu-
nity grassroots organizations are not likely to be the benefactors,
the recipients, of the largesse of the more well-off people.

Mr. Chairman, I call to your attention the fact that the National
Council of La Raza has not always agreed with traditional chari-
ties. We have had differences of opinion as to how one shouid
impose a tax policy, but on this issue of trying to build a large base
for private giving, for private initiatives, we are together and we
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stand before this committee and before the Senate in support of
this particular bill before you.

I want to thank you very much.
Senator BYRD. Thank you, sir. We are very glad to have you

today and the text of your statement will be published in the
record.

Thank you, sir.
[The prepared statement of Mr. Yzaguirre follows:]

TESTIMONY OF RAUL YZAGUIRRE, PRESIDENT, NATIONAL COUNCIL OF LA RAZA

Mr. Chairman and members of the Subcommittee. I am Raul Yzaguirre, President
of the National Council of La Raza and Chairperson of the National Coalition of
Neighborhoods. I am pleased to testify in support of S. 219, a bill which would
enable all taxpayers to deduct their charitable contributions, whether or not they
itemize other deductions.

For your information, NCLR is a private, nonprofit organization headquartered
here in Washington, D.C. The National Council of La Raza was founded in 1968, and
exists for the improvement of the economic, social, educational and cultural well
being of the 20 million Chicanos and other Hispanic people of the United States.
Our Board of Directors includes elected officials, business leaders, academicians,
agency administrators, attorneys and leaders of community organizations, from
throughout the United States. Over one hundred local community organizations
from throughout the country are affiliated with the National Council. Among those
organizations are community development corporations, private social service orga-
n.-tions, and local federations. These affiliates serve over a million people.

Mr. Chairman, a recent Gallup Poll, commissioned by CONVO, the Coalition of
National Voluntary Organizations, showed that taxpayers who itemize their deduc-
tions give to charity three times that of nonitemizers. The poll also showed that
lower income groups give proportionately as much as, and usually more than, upper
income groups.

In 1970, fifty percent of all taxpayers itemized their deductions. In the interim the
standard deduction was raised five times, causing taxpayers to be less and less
motivated to itemize. Due to this, the independent sector has lost an estimated five
billion dollars in that period.

Independent organizations can and do espouse minority viewpoints and are free to
fight inequality and injustice. These independent organizations are governed and
operated by private individuals, through their contribi tions of money and time. The
easier it is for them to give, the more they will be participating in their own
organizations-therefore, having a larger say in their neighborhoods and, indeed, in
their own lives.

More and more these private community groups have become dependent on
government funding and are indeed major deliverers of publically-financed services.
The proporationate decrease of private dollars into these very important community
efforts has created an unhealthy dependence on government funding. It is our belief
that passage of S. 219 would reverse this trend and allow local communities to
better determine their own priorities.

Voluntary organizations meet a deep seated need of people to band together to
help others and to help themselves. From this comes the ability to explore and to
innovate. Many of today's government functions are yesterday's volunteer innova-
tions. As government-supported human service programs are reduced or eliminated
under pressure for balanced budgets, "Proposition 13"-type cutbacks and other
factors, more and more of the gap must be filled by voluntary organizations.

The independent sector is the natural home of minority movements and values.
The sector permits the forgoing of linkages between individual and community to
tackle a small neighborhood problem or large national issue.

Local, neighborhood, grass roots groups are the key of any successful action to
improve our cities for everyone. Local groups know local needs. They know the
people and the traditions. They are serious and resourceful in their creation and
management of programs. They have to be. They live there.

This legislation will benefit low and middle income families and the community
programs which are so important to them. During the past few years, the drive
towards tax simplification has provided welcome relief for low income Americans
and simplified filing for many. But, these tax code changes have also taken away
incentives to charitable giving by low and moderate income families. This Charita-
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ble Contributions legislation will stimulate support of charities by low and middle
income families.

Given the opportunity to itemize deductions, low and middle income families will
give more to their local organizations and indeed have more control of ther.l.
Currently, only the wealthiest 30 percent of all taxpayers itemize their deductions.
Only this group now has the tax incentive to give to charities. This is unhealthy
because it undermines the democratic giving base and it concentrates charitable
policy formulation in the hands of the wealthy.

We're extremely proud of what we've done and of what we're doing in communi-
ties across this country. The additional-dollars in charitable giving from the passage
of this legislation will enable us to improve our efforts-to be more responsive to
the needs of our citizens in the neighborhoods where they live. It will increase their
involvement through contribution--of dollars and of time.

I have not always agreed with my friends in the more traditional charities on
matters regarding tax policy and its effects on low income people. On this issue,
however, we can agree. AndY, together we stand for the passage of this legislation.

We do not view this legislation as the final word on charitable contributions and
tax policy. Indeed ther-mi-y be a need for modifications in the future, after we have
evaluated the impact of this legislation. Also, a tax credit rather than a tax
deduction would have been preferable for poor and moderate income people. But, we
understand the fiscal and political realities and are prepared to support Senate Bill
129 as the best viable alternative to our current system.

A vote for S. 129 is a vote in favor of the most cherished of American ideals-
people helping each other in a private capacity, volunteer citizen action, and free-
dom of association. These American ideals so eloquently described by Alexis de
Tocqueville over 150 years ago, are very much worth the possible cost in terms of
lost revenue.

Senator BYRD. The next witness will be Mr. Robert S. McIntyre,
Public Citizen, Tax Reform Research Group.

Mr. McIntyre?
Mr. McIntyre is not here at the moment.
Next, there will be a panel on community groups and the family

consisting of Sara-Alyce P. Wright, executive director YWCA of the
U.S.A.; Mary Margaret Carr, executive director, Child Service and
Family Counselling Center; and Thomas P. Whitten, United Neigh-
borhood Centers of America.

This panel is allotted a total of 15 minutes, or 5 minutes per
individual.

Ladies, the committee is glad to have you. You may proceed as
you wish, either one of you. I see that Mr. Whitten is not here.

You may determine who would like to go first.

STATEMENT OF SARA-ALYCE WRIGHT, EXECUTIVE DIRECTOR,
YWCA OF THE U.S.A.

Ms. WRIGHT. Thank you, Mr. Chairman.
I am Sara-Alyce Wright, executive director of the national board

---- of the YWCA of the U.S.A. and president of the National Assembly
of National Voluntary Health and Social Welfare Organizations.

My full testimony has been submitted and I would just like to lift
up a few points.

I first of all want to say that I am pleased to present testimony
on behalf of these two organizations in support of a bill which is of
crucial importance to the health and even to the survival of the
voluntary sector. The benfits to our society of a strong, voluntary
sector cannot be emphasized enough and every effort must be made
to strengthen and not to deplete the resources of that sector.

Literally millions of Americans have had opportunities to experi-
ence and advance the concept of democracy through their involve-
ment and participation in the programs and activities of the orga-
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nizations that I know best, programs and activities which have
served to improve community life and enhance the well-being of all
people.

The rich diversity of minorities in our population has found
expression in voluntary associations and their ability to move with
confidence into the mainstream of American life has been en-
hanced and they have had opportunities to assert their rights to
full citizenship.

Voluntary organizations have intentionally been able to provide
women with opportunities to develop leadership, management, and
professional skills, and to move into some of the nontraditional
occupations, thus creating a valuable resource to the whole of
society, politically, socially, economically and also creating the
sense of developing their full potential as persons.

Youth of all backgrounds have learned firsthand, with adults as
partners, the meaning of democracy and what will be required of
them in the years ahead, to protect and advance essential aspects
of a democratic society in education, employment, sports, the arts,
and various opportunities for citizenship participation.

Through voluntary organizations people of all ages have been
able to affect what happens to them by learning, speaking, and
acting collectively on issues which make an impact on their lives.
Voluntary organizations provide the setting for innovative ideas.

We can move more quickly than it is possible to move through a
huge bureaucracy. We can initiate, not only respond. We can move
to prevent, not only to rehabilitate. We can assemble easily ad hoc
or more permanent coalitions and collaborations and approach
problems with flexibility and creativity.

I feel that these elements are too precious to risk limiting or
losing by inadequate funding which has been brought on by the
decrease in charitable contributions forthcoming from, particularly,
low- and middle-income taxpayers who know only to use the stand-
ard deduction and thus are denied their right to participate in
causes which are bigger than themselves and which are important
to the society as a whole.

The proposed charitable contributions legislation will rectify this
and it is essential to the continued vitality of the voluntary sector.
It is essential to preserve the individual initiative, sense of commu-
nity, and search for a better life which has characterized our
country from its beginnings.

Thank you.
Senator BYRD. Thank you, Ms. Wright.
Ms. Carr?

STATEMENT OF MARY MARGARET CARR, EXECUTIVE DIRECTOR,
CHILD SERVICE AND FAMILY COUNSELING CENTER OF METRO.
POLITAN ATLANTA, GA.
Ms. CARR. Thank you, Mr. Chairman. I appreciate the privilege

of being here today. I am Mary Margaret Carr, executive director
of Child Service and Family Counseling Center of Metropolitan
Atlanta, Ga. I have submitted written testimony and I 'would like
to highlight it.

I am reminded this morning the.t one of the roots of our agency
goes back to the early 1900's when a snowstorm and icestorm was
responsible for the establishment of the Associated Charities of

60-529 o - 80 - 13
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Atlanta. We began with barrels of flour and today we require
essential dollars.

As I speak in support of this legislation, I regret very much, as a
Georgian, although I am very well-aware that the administration
gives strong support to family life, that the essential voluntary
contributions as a tax incentive are not being supported.

The concerns that I would speak to, I believe, also reflect con-
cerns of over 300 accredited member agencies who provide family
counseling services and other vital services to families who are a
part of a Family Service Association of America. We have been
increasin ly concerned over the Jast years about the lack of ade-
quate increase in voluntary dollars to provide for a continuation of
existing services and further the lack of funds to be responsive to
emerging needs in metropolitan areas.

Our history, which, as I have commented before, dates back to
before the turn of the century, has evolved over the years to
provide those specialized services which government had not devel-
oped. Until recent years private funds in Georgia provided for all
foster care, unwed parents, and mental health services.

We were responsible for the establishment of the early children's
playgrounds in our area, for the treatment of tuberculosis in free
clinics, for the establishment of a prison association.

We have always worked with Government at the local and State
level but as an independent partner and it seems essential that it
remains so.

Today, in Atlanta, we have a budget of $3 million and of that,
approximately 53 percent will come this year from the United
Way. We have established offices in the inner city suburban areas,
semirural housing projects and police precincts in seven counties.

One program that I would speak to specifically is that of family
violence where, since 1974, beginning with entirely voluntary dol-
lars, we provided training to all police recruits in domestic crisis
intervention and today we have teams of police and social workers
covering the entire city and to the present date, where they have
intervened in a domestic violence situation, there has not been a
homicide.

Now the voluntary agency, in my opinion, has the flexibility to
meet need without categorization of client eligibility, which is often
necessary in a public program. It can advocate for people, the aged,
the child, the abused.

It is not idle speculation to be concerned about what is happen-
ing in the voluntary sector, if you examine trends. In 1975, I said to
the board of directors of the Metropolitan United Way that, over
an 8-year period, we had had a 96-percent increase in United Way
dollars but a 1,027-percent increase in Government grants and
purchase of service.

In 1969, our dollars were 83 percent voluntary. Today they are 53
percent. A recent study done by the Alliance for Human Services
in our community pointed out that child car, programs in Georgia
could not be provided if there was not a full partnership of the
private sector because: (1) The state did not have the dollars to
provide them; and (2) they did not have the agency resource.
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The modest contributor has always been one who has supported
these services, and I would recommend that you seek to provide a
tax incentive.

Thank you for the privilege of being here.
Senator BYRD. Thank you, Ms. Carr. Thank you ladies, for your

testimony today.
[The prepared statements of the preceding panel follow:]

TESTIMONY OF MRS. SARA-ALYCE P. WRIGHT, EXECUTIVE DIRECTOR, NATIONAL
BOARD, YWCA OF THE U.S.A.

I am Mrs. Sara-Alyce P. Wright, Executive Director of the National Board of the
YWCA of the U.S.A., and President of the National Assembly of National Voluntary
Health and Social Welfare Organizations. I am very pleased to present testimony on
behalf of these two organizations in support of a bill which is of crucial importance
to the health and even the survival of the voluntary sector, the Moynihan-Packwood
bill, S219.

The benefits to society of a strong voluntary sector as a balance between big
government and big business are many. ,Innovative ideas that can be tried out
without moving through a huge bureaucracy, smaller agencies that preserve inter-
personal relationships, the preservation of people's sense of self-worth at being able
to choose a private agency and .not having to receive public aid, are among them.
Most important of all is the benefit to the volunteer and donor, who through
membership and contributions of time and money feels that he or she can make a
vital contribution to the community or for a worthy cause, that he or she is an
actively responsible citizen rather than a meaningless cog in the vast machinery of
society.

Without voluntary organizations, the minorities that make this society so richly
diverse would never have the strength to assert their rights to full citizenship.
Without voluntary organizations, women would have far fewer opportunities to
develop leadership, management, and -professional skills or entrance into non-tradi-
tional jobs that are enabling them to become full and responsible members of
society. Without voluntary organizations, the right of the people to affect what
happens to them by learning, speaking, and acting collectively on issues that affect
their lives, would be drastically curtailed.

We believe that virtually all Americans value and respect the voluntary sector.
We therefore believe that the drive towards tax simplification, which has somewhat
relieved low income Americans, was not intended to discourage charitable giving.
However, since 1979, charities have lost about $5 billion in contributions. The
Moynihan-Packwood Bill will give tax relief to those who need it most while
rectifying the inadvertent serious damage to the voluntary sector.

Under present law, the taxpaper does 1tot have to contribute to charitable causes
to receive the full standard deduction. This removes all tax incentives for charitable
giving. Only the wealthiest 23 percent of all taxpayers itemize their deductions-
thus only this group has any incentive to contribute. This dangerous situation
undermines the democratic giving base and concentrates charitable policy formula-
tion in the hands of the wealthy. We are sure that the Senate Finance Committee
will agree that it is important to encourage all donors, not just the wealthy, to
contribute and actively participate. In the years between 1969 and 1974, the per-
centage of GNP given to charities fell from 1.98 to 1.80. Meanwhile, our costs have
skyrocketed. This has resulted in severe curtailment of services and programs, cut-
backs of staff, and economic strains that threaten our survival.

We do not believe that the Senate Finance Committee could happily envisage a
society in which government is the sole provider of social services. Too many
democratic values would be lost if the people, through associations of their own
choosing, could no longer take responsibility for meeting community needs or ad-
dressing issues that mutually concern them.

Yet, the present tax code, rather than encouraging people to contribute, actually
penalizes their giving and threatens the independence and survival of the entire
voluntary sector. We urge you to allow all taxpayers, whether they elect to take the
standard deduction or itemize their deductions, to deduct gifts to charity. We ask
our support of the Moynihan-Packwood Bill not merely in our own self-interest,
ut because of the broad range of services our organizations provide, the healthy

participation and responsibility they promote, the efforts they engender for im-
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improvement in the quality of our democratic society, and their vital function as an
important bulwark of freedom.

SUMMARY STATEMENT OF MARY MARGARET CARR OF ATLANTA, GA., FOR %Jig
FAMILY SRvics AssociATION OF AMERICA

The Child Service and Family Counseling Center, Inc., of Metropolitan Atlanta,
Georgia has been serving the families of its community since 1892. In its 88 year
history, this agency has been able to change with the needs of the community, to
innovate, to sponsor new projects and to design demonstration programs.

Among the services it has provided the Atlanta community (and in some in-
stances the entire state of Georgia) are foster care, permanent placement of hard-to-
adopt children, residential maternity care, counseling and other forms of help to
pregant adolescents. Family centered counseling and other services are provided to
2,600 families per year-from all income levels and at 18 different locations in the
community.

The budget uired to meet the needs of the Atlanta community will be $3
million in 1980. alf this budget is provided through voluntary contributions to the
United Way. These voluntary contributions have allowed the Child Service and
Faml.Counseling Center to work with government-but as an independent part-
nero-ocal -and state government. We believe it is in the interest of the community
and the country for voluntary agencies to retain this independence and capacity for
innovation. But we believe this indepencence of the voluntary sector is threatened.

At our agency, the dependence on government dollars is increasing annually: In
1975 my report to the Board of Directors of the Metropolitan Atlanta United Way
pointed out that over an eight year period we had received a 96 percent increase in
United Way allocations and a frightening 1027 percent increase in government
grants.Since 1969, the proportion of agency funding coming from voluntary sources
has shrunk from 83 percent to 53 percent in 1979. This trend is a direct product of
decreased limited financial growthof local United Way voluntary giving. When
voluntary dollars decrease, the major avenue to serve the needs of an expanded
population is through Government grants and Purchase of Service. I believe this
trend could be reversed if tax payers who take the standard deduction are allowed
to deduct their charitable contribution.

To preserve the health, vitality and independence of the voluntary sector, I urge
you to recommend the tax incentive provisions of the Fisher-Conable/Moynihan-
Packwood legislation.

TETIMONY

I am Mary Margaret Carr, Executive Director, of Child Service and Family
Counseling Center, Inc. -of Metropolitan Atlanta, Georgia. The agency has primary
support from voluntarily contributed dollars through the United Way. Currently, I
serve as a volunteer board member of the Atlanta Civic Opera, Consumer Credit
Counseling Agency, and Catholic Social Services in Atlanta. In addition, since 1958,
I have been active almost continuously on the Boards and Advisory Committees of
several national voluntary federations of family and child welfare agencies.

Today, I wish to focus on our local concerns and interests in the provisions of the
Fisher-Conable/MoynihanPackwood legislation. In my opinion, these local concerns
can be translated into those of over 300 accredited family counseling agencies in
this country who are in the membership of the Family Service Association of
America.

Why does Child Service and Family Counseling Center support passage of the
Fisher-Conable/Moynihan-Packwood legislation? We have a firm commitment to the
plurality of community services being available to people in the public and private
sector. In recent years we have expressed concern about the lack of voluntary
dollars to support either adequate continuation of services or responsiveness to
emerging needs for services in rapidly growing metropolitan areas. We consider ourservices vital to Metropolitan Atlanta. Several years a#o, we joined family counsel-
ing agencies in Boston, Philadelphia, Cleveland and Chicago to express in a position
paper our concern regarding the question of voluntary support for voluntary serv-
ices,

Emphasis of the agency I administer is on strengthening the ability of families to
function in the society through the provision to them of preventive and counseling
services. During 1979 we worked directly with almost 12,000 individuals most of
whom were a part of family groups. Until the development of community mental

-health services in Georgia around 1970, the agency was the only non-sectarian
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source of help for families in the Atlanta area ind it continues as a major provider
of family centered counseling to approximately 2,600 families per year. These fami-
lies, if, able, pay fees based on their income and the aize of the family. For many of
them, the costs of care, in full or part, must be met by voluntary contributions
which are allocated to Child Service by United Wa.

Beginning in 1892, and to the present, through tle Florence Crittenton services of
our agency, we have offered residential maternity care to young single parents with
attention given to the future life plan for the young girl and for the child. Each
year about 800 to 900 young women beginning as young as 12 years of age have
counseling, special education, medical care and help in either preparing for the care
of a child or in releasing the child for adoption. The State of Georgia has no public
facility for this service.

Until the passage of the Social Security Act in the 1930's, the agency was the only
provider in Atlanta of foster care for children. Today we have specially trained
foster parents and social workers to-care foroemotionally disturbed and physically
handicapped children. Child Service established the first specialized foster homes in
Georgia in the 1960's and to our knowledge the first group homes for disturbed
adolescents in the southeast.

It will be apparent by now that the agency has early roots in the Atlanta area. A
total of eleven predecessor agencies are included in bur history which dates back to
1890. All of these agencies were voluntary services supported by voluntary contribu-
tions and governed by a board of volunteers. Two of these early agencies were in
response to winter blizzards, ice storms and an epidemic resulting in the deprivation
of families and loss of family wage earners. These were among the first strong
attempts in Georgia to organize the operation of charities. One of the early names
was the Associated Charities of Atlanta. Under able leadership during the formative
years, resources were developed for many unmet needs of the community: children's
playgrounds, a dispensary for free treatment of tuberculosis, founding of the Prison
Association of Georgia, passage of the first juvenile court act, establishment of adult
probation in the Police Department and many others. The agency has always
worked with government but as an independent partner of local and state govern-
ment.

We are now a merged, multi-service organization considered a 501(cX3) agency
under the Internal Revenue provisions. We serve seven counties in the metropolitan
area and accept maternity clients and foster children from throughout Georgia.
Service is provided through 18 locations and a professional social work staff of 80. In
1980 the budget will be close to $3,000,000. Of this amount, the United Way will
allocate approximately $1,500,000. Offices are located in the inner city, suburban
and semi-rural neighborhoods, public housing projects and police precincts. In addi-
tion to the services mentioned earlier, we have delinquency prevention programs
through a behavior modification plan where the .youngsters, ages nine to fourteen
who are delinquency prone have older sponsors, 14 to 18, who serve as peer models
and incentive awards are given for behavior change. In a Comprehensive Youth
Program, we have used MARTA ads (that is our rapid transit system) to encourage
inner city Atlanta youth, ages 11 to 25, to seek counseling on school, personal and
job placement problems. This service is confined to Atlanta's Community Develop-
ment Impact Areas. We were invited to provide this service based on earlier,
successful performance in the Model Cities' area.

Believing that preparation for working, for marriage and parenthood, for commu-
nicating with others in a constructive way is needed and desired by many people,
we offer family life enrichment groups which may include socio-dramas of the
nationally recognized Plays for Living, an affiliate of the Family Service Association
of America.

Two illustrations of other essential services will highlight public-private coopera-
tion made possible by the existence of a voluntary agency:

The recent report of the National Commission on Children in Need of Parents,
funded by the Edna McConnell Clark foundation cites the problems of children who
grow up in long term foster care. Since 1970 we have on a year-round basis placed
for adoption special needs children, who because of race, age, emotional and/or
physical handicap are considered hard to place. The children we place for adoption
are in the custody of the Georgia Department of Human Resources. The cost of this
time consuming, painstaking service has been paid for by voluntary dollars, contrib-
uted to the United Way and by a Foundation. The children achieve the security of a
family, and the state realizes tremendous savings.

Let me tell you about Joy. Now age 12, she came into our care from a county
agency when she was 4. Removed from her parents because of severe neglect, she
was termed a failure-to-thrive child. She had no speech, appeared extremely mal-
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nourished, could not sit up or walk and could not completely turn over in bed. The
county agency was concerned about her, but they did not have a foster home which
could meet her needs. One of our specially trained foster families accepted her. Not
any of us had much hope. This very caring family, who had four children of their
own, with the support and advice of the social worker and other specialists began
the patient work of instilling the will to live in Joy. Today, Joy is functioning well
in a private school, paid for by scholarship funds contributed by interested persons.
The family and the agency rejoiced when legal barriers were finally removed and
the foster parents became the adopted parents. They have in fact been the real
parents for seven years.

The other illustration relates to another growing concern nationally-that of
family violence. In 1972, concerned about the growing incidents of domestic assaults
and non-stranger homicides in the Atlanta area, we offered to provide Domestic
Crisis Intervention training for the Atlanta Police Department. Our other concern
was the evidence that nationally more police were injured or killed on domestic
calls than on any other police work. Since 1974, every police recruit has had 25 to
40 hours training, which includes experimental simulation of domestic violence and
methods of intervention. Beginning in 1975, we developed police-social worker
teams. As of this month, we have seven social workers on our staff and eleven police
officers in the Domestic Crisis Intervention unit which is city-wide. A network of
social agencies is responsive to referrals from these teams and assures that there
will be follow-up within 24 hours after referral. To present date there is no recorded
homicide where there has been a crisis response by one of the teams. In addition,
training has been given to other police officers through the Georgia Police Academy.
Several communities in Georgia and Tennessee, after consultation and training by
our staff have initiated similar programs.

I would like to give you an illustration of a family who has utilized help through
the Domestic Crisis Intervention Service: A 35-year-old university professor was
shocked when he beat his wife, and neighbors in their apartment house called the

lice. The wife, a graduate student, had had no previous exposure to violent
havior. They came to the family agency for ten weeks during which they focused

on current problems and positive rather than negative answers to them. Further, he
gained understanding of why he, the victim as a child of his father's abuse, reverted
to primitive behavior under severe tension.

Initially, we offered the police training through our voluntary funds because of
our belief in the need of such training. Today we have a LEAA mini-block sub-
contract with the City of Atlanta but the agency continues to fund part of the
management and the development costs. An Advisory Committee of volunteers work
with the project.

The services I have briefed for you, and other innovations through the years could
be undertaken because of the availability of this voluntary agency. It has a flexibil-
ity to meet need without categorization of client eligibility which is often necessary
through public programs. It can advocate for people, the child, the aged and the
abused. We have just completed the first phase of a child advocacy project. For two
years we were able to employ a lawyer, as a child advocate, to examine the needs
for programs related to the foster care and permanency planning for children. One
of the results of this project will be a handbook to enable social workers to be better
prepared when they appear in court on children's situations.

The strong citizens support of the agency which holds staff accountable for service
and which has policy and fiscal responsibility is a tremendous asset to the communi-
ty. The availability of the 'voluntary dollar has provided our agency with the "risk
money" or the "venture capital" for program innovations. The funds available have
many times been modest but they were sufficient to demonstrate. Some of the
innovations or locally demonstrated programs have become funded by government
agencies after they were proven valuable.

If Child Service and Family Counseling Center and other voluntary agencies cease
to exist as independent voluntary agencies-what would happen? For one thing,
government agencies would either have to take responsibility for providing our
services or the service would no longer be offered in the community. In the case of
our agency this means service to the 12,000 people I mentioned earlier.

It is not mere idle speculation to be concerned about the existence of independent
voluntary agencies. There is a very real danger that just such an event might occur
when one examines trends. In a report to the Board of Directors of the Metropolitan
Atlanta United Way in 1975, I pointed out that over an eight year period we had
received a 96 percent increase in United Way allocations and a frightening 1027
percent increase in government grants. From 1969 to present date, the proportion of
agency funding coming from voluntary sources has shrunk from 83 percent to 53
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percent in 1979. Government funding has risen from 5 percent ten years ago to 40
percent in 1979. This is due to the limited financial growth of local United Way
voluntary giving. The major avenue for the agency to serve an expanded population
is through Government grants and Purchase of Services. I believe this trend could
be reversed or at least halted if tax payers who take the standard deduction are
allowed to deduct their charitable contributions.

In many cases, even with government grants and purchase of service, the govern-
ment funding agency does not fully finance the service. For example, in our service
for unwed, pregnant, young women, 92 percent of our residential clients come
referred by public agencies, yet the public expense or reimbursement is only one-
third of the actual cost of the service. Two-thirds of the cost is borne by voluntary
donations. Likewise for children in foster care the government does not pay the full
cost of care when purchasing for children who are legally its responsibility. Without
voluntary dollars, it is questionable whether these vital services would be able to
function at all.

The Alliance for Human Services consisting of the Georgia Department of Human
Resources, the Atlanta Regional Commission, United Way of Metropolitan Atlanta
and Economic Opportunity Atlanta recently (September--1979) received a Task
Force Report on the Need for the Costs of Child Welfare Services as a Public
Mandate to Be Met Fully By Public Funds. -The report acknowledges the need for
full cost of care to be met by the public sector but states that in Georgia, for the
foreseeable future, it is essential for public and private dollars to be available to
provide for the care of children. Further, that-the provision of service by the private
sector is desirable, both from the standard of service and the seeming ability to
provide it at a lower cost of care than in the larger public sector. In arriving at this
conclusion, the Task Force met with a number of persons at the regional, state and
local level in government supported services.

It is the vital voluntary contributions beginning with barrels of flour in the early
part of the century to the essential dollars given in 1980 which have made Child
Service and Family Counseling Center the responsive agency we believe it to be. We
need to strengthen the voluntary sector which I believe the Fisher-Conable/Moyni-
han-Packwood legislation would do. The Gallup Poll data shows, at every income
level, those who itemize their tax returns give considerably more in charitable
donations than do those who do not itemize.

Over the years I have had considerable evidence of the concern of people with
modest incomes for the needs of others. The widow's mite does exist. It is received
by charitable organizations. However, the trend of the past few years when the
spector of inflation appears more real, indicates the small or modest contributor'
feels less incentive. The availability of a tax incentive would encourage individuals
to make charitable contributions. It is my belief that a strong voluntary sector is as
vital to this country as a strong, free, enterprise system. Both must have the
capacity to work with thepublic sector as partner, advocate and critic. I appreciate
very much the privilege ox appearing.before this sub-committee. I wish you well in
your deliberations, and I l.ope that you will recommend the tax incentive provisions
of the Fisher-Conable/Moynihan-Packwood legislation.

Senator PACKWOOD. I am sorry for my delay. I was at the White
House for breakfast this morning.

At this point Senator Bradley would like his statement made a
part of the hearing record.

[The prepared statement of Senator Bradley follows:]
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STATEMENT OF SENATOR BiuL BR.Awzy-"Anovx THE LINE CHARTABLE
DIDUCTiONS"

Mr. Chairman, I welcome the opportunity to contribute my thoughts on this
worthwhile and timely piece of legislation. As you know, I am one of 35 co-sponsors
of this bi-partisan bill which would provide a Federal income tax deduction to any
taxpayer who makes a charitable contribution whether or not he or she itemizes his
or her other deductions.

First, I want to commend the invaluable efforts put forth by my distinguished
colleagues, Mr. Moynihan and Mr. Packwood, regarding S. 219, and which has
.gathered widespread support because it redresses some problems in a sector of our
economy which is fundamental to the American way of life.

In most other countries, major social institutions such as schools, hospitals, uni-
versities, libraries, -museums, and social welfare agencies are primarily state run
and state funded. In the United States many of these same organizations are
privately 'bwned and voluntarily supported. We do not exaggerate the extent of our
national generosity to recognize that voluntary benevolence has played a major role
and performed important functions throughout American history.

Charitable groups were in the forefront of ridding society of child labor.
Abolitionist groups in tearing down the institution of slavery.
Civic-mindedg in purging the spoils systems from public office.
The benefits of nonprofit scientific and technological research include the great

reduction of diseases such as tuberculosis, polio, malaria, typhus, influenza, and
amoebic dysentery.

Approximately half of our hospitals are private community hospitals.
One-quarter of all colleges and university students who attend private institutions

of higher education, primary and secondary nonpublic schools, such as parochial
schools, which depend on voluntary giving, play a vital and long established role in
adding to the strength and diversity of our educational system.

Private giving often plays a role which government by its own institutional
nature is unable to play, that of helping to empower the powerless of American
society, often non-white, non-middleclass groups which lack significant political and
economic influence. Examples include the welfare rights movement as spearheaded
by the National Welfare Rights Organization, the growth of minority business
enterprises, and American Indians' rights. All of these worthwhile causes have been
supported in part by various church groups and foundations which in turn are
dependent on private giving.

Everyone is aware that religious, educational, charitable, and scientific organiza-
tions have been exempt from federal income taxes ever since today's basic income
tax law was enacted in 1913. Not so obvious is the fact that possibly the single
largest financial instrument which sustains the voluntary sector is the "charitable
deduction" from personal income taxes. Economist Martin Feldstein has document-
ed that approximately one-quarter of all giving is induced by the charitable deduc-
tion. The charitable deduction provides a direct link to the amount of giving to'and
the financial status of nonprofit organizations in the Uniteds States. As the follow-
ing figures will illustrate, private support is the key to survival of our nonprofit
sector.

REVENUES OF THE VOLUNTARY SECTOR-ESTIMATES OF AMOUNTS OF PRIVATE AND GOVERNMENT
FUNDS RECEIVED BY PRIVATE NONPROFIT ORGANIZATIONS IN MAJOR RECIPIENT AREAS, 1974

- [In lions of dolls)

Private funds

Semie Goernmt
P anthropy iar Total fnds Total

in=om

Health ........................................................................................ 4.0 17.8 21.8 15.7 31.5
Education ................................................................................... 4.2 7.5 11. 1.6 13.3
Other (welfare, culture, etc.) ................... 5.4 6.0 11.4 5.9 17.3

Total (except religion) .................................. * -........ 13.6 31.3 44.9 23.2 68.1
Region ...................................................................................... 11.7 0.8 12.5 - 12.5

Grand total ........................................................................ 25.3 32.1 57.4 23.2 80.6

Sovce-Comrnission on Prate Pmanthropy and Pu Needs.
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Another point that people should beware of is that the charitable deduction is
different from other tax deductions and warrants special consideration. The two
largest types of deductions are, firstly, those enacted for extranormal health ex-
penses, and, secondly, deductions for interest on home mortgages designed to pro-
mote home mortgages, designed to promote home ownership. Tese deductions
involve expenditures to satisfy personal needs.

Tax allowances for philanthropic giving cannot be looked at or measured in the
same way. But the charitable deduction provides an incentive for an expenditure
whose essential purpose is promotion of public needs, not personal gains or material
satisfaction.

Although the concept of "income" remains unsettled, the testimony of Boris I.
Bittker of Yale Law School to the Commission on Private Philantropy and Public
Needs points out the unique characteristic of expenditures made to charities in the
form of contributions. He stated that:

There are many definitions of income . . . But at the very core of the only
definition that has the benefit of a consensus, there is a concept of consumption ...
I would assert that consumption certainly consists of what one spends on food,
shelter, and clothing for himself, his family, his friends, what one saves to pass on
to heirs and so on-... But 2,000 years of religious, philosophical, and ethical views
suggest that what one gives to charity can properly be viewed differently .... I see
no reason at all why in defining income one shouldn't exclude those items like
charitable contributions that our whole history tells us represent a special kind of
use of one's funds.

Although we are not here today to question the worthiness of their charitable
contributions, or to urge their exclusion from the definition of income, I believe that
the Moynihan-Packwood bill which we are considering is essential to continuing and
reaffirming the important role of the charitable deduction to American society.

I state this because within the past decade we have witnessed an erosion of our
charitable giving base. In 1970, 2.32 percent of all disposable income was contribut-
ed to nonprofit organizations by American taxpayers. By 1978, this figure had
declined to 2.26 percent. Though this constitutes a difference of only .06 percent of
disposable income, the difference in dollar terms is $870 million per year. This
erosion of giving can be traced, to a large degree, to one essential cause-more and
more people are filing for the standard income tax deduction rather than itemizing
their taxes. Since 1970, the level of the standard deduction has increased up to the
present maximum level of $3,400 for a married couple filing a joint return. As the
level of the standard deduction has increased, so has the proportion of standard
deductors. In 1970, 48% of the tax filing population itemized their taxes versus 52%
who filed the short form. By 1979, the proportion had changed to 72% who did not
itemize and only 28% who itemized. Encouraging this trend has become accepted
policy of the Treasury Department and in Congress.

Those who take the standard deduction can effect appreciable tax savings. Be-
cause no actual outlays need be made to take the standard deduction, the savings do
not act as an inducement to any particular form of expenditure. As a result,
charitable giving suffers. As an example, in the $10,000 to $15,000 adjusted gross
income bracket, those who itemized gave an average of $407 whereas those who did
not itemize gave only $201. (Michigan Survey Research Center 1973).

The increased use of the non-itemized tax form not only creates a quantitative
loss in charitable giving, but raises problems of equity as well. As then-Senator
Walter Mondale found in a study done for fiscal year 1974, of the $3.8 billion in tax
expenditures accounted for by the charitable deduction (with education in a sepa-
rate category), 66.7 percent went to families with adjusted gross incomes of more
than $20,000, representing only 14.6 percent of all taxpayers. This disproportionate
benefit to high income taxpayers rises directly with the increase in the use of the
short tax -form because the proportion of persons utilizing the short form is much
higher in lower income brackets than upper income brackets. In the $5 to $10,000
income class, only 8 percent of all taxable returns were itemized versus 81 percent
itemization in the $30 to $50,000 income bracket. A recent Gallup poll found that in
every income bracket, itemizers gave 2 to 1 over non-itemizers and in the $15 to
$20,000 group this ratio was 3 to 1.

As we get closer to the IRS goal of greater than 90 percent use of the short form,
1040A, the base of contribution becomes further narrowed toward the class of
wealthier individuals. Stated succinctly by then ranking Republican member of the
House Ways and Means Committee, Representative John Byrnes, "The real problem
is that certain people have a choice as to how the tax aspect of their income is going
to be spent. Others have to let government say how it is going to be spent." In the
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effort to simplify taxes, we are sacrificing involvement and participation in the
voluntary sector by the lower income portion of our population.

Not only has the base of giving diminished, but the costs of running organizations
has steadily risen. This is due primarily to the fact that in recent years, labor costs
have risen faster than other prices, coupled with the fact that voluntary organiza-
tions cannot substitute capital foi labor as readily as other sectors of our economy.
In the last year, as recent news articles demonstrate, the cost of energy has put an
even greater pinch on these institutions. The combination of the declining base of
giving and the rising costs of operation has resulted in financial crises for many of
these nonprofit organizations. The charitable crisis of the 70s could very well
continue into the 80s unless substantive action is taken to reverse present trends.
Indeed, the existence of whole areas within the nonprofit sector may be threatened.

The plight of education in recent years has been sell-stated by my colleagues. I
would like to reiterate, as an example, that almost 150 private colleges have already
shut down since 1969. Congress wisely has made efforts to ameliorate this situation.
Another area of nonpublic education, private pre-college schooling has been in
worse financial shape than the private colleges. "In the long run,' according to
Donald A. Erickson, "if the economic trends continue, the vast majority of nonpub-
lic schools seem doomed." Parachial schools, which account for the large majority of
private primary and secondary institutions, have been closing their doors by the
hundreds around the country in recent years.

Non-profit arts organizations have similarly been in financial trouble for a
number of years on nearly every front, from symphony orchestras to museums.
Social service organizations have been slashing their budgets and reducing their
staffs in order to stay afloat, or in a number of cases, have gone out of business
entirely.

Mr. Chairman, there is another aspect of this change which we should keep in
mind, although I do not suggest that it be determinative by itself. This is the
opportunity it affords to induce additional financial aid to private secondary and
elementary schools. Although opinions are widely divergent on the appropriateness
of federal aid to parochial schools, all sides of that issue recognize that private
schooling supported by religion provides an important and essential element in the
nation's educational system. Without private schools, the richness of the educational
experience offered our children would be reduced. There would be little or no
alternative to state run education. And without private schooling, the cost of provid-
ing education imposed on taxpayers and on society, and on state and federal
governments, would be massive.

Yet this sector of the educational system has been sorely Lurting in recent years
because of financial shortages. Efforts to find a way to direct governmental assist-
ance run unto near-insoluble constitutional problems, and raises many disputes over
policy that the First Amendment is designed to avoid.

This proposal would have a small but important impact on the problem. A
significant portion of charitable contributions finds its way to private parochial
education. Estimates are that 6 to 7 percent of every charitable dollar contributed
goes to parochial schooling. Of the approximately $4.1 billion in additional contribu-
tions that this bill would induce, we can estimate that about $250 million would be
used for parochial schooling.

I do not suggest that this should be our major incentive for adopting the reform.
Nor do I think that it could be a substitute for efforts to find acceptable means of
assisting parochial schools. But this is indeed one method by which that kind of
assistance can be given with little danger of policy disputes or constitutional con-
flict.

The examples of failing support for volunteer organizations are numerous. Let me
give one example from my own state, which can be multiplied I'm sure elsewhere in
the country. The Boys Clubs of Passaic have been losing contributions in the two
appeals which they run every year. A camp which they run for underprivileged
youths netted only $1,600 worth of donations in 1979 versus $2,500 just one year
earlier. Secondly, their Christmas campaign, which usually nets around $3,000 in
contributions, brought in only $1,200 this past holiday. As the contributions to these
kinds of programs decline, the number of youths who can participate and benefit
from them diminishes significantly.

As Martin Feldstein has documented, the charitable contribution represents an
effective and efficient way to redress these problems. Studies that he has done
utilizing IRS data have shown that for each dollar of tax revenue lost by virtue of
the charitable deduction, charitable organizations receive between $1.13 and $1.29
in additional contributions. According to Feldstein's econometric projections, extend-
ing the charitable deduction to non-itemizers would increase giving by $4.1 billion
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and reduce tax revenues by $3.6 billion-a net increase of $500 million. Extending
the deduction would give approximately 60 million taxpayers in effect at least a 14
percent tax writeoff on every charitable dollar, where they now receive no tax
savings directly attributable to the process of giving.

A less quantifiable, yet irrefutable, result of an above the line charitable deduc-
tion would be its impact on the donation of peoples' time. Studies done jointly by
the University of Michian Survey Research Center and the U.S. Census Bureau
indicate that for every dollar given by individuals, an equivalent dollar's worth of
labor is given in the form of volunteer work. As the number of people who donate
dollars increases, so will the amount of time they contribute to nonprofit organiza-
tions. An above the line charitable deduction thus will serve as a catalyst which
stimulates interest, commitment, and involvement in the voluntary sector.

The Moynihan-Packwood proposal particularly targets the incentive to make
charitable deductions to low and middle income groups. Senator Packwood has
pointed out that, according to the Joint Committee on Taxation, 77.3 percent of the
tax returns affected by this amendment are related to incomes below $20,000. 57.5
percent of the revenue would be gained from the same income group. The overall
democratic framework of the voluntary sector will be enhanced and the growing
inequity of influence will be countered by stimulating an increase in giving by lower
and middle income groups. Although these groups donate substantially to religious
organizations, these religious organizations, in turn, donate approximately 15 per-
cent of their receipts to nonpublic schools. When people are given the incentive to
use their extra income for charitable purposes, I am sure that they will avail
themselves of the opportunity to spend their dollars wisely.

Mr. Chairman, I believe that for the little we lose in terms of simplification due to
this amendment, we are more than adequately compensated for in terms of gains to
the American public. Moreover, this amendment does not run counter to the goal of
tax-simplification. As I have already stated, the charitable deduction deserves spe-
cial consideration. The reform would not raise questions of constitutionality nor
would it set a precedent for other above-the-line deductions. Secondly, use of an
above-the-line charitable deduction would, of course, not be required. It would
simply be available, in addition to the standard deduction, for every taxpayer
willing to put up with a little extra inconvenience. Those who still desire a simpli-
fied tax filing process will not be significantly inconvenienced.

Mr. Chairman, there have been growing doubts about the need for the charitable
deduction in order to maintain essential organizations and services. In recent years,
as'private giving has become a shrinking element in the support of traditional
objects of philanthropy, the need for this giving has become more subtle and in
some ways may appear to be a less compelling proposition. Meantime, the nation
has moved from vigorous growth to an economy of high unemployment and infla-
tion, with public budgets exhibiting signs of severe strain. We have an opportunity
with this piece of legislation to reinforce the public sector by allowing for increased
private initiative. No doubt you have heard me speak of the need to establish
energy security in the United States and the fact that this effort starts first and
foremost with individual people. With the issue being considered today, there exists
a strong analogy. Our primary resource to combat the crisis in giving, as well as the
crisis in energy, is the American people, not the American government.

The charitable deduction is a proven mechanism familiar to donor and donee,
easy to administer and not discriminatory against or prescriptive for donation to
any particular type of organization, religious or otherwise.

y providing added opportunity for people to utilize the charitable deduction, S.
219 serves to strengthen an essential sector of our economy which recently has been
eroding due to what can be termed "benign neglect." Above all, S. 219 will enhance
people's freedom of choice, both in their giving of time and of dollars. Moreover, the
rewards we will reap from the enactment of this amendment will be commensurate
with the combined satisfaction that every additional contributor feels after knowing
that he or she has enriched the life of another human being.

Senator PACKWOOD. Mr. McIntyre? Go right ahead.

STATEMENT OF ROBERT S. McINTYRE, PUBLIC CITIZEN'S TAX
REFORM RESEARCH GROUP

Mr. MclNrym. Thank you, Senator. We appreciate the opportu-
nity to be here today to present our views on the above-the-line
charitable contributions bill.
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Public Citizen is a strong supporter of the voluntary sector and
we think that it plays a very important role in our society. Never-
theless, we are opposed to S. 219 because we think it is very bad
tax policy and because we do not think it will do very much for
charitable organizations.

Let me point out at the outset that Public Citizen is a 501(cX4)
organization, and therefore is not eligible to receive tax deductible
contributions. On the other hand, we are affiliated with some
501[c]3] groups so, in a sense, the bill would affect us.ppee

On a personal note, it would also affect me, I suppose. As a
nonitemizer,- it would be worth $75 to $100 a year to me. But I do
not think it would affect my charitable giving.

Several serious, negative effects would result if S. 219 were en-
acted:

First of all, it would cost a large amount of money at a time
when we are trying to keep the budget within constraints, both to
try to deal with inflation and to keep Federal borrowing down to
help the supply of savings in the economy.

Second, from the point of view of tax policy-and this is our
biggest concern-we are very worried about the possibility of some
40 or 50 million Americans having to keep the kind of records and
fulfill the kind of form requirements that would be needed to take
the charitable contribution deduction.

That is especially true in terms of the form 1040A which, up to
now, has been administered without any supportive schedules.
That really has been the key to that form, to make it easy for
moderate-income taxpayers to use it, and we really are distressed
about the idea of adding such schedules to the short form.

We are also worried about the problems that the Internal Reve-
nue Service is going to have if 50 million more people take the
charitable deduction. The IRS is going to have to be auditing at
least one million of those forms and we are going to have hundreds
of thousands of taxpayers who are going to have adjustments. This
is going to mean a burden on the Service at a time when its budget
really is stretched very thin and when energy credits are going to
stretch it even thinner.

It is also going to create taxpayer resentment and anger. That is
not what we need at a time when Congress and the IRS really have
taken some important steps to make the tax system easier and less
unpleasant for taxpayers to deal with.

Now, balanced against these bad effects, one has to look at
whether the bill would have a real effect on charitable giving. We
do not think that it would have a very substantial effect and we
base that conclusion mainly on the historical record and common-
sense.

First of all, over the years, the share of personal income which
has gone to charity does not seem to have been very sensitive to
the percentage of taxpayers who itemize their deductions. Accord-
ing to the figures that the Treasury Department has presented, the
percentage of income going to charity over the last 25 years has
remained virtually constant while the percentage of people itemiz-
ing has varied between a quarter and over a half. The kind of
sensitivity to deductibility which some people intuitively feel might
be there does not seem to exist according to the historical record.
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Second, when one looks at the primary group of taxpayers who
would be affected by the bill, two-thirds of them are in tax brackets
in the 14- to 18-percent range. And virtually all of the remainder
are in brackets that go sometimes as high as 25 percent.

So, for most of the affected people we are talking about a subsidy
on the order of 15, 16, 17 percent on their charitable contributions.
We do not think that is going to make a significant difference in
people's decisions about whether to put money in the collection
plate, or have a payroll deduction for the United Way, or send
money to CARE, or the other things that people in those groups
typically contribute to.

Obviously there may be some psychological effect, and charities
would try to exploit that. But we really do not think that the
ultimate result will be very much increase in charitable giving at
that very low level of subsidy.

One of the tests people seem to have used in evaluating the bill
is to assume that, if Treasury only loses as much as the charities
gain, maybe it is OK. But even for this bill to break even, we would
have to see something on the order of a 30-percent increase in
nonitemizer giving. We do not think this is at all likely.

Furthermore, given the very serious problems that would result
from the bill, we should require a better return than just breaking
even. But for the charities to gain even twice as much as Treasury
loses, we are talking about an 80-percent increase in nonitemizer
given. This is not conceivable given the very low level of the
subsidy.

So, in conclusion, given the very serious problems that exist with
this bill, and the biggest one is the complexity, especially on the
short form, we think that there should be a heavy burden on the.
part of the charities to show that the bill is really necessary and
that it will work. Given the record of contributions over the years
and their consistency as a percent of personal income and given
the low ra e of subsidy and the unlikelihood that this bill would
have a significant effect, we do not think that charities have shown
either the need for or the efficacy of the bill, and we urge the
subcommittee to reject the proposal.

Senator PACKWOOD. Generally, Public Citizens' philosophy bends
toward the simplified tax form and against tax expenditures, does
it not?

Mr. McINwYRE. Yes.
One of the reasons we have problems with tax expenditures is

that we really think it should be easy for people to fill out their
forms.

Senator PACKWOOD. That is a respectable philosophy, but not one
that I agree with. If we are going to try to encourage things
without tax incentives, and we still want to encourage something
in the marketplace, the alternative is a Government program from
grants or appropriations.

I admire your consistency, but it is fair to say that usually, with
some exceptions, Public Citizen would testify against most of these
so-called tax expenditures?

Mr. McINrym. That is true.
Senator PACKWOOD. On the basis of simplification?
Mr. MCINTYRE. That is one of the reasons.
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Let me point out, Senator, that the charitable deduction in gen-
eral is one that I feel rather kindly toward because I think it does
have an effect on people in the higher brackets. It really does help
the voluntary sector.

But this is a case where I really think that the complexity
problems overwhelm any small incentive effects that might exist.

Senator PACKWOOD. I am not sure that it is more unduly complex
than child care expenses, or alimony or the other above-the-line
deductions that are allowed.

Mr. MCINTYRE. The difference is that alimony and energy credits
and some of these other particular things that are available are not
as universal as the charitable deduction. We are talking about tens
of millions of taxpayers-I would guess three-quarters of the people
who use the short form are going to have to start filing a support-
ive schedule.

Everyone puts something in- a collection plate or has something
deducted from his salary for the United Way, or whatever. We
have a giving society.

Senator PACKWOOD. The argument made yesterday by all of the
groups, I think without exception who favor this, is that they are
trying to reach the $15,000 taxpayer group. The taxpayer who now
makes immensely more money and itemizes is not going to be
affected one way or the other by this particular bill. The argument
was made by group after group, that if a person would contribute
$50, $100, volunteer time would probably also be contributed. Do
you think that is a valid argument?

Mr. MCINTYRE. I think it is useful to get people to contribute a
little bit. I just do not think this bill would have a significant effect
on it.

I get all kinds of solicitations-I am sure you do, too-and I
respond to some of them. The fact that it might save me 20 or 25
cents on the dollar really is not that crucial. It is just not big
enough.

Senator PACKWOOD. Yesterday, the people who are literally in
the trenches raising money, thought that saying this was a tax
deduction was an incentive. Indeed, where they have seen their
biggest downturn in numbers of contributors, is in the younger age
group using the standard deduction and that while their collections
nave been going up, their numbers of contributors have been going
down-this is discouraging, if that is true.

At least they thought, based upon their pragmatic, day-to-day
fundraising experience, that it would be of significant help in get-
ting new, small contributions.

Mr. McIntyre. My organization, obviously, is in the fundraising
business, too. We are into small contributions and they are not tax
deductible, and we have had a fair amount of success.

I do not think it would make much difference to our donors, for
example, if we could tell them that they would save $2 or $3 at tax
time.

So I suppose the bottom line comes down to what your common-
sense tells you. But with the alleged benefits so speculative and the
damage to tax simplicity and administrability so senous and sure,_
we hope the Congress will accept our counsel and reject S. 219.

Senator PACKWOOD. Thank you very much. I appreciate it.
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[The prepared statement of Mr. McIntyre follows:]

STATEMENT OF ROBERT S. MCliNTYRE, DIRECrOR, PUBLIC CITIZEN'S TAX REFORM
RESEARCH GROUP

Thank you for the opportunity to present our views on S. 219. Public Citizen is a
strong supporter of the voluntary sector in America., We believe that non-profit
organizations play a unique and vital role in our pluralistic society. But we are
opposed to S. 219, which would allow the charitable deduction to taxpayers who do
not otherwise itemize their deductions, because we believe it is bad tax policy and
would do little if anything to aid charitable groups.

At the outset, I should point out that, as a 501(cX4) organization, Public Citizen
does not receive tax deductible contributions. Our donors, most of whom contribute
$15-20 per year, support us without this particular form of government assistance.
Public Citizen is, however, affiliated with several non-lobbying groups which are
eligible for tax deductible gifts. I should also point out that, personally, I am a
married homeowner who does not itemize for federal income tax purposes (but does
itemize on the District of Columbia tax form, which has a much lower standard
deduction). Based on my current level of charitable contributions and tax bracket, S.
219 would be worth about $75-100 a year to me in reduced taxes. I would not expect
the bill to have any effect on my future giving, were it to pass.

It is distressing to see so many charitable organizations-supposedly concerned
about the public interest-lined up behind a bill which would have the following
sure effects:

It would cost the Treasury at least $2-3 billion per year, increasing the deficit and
thereby reducing societal savings, at a time when budgetary restraint to help curb
inflation and aid savings is considered imperative.

It would complicate tax forms and record-keeping for tens of millions of Ameri-
cans, flying in the face of recent Congressional and IRS attempts at simplification.

It would increase the audit burden of the IRS at a time when its budget is already
stretched very thin.

It would decrease tax fairness by reducing the alternative minimum tax on some
very high income individuals already paying very low effective tax rates.

It appears to us to be extraordinarily selfish of these charitable petitioners to be
willing to accept all these negative effects--especially since the benefits they hope
to gain are so chimerical. We urge this Subcommittee to reject S. 219.

1. THE NEGATIVE FFFECTS OF THE BILL

A. Cost to the Treasury.-If charitabt- giving were completely unaffected by
S. 219, the revenue loss to the Treasury would be some $2-3 billion annually. If
giving increased, the cost would be greater. At a time when Americans are being
asked to make rather substantial sacrifices to aid the fight against inflation by
accepting a real increase in tax rates due to "bracket creep," expensive new tax
expenditures should be almost unthinkable. Adoption of S. 219 would both add to
demand pressure on inflation and, by increasing federal borrowing, reduce the
supply of savings available for productive investment.

B. Tax complexity. -Recent Congressional actions concerning the zero-bracket
amount and IRS steps to improve tax forms have been directed toward making it
easier for most taxpayers to deal with the unfortunate duty to file tax returns.
These efforts have shown an impressive level of success. The number of taxpayers
able to use the short form 1040A has increased dramatically and the error rate on
all returns is down substantially.

S. 219 would move us a large step in the opposite direction. Several new lines
would have to be added to the tax forms, including the 1040A. In fact, it would
appear that taxpayers utilizing the 1040A would have to file a supporting schedule,
a requirement which up until now has been successfully avoided. A very high
percentage of taxpayers would have to start keeping records of contributions, such
as collection plate donations. Tens of millions of moderate income individuals would
have to learn to tell a 501(cX3) charity from a 501(cX4) social welfare organization.

C. Internal Revenue Service problems.-To be sure that taxpayers have acquired
the new sophistication that S. 219 would require, the IRS would have to audit
charitable deductions on as many as a million additional returns. If past experience
is any guide, this would result in hundreds of thousand of small tax adjustments,
creating taxpayer anger and resentment.

At a time when the IRS is trying hard to improve compliance and taxpayer
relations, and when its audit budget is already spread too thin, S. 219's new burdens
are not only unneeded, they are seriously harmful.
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D. Effects on the alternative minimum tax.-S. 219 would also, because of its
technical operation, reduce by some $30 million the alternative minimum tax on a
relatively small number of very high income taxpayers who already pay low effec-
tive tax rates. This could damage the perceived fairness of the tax system, an
important element of our self-assessing system.

II. THE LKELIHOOD OF INCREASED CHARITABLE GIVING AS A RESULT OF S. 219

No one knows for sure, of course, what effect, if any, S. 219 would have on
charitable giving by non-itemizers. Econometric studies attempting to quantify the
changes in giving which could result are contradictory and ultimately rather incon-
clusive, with their results dependent largely on key assumptions made by their
authors. But historical evidence and common sense indicate that the increases in
giving generated by the bill would be very modest.

First of all, charitable giving as a percent of total personal income, while showing
a slight upward trend as real personal income has increased, has been remarkably
stable over the years, in spite of large shifts in the percentage of taxpayers itemiz-
ing their deductions. Although the percentage of taxpayers itemizing deductions has
ranged over the past 25 years from barely a quarter to almost half, the share of
personal income going to charity has hardly fluctuated, and there is no apparent
correlation between the rate of giving and the percent itemizing.

Ginj asa Percnlo
percent o taxpayers

s~t demizin~g

19 5 5 ...................................................................................................................................................... 1.7 2 9
19 6 0 ....................................................................................................................................................... 1.8 4 0
19 6 5 ........................................................................................................................................................ 1.7 4 2
19 66 ........................................................................................................ . ............................................ 1.8 4 1
19 6 7 .................................................................................... ..... ........................................................... 1.8 4 2
19 6 8 .................................. ................................................................... ............................................... 1.8 4 4
19 6 9 ....................................................... ................................. ..... ........................................................ 1.8 4 7
19 70 .................................................................................................................................. ......... .. 1.8 4 8
19 71 ............................................................................................................. .. . . ....................... .......... 1.8 4 2
19 1 2 ...................................................................... .................................................... ........................... 1.8 3 5
19 73 .................................................................... ........................ ........ ............................................ 1.7 3 5
1 9 1 4 ................................................................................................... ................ ............... ............... 1. 3 6
19 1 5 ................................................................................................................... ....... . . ......... 1.7 3 2
19 76 ...................................................................................... ................ ........... ..... . . . ....... .. 1.9 3 1
19 77 ..................................................... ................ . ........................................... .................................. i 9 2 6
19 78 .............................................................................................................................. ........... I ........... 1 9 2 9

Source.-Blased upon data suppied to the Subcommittee by the U.S Department of the Treasury, Jan 28, 1980

Second, the rate of subsidy which would be provided by S. 219 to charitable giving
would be very small. Two-thirds of the taxable, non-itemizing returns which might
be affected by the bill reflect incomes of less than $15,000, and marginal tax rates of
14 to 18 percent. And virtually all the remaining affected returns are in the
$15,000-$30,000 range, with marginal tax rates averaging 25 percent. Thus, the
effective subsidy for most affected taxpayers would be about 15 percent, and only
rarely would the tax subsidy go as high as 25 percent. These figures are consistent
with the Joint Tax Committee staffs estimate of the "deadweight" revenue loss
from S. 219 (that is, the loss with no increased giving), which works out to an
average tax reduction for all taxable non-itemizers of $34, which is 17 percent of the
average non-itemizer contribution of $200.



203

DISTRIBUTION OF TAX BENEFITS OF S. 219 TO NONITEMIZERS BASED ON CURRENT GIVING LEVELS
(DEADWEIGHT LOSS) (1979 LEVELS)

Average Avera Percent Of
Total benefit oxefiPer 1i ta altkeExpaded'wo clss n tousndsin illonsbenfitPei noriteinizerlin milos return taxable return returns

Less than $5 ........................................................................................... $44 $2 $10 10.4
$5 to $ 10 ............................................................................................... 259 16 20 30 .4
$10 to $ 15 ................ ...................................... .................................... 260 22 24 25.4
$ 15 to $20 ............................................................................................ 281 42 43 15.6
$20 to $30 ............................... ............. ........................ ..... ...... . 432 69 69 14.4
0 0 to $s ,,. ................................... I.................... . .......................... 159 106 106 3.5
$50 to $I 00 ........................................................................................... 37 207 207 0.4
$ 100 to $200 ...................................................................................... 4 220 220 0.0
$200 and ov ...................................................................................... 1 333 333 0.0

Total -....................................... .................................. 1,483 24 34 100 .0

Source.-Based upon data supplied to the Subcommittee by the staff of the Joint Committee on Taxation, Jan 28, 1980.

It simply does not seem likely that many taxpayers would significantly increase
the amount they put in the collection plate or have taken out of their salaries for
the United Way or send to CARE because of a 15 or 17 percent refund when they
file their tax returns. Doubtlessly, of course, charitable fundrairers would attempt
to emphasize to prospective donors the enhanced benefits of charitable giving. And
perhaps some solicitees would be impressed by statements like "Your contribution is
deductible for federal income tax purposes, even if you use the standard deduction."
But we believe that a 16 percent subsidy is too marginal to have much effect on
giving. In fact, in the Michigan survey, even most respondents who itemized (and
were presumably in higher brackets than those who would be affected by S. 219)
denied that tax considerations influenced their charitable giving.

Certainly, the increase in giving would not be likely to approach the revenue loss
to the Treasury. Charitable giving by non-itemizers would have to increase by at
least 30 percent to reach such a "break-even point." Furthermore, simply breaking
even does not seem to be a sufficient justification for S. 219, given the serious
problems which the bill would create. Yet for the charities' gain to be even double
Treasury's loss would require non-itemizer giving to increase by over 80 percent.

CONCLUSION

7WJ.u-st-uty-suth a significant assault on budget austerity and tax system simplicity,
we believe that the proponents of S. 219 should be required to show both a pressing
need for their proposal and a strong likelihood that it would achieve its goals. Given
the continued strength of charitable giving as a percentage of personal income and
the improbability of above-the-line deductibility having a significant effect on dona-
tions, we believe that such a case cannot be made. We urge that S. 219 be rejected.

Senator PACKWOOD. Next, we have a panel on the environment
and public-interest law. David Sive, attorney at law, Winer, Neu-
berger & Sive; John Anderson, director, Wildlife Sanctuary, the
National Audubon Society; and Neil Gaston, executive director of
the Nature Conservancy.

Mr. SIVE. Would you be able to have the people sitting around
you state who they are?

Senator PACKWOOD. They are not quite a jury, but they border
close to it. They are the staff of different members of the commit-
tee. Some are on my staff, some are on other Senators' staffs who
are sponsors of the bill and who cannot be here today.

Mr. SivE. Please forgive me. I will be very brief, just to supple-
ment the written testimony, which I appreciate your filing.

60-529 0 - 80 - 14
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STATEMENT OF DAVID SIVE, WINER, NEUBERGER & SIVE
Mr. SiVE. I am talking in terms of public-interest law groups. I

defined this in the written submission. I will simply repeat it here.
It is the law which is developed out of a fairly-recent representa-
tion of previously unrepresented or underrepresented groups, pri-
marily in legal proceedings, essentially environmental interests,
consumer interests, and interests really in public integrity.

And as I see it, I think the issue which has developed right here
this morning is whether the funds which would go into the private
organizations if this legislation passes-and I very strongly support
it-would be better used than those funds if they did not go into
those organizations.

And pursuing that logically, I think the answer is yes, because if
those organizations serve valid public purposes and the law re-
quires that they do, and if those public purposes would have to be
served by Government itself--

Senator PACKWOOD. Let me ask you this. Of course, Senator
Moynihan and I are the principal sponsors of this bill and a
number of others are cosponsors. We agree with that conclusion. I
am curious as to what you think about Mr. McIntyre's statement
that indeed, the incentive will not make any difference.

Mr. SIvE. By that, if he means that the incentive will not secure
the contributions because people who otherwise would not contrib-
ute would contribute, I think he is wrong, utterly wrong. I do not
have any expertise, but I rely on the information developed by
your and Senator Moynihan's staffs.

I can tell you in addition the money problem is a very profound
problem which the public-interest law movement has and that is
the constant charge made, with good faith, but I think wrong, that
those movements represent an elitist groups, that they are aspects
of elitism.

Part of the reason for those charges is I think the fact that those
groups have been supported largely by foundations such as Ford,
Rockefeller, and others, the support which is now being withdrawn.

More than anything else, what is needed for those groups in
addition to the financial support is the support and backing of
larger numbers of smaller groups in the larger population, not in
the upper-level, elitist foundations based upon ancestral wealth.

That is a very profound change that would be affected by this
legislation on the public-interest law movement, and related move-
ments, that they would then receive their direct support from large
numbers of persons who can identify with the interests which they
rep resent.

Senator PACKWOOD. That was the testimony of most of the
groups yesterday and they were broad-based groups: churches, Red
Cross, groups that draw from large numbers of small contributors.
I think they would agree with you and dispute Mr. McIntyre's
point that this deduction is not an incentive. If Mr. McIntyre is
right, that there is no incentive, then there is no point in passing
it, no point in the Treasury losing $2 or $3 billion. We e- not need
to lose it if it is not going to result in increased giving anyway.

Mr. SIvE. There I would simply state that I rest on the informa-
tion which has been developed by the staffs.

Just one other point-I will take half a minute.



205

If the question is, as I heard the gentleman raise just before me,
as to the money that goes to these groups would be well used, I can
state without equivocation, and I can document in 2 hours, if given
the time, that every dollar which has gone into any of the groups
for which I speak, primarily the public-interest, law, and environ-
mental groups, is twice as well spent and more than the dollar that
goes to a governmental agency to perform the same purpose and
this is not any criticism of any such agencies. It is the nature of
the whole institution of private giving and private voluntary serv-
ice.

Senator PACKWOOD. The Red Cross had an interesting statistic
yesterday that for every one paid employee they had 77 volunteers.
One of the reasons the Red Cross can be more efficient in disaster
relief is because there are few Government programs that can
claim that kind of ratio.

It is very difficult to get people to enthusiastically give and
volunteer their time to a Federal program for which most people
are being paid.

Mr. SIVE. Absolutely. The same would follow for the Environ-
mental Defense Fund, the Natural Resources Defense Council, Au-
dubon, and all of those other groups which are represented and are
on the panel of which I am a part.

Senator PACKWOOD. Thank you very much.
Yes, sir?

STATEMENT OF NEIL GASTON, EXECUTIVE DIRECTOR, THE
NATURE CONSERVANCY

Mr. GASTON. Senator Packwood, my name is Neil Gaston. I repre-
sent the Illinois chapter of the Nature Conservancy. I will summa-
rize briefly my written testimony which has been presented.

The Nature Conservancy is a not-for-profit national organization.
Since 1951, the Nature Conservancy has been involved in identify-
ing, protecting and acquiring natural areas throughout the United
States.

Recently we completed our acquisition in Delaware, which made
50 States that the Nature Conservancy had projects in. More than
1,600,000 acres of land have been purchased by the Nature Conser-
vancy and been set aside, permanently protected.

I represent the State of Illinois where, since 1967, we have ac-
quired more than 15,000 acres and 29 separate projects. These are
projects which initially had little support from the public sector.

Our first acquisition, I think, is illustrative of what the Nature
Conservancy is doing and why this bill is so important. We pur-
chased an area called Volo Bog. Volo Bog is the only glacial bog
left in the State of Illinois.

There is the Volo Bog, a quaking, stagnant moss bog is located in
Lake County, approximately 40 miles from Chicago. It was going to
be turned into a golf course.

For $15,000, the Nature Conservancy in 1957 purchased that bog
with very small contributions, $1, $10, coffee klatches held at peo-
ple's houses. That land was ultimately transferred to the Illinois
department of conservation. It became the first national area that
the department of conservation had ever acquired.
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Volo Bog was added to by later public acquisitions and, today, it
is the keystone of the natural area system of the department of
conservation. There are some 15 areas across the States now owned
by them because of the.Nature Conservancy's leadership.

We-have some statistics that I would like to add to Mr. Sive's.
The Nature Conservancy, for every dollar which we receive from
the public sets aside 26 dollars' worth of natural land. A few years
ago, that statistic was $1 to $32. Inflation is having a rava going
effect on us, as well. We must compete ever haer for those
dollars.

Senator PACKWOOD. Could you repeat that?
Mr. GASTON. For every dollar the Nature Conservancy takes in

from private sources, we set aside $26 worth-of land.
Senator PACKWOOD. How?
Mr. GASTON. Because the Nature Conservancy, as not-for-profit,

can offer a bargain sale to a seller of land and show him how he
can sell the land for less to us than he can on the open market and
at the same time realize more after taxes.

In fact in some cases, if you are in a sufficiently high bracket,
your land is sufficiently appreciated and your basis is low enough,
you can actually make money by giving it away, and that is some-
thing that we show people how to do.

The area that the Nature Conservancy has been involved in in
Illinois extends not only to Volo Bog, but our most recent acquisi-
tions, the Little Black Slough, a 25-acre bank, trees 30 feet in
diameter, some more than 30 years old. This is the closest thing we
have to open space in Illinois. Illinois, incidentally, ranks 49th in
publicly owned open space. We are a State which is blessed with
very rich soil, a great deal of oil, coal, agricultural resources, and
many people. Unfortunately, we compete for natural space with
those other interests.

Forty-ninth in publicly owned open space. The acres came on
sale, and our interior could not buy that. We purchased it and gave
it to the State and Federal grant. We made a gift of $1 million of
land to the State of Illinois. During the last 3 years, the depart-
ment of conservation has not had a capital budget of larger than $2
million. We are buying some $5 million to $6 million worth of land
every year.

We are the primary land acquisition agency in the State of
Illinois. There is no other Federal agency other than the Forest
Service.

Without the Nature Conservancy in Illinois, without the support
that we receive from many contributors, some 4,000 members now
in the State up from 1,100 3 years ago, we would not be able to
carry out our mission.

Thank you, sir.
Senator PACKWOOD. Do you have a comment on Mr. McIntyre's

statement that the availability of the deduction really would be a
sufficiently small incentive, that it would not make any difference
anyway and therefore we do not need it?

Mr. GASTON. I cannot speak to Mr. McIntyre's comment except to
say that my experience has been slightly difference. The Nature
Conservancy in Illinois-as Mr. Sive has said, the environmental
movement has been criticized by many as an elitist movement. The
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Nature Conservancy, because of the sophistication of the argu-
ments we have put forward, has often had that criticism leveled at
US.

Recently, the Nature Conservancy determined we needed the
broad support of the public. We began direct mail campaigns and
went out looking for new members in Illinois, our chapter, a volun-
teer chapter, determined to do this on its own, and we made a
mailing to 100,000 people throughout the State.

That is how we raised our membership from 1,100 to 4,000. The
average member contributes $17.89. We split that equally with our
national office. That means that $40,000 of a $120,000 operating
budget is coming from small contributions. That is $40,000 that was
not there 3 years ago.

I think that experience is indicative and illustrative of the need
for small contributions.

Senator PACKWOOD. Let me ask you a quick professional question
as an aside. Did you do the direct mail yourself, are you familiar
with the statistics of it?

Mr. GASTON. Yes; I am.
Senator PACKWOOD. You mailed out 100,000?
Mr. GASTON. We had a response rate of slightly more than I

percent, 1.1 percent.
Senator PACKWOOD. What average contribution on that response?
Mr. GASTON. The average contribution on that response was a

little more than $17.89. The $17.89 figure is one that our national
organization has had. We use mostly volunteers for making our
mailing. We had professional work done on the mailing piece, but
the actual posting of the envelopes was done by other environmen-
tal groups-the Audubon Society, the Sierra Club, et cetera. They
distributed to their members, so we were mailing to the committed
and we had a better response.

Senator PACKWOOD. Now, how long ago did you do that?
Mr. GASTON. It took us 6 months to do that mailing.
Senator PACKWOOD. When did you finish it?
Mr. GASTON. When did we finish it?
Senator PACKWOOD. Yes.
Mr. GASTON. A year ago last November.
Senator PACKWOOD. What success have you had in mailing back

to those people who contributed once for more contributions?
Mr. GASTON. We have asked them to renew their membership

and we have had a mixed result. Our national organization's direct
mail in that campaign has not been as successful in keeping those
members as we have been. We have asked the organizations that
pledge initially did this mailing for us to go back to their members
and their publications, ask them to renew.

Our renewal rate for people solicited by direct mail is frankly
not as high as our other membership is. I think our ratio is for
members who come in normally is about 90 percent, an extremely
high figure. I believe the response ratio is about 60 percent for
those who came in in the direct mailing campaign.

Mr. SIvE. There are two other answers I just thought of. First, if
that is so, then that destroys the argument that Treasury will lose.
One cancels out the other.
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Second, one of the things, that I recall, 12 years ago the Sierra
Club's advertising for contributions in connection with the contro-
versy over Grand Canyon's dams it advertised and made the mis-
take of saying these contributions you make are deductible. It lost
its tax deductibility.

Certainly Treasury must have believed that they would lose
money because people would make small contributions in order to
fight the Grand Canyon dams. So the Treasury Department must
have concluded that what Mr. McIntyre says is utterly wrong.

Senator PACKWOOD. Refresh my memory on this. Did not the
Sierra Club lose its tax status because it was lobbying?

Mr. SIVE. That is right. This appeal for funds saying it was tax
deductible at the same time it was arguing what was really legisla-
tive is why it lost its deductibility.

Senator PACKWOOD. In theory, aren't a number of groups sepa-
rating their educational functions from their political functions
and the political part is not deductible other than the political tax
credit which exists for political contributions to political organiza-
tions?

Mr. SIVE. That is right. That institution is separating, developed
after that Sierra Club problem.

Senator PACKWOOD. Gentlemen, thank you very much. I appreci-
ate it.

[The prepared statements of the preceding panel follow:]

STATEMENT OF DAVID SIVE ON CHARITABLE CONTRIBUTIONS LEGisLATION

My name is David Sive. I am an attorney and a member of the law firm of Winer,
Neuburger & Sive, with offices at 425 Park Avenue, New York, New York 10022. I
reside at 89 Lark Street, Pearl River, New York 10965.

I submit this statement in suport of -HR 1785 and S 219, each of which would
allow all taxpayerS to deduct charitable gifts from their taxable income regardless
of whether or not other deductions are itemized. I understand that a number of
other witnesses are to testify in support of the legislation on behalf of their interest
groups. I speak on behalf of the large number of Public Interest Law groups whose
work has in the past fifteen years become a vital part of our legal and governmental
system and who are supported primarily by contributions which are deductible from
taxable income as charitable gifts.

My thesis can be simply stated: without such deductible status most such contri.
butions would not be made; the great majority of Public Interest Law groups could
not exist; and the role they play in our legal and governmental system would be
fatally handicapped.

I make this seemingly dogmatic statement on the basis of my own work in the
Public Interest Law movement since its beginnings in the early sixties. In that
period I have served as an organizer and governing board member of a number of
such organizations and represented them and their clients in a number of court
cases in, the environmental field which I believe constitute a ,part of the body of
Public Interest Law. While my own cases have been primarily in only one of the
important fields of law in which the public interest component is vital-the environ-
mental law field-my remarks are addressed equally to the several other fields of
law in which that component is vital. Among the organizations with which I have
been and am associated are the Natural Resource Defense Council ("NRDC"), the
New York Lawyers for the Public Interest ("NYPLI") and the National Center for
Preservation Law ("NSPL').

THE NATURE AND FUNCTION OF PUBLIC INTEREST LAW

Although Public Interest Law is often considered together with, and is not distin-
guished from, legal aid it is important I believe to consider them separately. Legal
aid is aid for the poor, the provision of legal services for those who cannot afford
them. The services may be criminal defense, representation in civil proceedings, or
legal advice. The interest represented is that of a particular client, for example one
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charged with a criminal offense or needing an attorney in a landlord tenant pro-
ceeding, or requiring advice concerning a debt. The interest is the client's personal
interest.

Public Interest representation is the representation of an interest of a large
number of people whose interest is not represented, or is underrepresented by
attorneys practicing commercially. The reason for the lack of adequate representa-
tion is the generally non-economic nature of the interest. There is a very small
economic stake of any particular person in it, often despite the fact that the people
sharing that interest are middle or even upper middle class.

The clearest definition of Public Interest Law is that provided by the Council for
Public Interest Law, formed in 1974 after an important assembly of public interest
groups, in its 1976 report, entitled, "Balancing the Scales of Justice [;J Financing
Public Interest Law in America" (the Council Report").

Public interest law is the name that ha3 recently been given to efforts to provide
legal representation to previously unrepresented groups and interests. Such efforts
have been undertaken in recognition that the ordinary marketplace for legal serv-
ices fails to provide such services to significant segments of the population and to
significant interests. Such groups and interests include the poor, environmentalists,
consumers, racial and ethnic minorities, and others.

It is not necessary to rank the interests "previously unrepresented", such as
environmental and consumer interests, as more or less important than other and
competing interests. It must only be acknowledged that the interests which would
otherwise be unrepresented, or underrepresented, are important to the determina-
tion of particular controversies or questions. The importance of that representation
can be illustrated by reference to one of the three national environmental public
interest law firms, NRDC. It was founded by leaders of the earlier Scenic Hudson
Preservation Conference, the organization which first secured the right of environ-
mental groups to sue, their standing in court, in connection with a proposed pumped
storage power plant at Storm King Mountain along the Hudson River.

NRDC has played a principal role in the development of our whole body of
environmental law. Much of that law, both court made and statutory, exist where
NRDC and its sister organizations, The Environmental Defense Fund and The
Sierra Club Legal Defense Fund, are not able to represent the environmental
interest. That interest could not have access to even a small fraction of the re-
sources available to the opposing industrial, commercial, or governmc ital interest
as the superior interest in any particular matter or policy area. It is only necessary
to acknowledge that it is an important public interest. The great body of environ-
mental statutes, federal and state, enacted since 1969 is clear proof that it is an
important public interest.

I cite only one case from my own experience. In the case entitled Citiens Commit-
tee for the Hudson Valley v. Volpe, 425 F.2d 95, it was adjudged by a federal district
court and Court of Appeals, with certiorari denied by the Supreme Court, that the
construction of an expressway along the shore of the Hudson River near Tarrytown,
New York was absolutely illegal. The expenditure of a quarter billion (1969) dollars
was permanently enjoined. An associated attorney and I provided the legal services.
The fees we were paid were less than one sixth of the fair compensation. We
represented a public interest of numerous citizens, each of whom had a very small
economic stake, or none at all, in protecting the river shore. That is the kind of
representation that began to be furnished in 1969 by the three principal environ-
mental public interest firms which I have mentioned.

The environmental and other public interest law firms have been funded from
two sources, charitable foundations and individual charitable contributions. The
deductibility of the contributions has not been questioned since 1970. The organiza-
tions account to the Internal Revenue Service concerning the public interests they
serve.

Whether it be the environmental or consumer or other public interest, the impor-
tance of its representation cannot be overstated. The response of our courts and
other institutions to the advocacy of those interests is perhaps one of the principal
items of proof of the viability of our system of laws. Unless that system is respon-
sive to all legitimate interests, reform and change must be sought outside the
ystem. That was what happened in the sixties. In the decade just closed we all saw

how the system responded. The response was in large part the new law and changed
institutions created at the instance of public interest lawyers and law firms.

Perhaps the clearest statement of the importance of Public Interest Law lies in
the statement on Public Interest Law from the 1975 report of the American Assem-
bly "Law In a Changing Society" set forth in the American Bar Association Journal.
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Essential to the solution of future problems is the assurance of fair representation
in the decision-making process-vindication of the "public interest" in the public
and private sectors--and representation of persons and causes who have previously
not-been effectively represented. These principles have been established and gener-
ally accepted. We must complete their implementation.

"Public interest law" is an important recent development. While there may be
.ambiguity of definition and scope, a serious void in our legal institutions is being
filled by the activities of lawyers who engage in representation of groups and
interests that would otherwise be unrepresented or underrepresented. Such public
interest law activities are major responsibilities of the legal profession. Adequate
support measures should be adopted.

Public Interest Law is accepted as an important part of our legal institutions by
the American Bar Association and all state associations. It has lost both its newness
and any radical image that it may have held. Virtually every one of our greatest
law firms in every large city has a strong public interest component. Perhaps the
most 'important and prestigious of all city or state bar associations, the Association
of the Bar of the City of New York, established its own public interest law firm five
years ago. The New York Lawyers for the Public Interest was headed for two years
by our present Secretary of State, Cyrus Vance. He had been President of the
Association.

THE INDISPENSABILITY OF CHARITABLE CONTRIBUTIONS

From its beginnings in the mid-sixties Public Interest Law, like its precursors, the
NAACP Legal Defense Fund and Civil Liberties Union, could not exist without the
contributions of services and funds. This fact is the basis of the provision in the
citizens suit section of each of the major environmental statutes, beginning with the
Clean Air Act of 1970, for the award of costs of litigation including reasonable
attorneys fees. Each of the public interest law firms started between 1969 and 1975
received virtually all of its fundirig from charitable foundations, particularly t'he
Ford Foundation. The staffs of attorneys were generally paid and are still paid from
25 percent to 60 percent of the compensation they would receive in the private
sector. Much of the work of the public interest firms is the pro bono work of
attorneys who are associated with them on a case by case basis. Those attorneys are
generally like younger attorneys from the major law firms.

The Public Interest Law movement is now in jeopardy. The foundations which
have supported it, particularly the Ford Foundation, have determined that support
must come primarily from the firms' own resources, primarily by the membership
and other contributions of large numbers of relatively small contributors. This is in
one sense a healthy development because it will help dispel the notion that Public
Interest Law is somehow the instrument of an elite class. It is of course precisely
the opposite; it begins to balance the unmonied public interests against those which
are monied. It is elite only in the sense that the ranks of the attorneys, scientists,
and others associated with them include a high percentage of the most dedicated
and able young people in the nation. They have a faith in our system of laws and
government which directs their efforts at reform within the system. The withdrawal
of much of the support of Public Interest Law by the foundations is in part based
upon their traditional desire to lead, not permanently support, important new
movements. They have determined, I think correctly althoughit does foist heavy
burdens upon many of the groups, that broad mass support by small contributors
and large memberships, coupled with continually increasing support by attorneys
through bar associations and otherwise, should be .the long term foundation of
public interest law. This renders all the more necessary the enactment of S. 219.

We are all familiar with the cynicism, now widespread, held for our laws and
legal institutions and law as a profession, based in part on the exposures that we
refer to as Watergate. (The first exposure of the laundering of monies was in and by
a suit brought by a public interest group, Common Cause). A critical part of the
answer to that cynicism, of the effort to instill faith in our system is the Public
Interest Law movement. Without deductible contributions that movement will die.
H.R. 1785 and S. 219 can be a tremendous insurance policy, a necessary one in my
opinion, for that survival.
TESTIMONY OF NEIL GASTON, ExEcuTIVE DIRECTOR, ILLINOIS CHAPTER, THE NATURE

CONSERVANCY

SUMMARY OF TESTIMONY

The Nature Conservancy is a private, nonprofit membership organization which
directly acquires natural areas for biological conservation purposes and compatible
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public use and enjoyment. Since 1951, the Conservancy has acquired over 1.6 million
acres of land, including 1.0 million acres during the past decade. Our membership
includes 70,000 individuals and 278 corporations.

The Illinois Chapter of the Conservancy has helped preserve 15,000 acres of
natural land in 29 different areas, including Cedar Glen, the winter roosting site of
approximately 500 bald eagles on the Mississippi River. In saving land through
direct action, the Illinois Chapter is filling a need not being accomplished by
government or profit making organizations. The 1,000 remaining natural areas of
Illinois are being destroyed at the rate of 15 percent annually; the Conservancy is
trying to preserve the best of these 1,000 areas for future generations.

Over half of the $20.7 million in cash contributions received by the Conservancy
in 1978 came from individual contributors. The average annual contribution is $18.
Of our new members, nearly all pay the minimum $10 dues. Thus, it is clear that
small individual contributions are an extremely important revenue source.

The Nature Conservancy supports the passage of S. 219 because it will stimulate
more small contributors to join and donate to the Conservancy, and will undoubted-
ly raise the average annual contribution given by our current membership.

The Nature Conservancy is a national conservation organization whose resources
are devoted to the protection of natural areas and the diversity of plants and
wildlife they support. First priority is given to preserving those areas which safe-
guard rare or endangered plants and animals. The Conservancy works to:

Identify lands which contain the best examples of all the components of the
natural world;

Protect natural areas, usually through gift or purchase, for Conservancy manage-
ment or for transfer to local, state, or federal agencies;

Manage 670 Conservancy-owned preserves using volunteer land stewards and
staff, and encourage compatible use by researchers, students, and the public;

Increase public awareness of the need to safeguard natural areas.
Since 1951, The Nature Conservancy has acquired and protected more than 1.6

million acres of land in 50 states. Among our projects are barrier islands off the
Virginia coast, the Great Dismal Swamp in North Carolina, mangrove forests and
islands in the Florida Keys, sweeping prairie lands in Kansas and South Dakota,
and refuges for big horn sheep and endangered birds of prey.

The Nature Conservancy is a private, nonprofit, scientific and education organiza-
tion exempt from taxation under Section 501(cX3) of the Internal Revenue Code. The
activities of the Conservancy are made possible through contributions, foundation
grants, membership dues, and corporate gifts. All contributions are tax deductible.

A membership organization, the Conservancy is organized into 31 state chapters,
and governed by a national health board. Current membership is 70,000 and is
expected to reach 100,000 by 1982. We also have a corporate membership of 278
corporations.

THE ILLINOIS CHAPTER

The Illinois Chapter, of which I am the Executive Director, has 4,000 contributing
members. Since 1957, the Chapter has protected 29 unique natural areas totalling
nearly 15,000 acres. Examples of our land conservation projects include:

1. Cedar Glen Eagle Roost, Hancock County.-A 483 acre preserve, Cedar Glen is
the most significant winter roosting site in the United States for our vanishing
national symbol, the bald eagle. One-third of the eagles usLig the Mississippi
Flyway flock to the natural bowl of Cedar Glen every December Ynd stay until early
March, roosting each night in the sycamore trees. In mid-March, the eagles migrate
north.

Bluffs at the Glen vary from 50 to 100 feet in height. The forest is composed of
maple, basswood, oak, hickory, and 'sycamore. The area is now leased to Western
Illinois University as part of the Kibbee Research Station.

2. Volo Bog, Lake County.-Fifty miles northwest of Chicago's Loop, amid the
rolling farmland of Lake County, is situated the only remaining tamarack, or
quaking bog, in Illinois. This unique, 48-acre remnant of the Ice Age was purchased
by the Nature Conservancy in 1958 and deeded to the University of Illinois which
maintained it until it was turned over to the Illinois Department of Conservation in
1970. Since then, the Department has purchased additional surrounding land and
today, the 551 acre Volo Bog Nature Preserve provides an exceptional opportunity
for observing many rare plant species. It was declared a natural landmark by the
National Park Service in 1974.

3. Gensburg-Markham Prairie, Cook County.-One of the last living examples of
the native lacustrine prairie on which Chicago was founded. The 120 acre preserve
supports a prairie community of 230 native plant species and a variety of animals
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such as the hoary bat, the red fox, and the short-tailed shrew, and many grassland
birds.

4. Little Black Slough, Johnson County.-The 2,506 acre Little Black Slough could
easily be the largest truly wild area left in Illinois. It varies from huge expanses of
tupelo and bald cypress swamps to rugged upland forest and ravines to 140 foot rock
bluffs and cliffs. The meandering Cache River runs through the preserve.

The preserve provides habitat for three species of poisonous snakes, a heron
rookery, and the rare Swainson's warbler, Indiana bat, and bantam sunfish. Besides
this, many areas have trees that are 100-300 years old. This area is managed by the
Department of Conservation.

In saving unique land through direct action, the Illinois Chapter fills a public
need not being accomplished by any existing public or profit making agency or
organization. Consider these facts. The Illinois Department of Conservation has
recently determined through research that only 0.07 percent of the state's landscape
has escaped serious alteration by man. The Department also determined that the
J,000 remaining tracts of relatively undisturbed "natural" lands left in Illinois are
being destroyed at the rate of 15 percent per year. Illinois, which ranks 49th
nationally in public open space availability, can ill afford to lose those remaining
vestiges of its natural heritage.

Many species face extinction now, and we don't know what this loss might mean.
We could lose the source of a new medicine to combat disease, another penicillin
perhaps, or a source of food or fiber to feed and clothe tomorrow's world. Like Noah
in biblical times, The Nature Conservancy is setting aside examples of all our living
species and ecosystems for the benefit of fure generations to come.

PUBLIC SUPPORT

The Conservancy's role in Illinois and throughout the nation in natural area
conservation is made possible by charitable giving and volunteer manpower donated
by its members. Of the $20.7 million received by the Conservancy through 74,000
cash contributions in 1978, over half came from individual givers:

Source of cash contributions

Percent
Category: of total

Individuals ........................................................................................... . ...... . 54
Foundations ................................................................................................. 38
Organizations (corporations, etc.) ............................................................ 8

T ota l .................................................................................................. . ........ 100
Source.-Annual Report, The Nature Conservancy, 1978.
For our existing membership, the average individual contribution is $18 annually.

Ninety-nine percent of our new members, however, pay the minimum $10 dues.
Thus, it is clear that small individual contributions are an extremely important
source of revenue for our activities.

The productivity of the Conservancy in utilizing contributions, large and small,
has been outstanding. For every dollar of operating expense in 1978, we saved $11
worth of natural land. Our fund raising costs in 1978 were 4.4 percent of total
contributions received-a ratio well below the national average for nonprofit corpo-
rations. Thus, we not only serve the public interest by doing things that government
is not accomplishing, but we are doing so in cost-effective fashion.

S. 219

Any legislation which strengthens charitable giving to nonprofit organizations is
strongly supported by The Nature Conservancy. I believe S. 219 would be extremely
helpful in increasing contributions from small contributors who do not currently
itemize, and attracting new members to the Conservancy. Consequently, I urge this
Committee to act favorably on the legislation.

Senator PACKWOOD. Now we will take Mr. Whitten, who has just
arrived, for the United Neighborhood Centers. He was to be part of
the previous panel.

Mr. Whitten, you have a 5-minute presentation. Then we will
take the economics panel.

Mr. Whitten?
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STATEMENT OF THOMAS P. WHITTEN, UNITED NEIGHBORHOOD
CENTERS OF AMERICA

Mr. WHITTEN. Thank you, Mr. Chairman.
I come to represent the John Hope Settlement House in Provi-

dence, R.I., and the settlement houses and neighborhood centers all
over the United States through our affiliation with the United
Neighborhood Centers of America.

John Hope Settlement House is a member of the Rhode Island
Council of Community Services but, more importantly, we are a
member of the United Way of southeast New England.

We provide services to a community comprising some 35,000
people in the West Elmwood, South Providence areas of the cities.

OW year, the John Hope Settlement House serves approximately
4,000 to 5,000 of those residents. We provide services in day care,
after-school day care, social services, teen recreation programs,
teen counseling.

We run a group home for girls aged 13 to 17 and we provide a
number of other kinds of social service programs.

John Hope Settlement House depends heavily on charitable
giving through the United Way and foundations in the State of
Rhode Island.

Our budget of one-half million dollars, or slightly over one-half
million dollars, is provided in half by charitable giving. Significant-
ly, our day care program is funded 50 percent by the United Way;
approximately 90 percent of our after-school day care and our
recreation program is funded by charitable giving through the
United Way and our social services program is funded approxi-
mately 75 percent through the United Way allocations.

We feel that significantly we would be adversely affected if we
were not able to receive these charitable dollars and we would like
to share with you a couple of illustrations to give you an example
of the impact of some of our services.

Our people's service center, which is our social services end,
operates a furniture bank which provides furniture free of charge
to our neighbors which we pick up and deliver to the families who
need it.

In one instance we had an Hispanic family who was burned out
and through our furniture bank we were able to locate temporary
housing for the family for 3 days and subsequently we found per-
manent housing and through our outreach, we were able to provide
through the churches clothing and food for this family.

We do not know where the family would be if not for that unique
service, which is the only one of its kind in the State of Rhode
Island.

We had a mother of a child who is now in our after-school day-
care program who complained of the special education program
that her child was involved in and so we got involved in the
situation, enrolled the child in our day-care program. The child
went to day care for a half day and to special education for a half
dThe John Hope Day Care Center was a focal point of the treat-

ment plan which included a therapy program. The child did well
enough to graduate from the program and is now functioning
normally in public school.
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We also had a situation with a teenager who got in trouble with
the law for shoplifting.

Senator PACKWOOD. Let me stop you for a minute because your
time is going to run out in a second.

Senator Chafee has very well briefed me on the merits of the
John Hope Settlement House. He is very impressed with it and, as
you know, he is a supporter of this bill.

But I.am particularly interested in your comments about what
you think will or will not happen depending on whether or not this
deduction is allowed for charitable giving.

Mr. WHITFEN. If it is not allowed, we feel that the base of our
funding will continue to be eroded.

Senator PACKWOOD. Do you think that the ability to tell someone
making $15,000 or $20,000 a year that this is a deduction you can
take above the line, is an incentive for fundraising?

Mr. WHITTEN. Very definitely I think it is. Our United Way
raises some $10 million a year and I am involved in that process.
Most of the people I have talked to earn between $10,000 and
$15,000 a year and I definitely feel that that is an incentive to give.

Senator PACKWOOD. Senator Durenberger?
Senator DURENBERGER. I have no questions.
Senator PACKWOOD. Mr. Whitten, thank you very, very much.
Mr. WHITTEN. Thank you, Mr. Chairman.
[The prepared statement of Mr. Whitten follows:]

TESTIMONY OF THOMAS P. WHITTEN, JOHN HOPE SETrLEMENT HousE,
PROVIDENCE, RI.

I appear before you today as the executive director of the John Hope Settlement
House in Providence, Rhode Island on behalf of my agency and on behalf of
settlements and neighborhood centers across the country through our affiliation
with United Neighborhood Centers of America. John Hope Settlement House is also
a member of the Rhode Island Council of Community Services, but perhaps more
importantly we are a United Way agency.

The neighborhoods we serve are the West End, West Elmwood, and South Provi-
dence sections of the city. John Hope serves 4,000 clients each year, oit of a total
population of 35,000. Our target population is primarily black and Hispanic. As a
multiservice agency, John Hope provides day care, after-school day care, participa-
tory recreation, a teen program, a day camp, social services and advocacy. In
addition, we maintain a group home for girls ages 13-17. Social services, including a
furniture bank, family counseling, and vocational counseling, primarily for youth,
are offered through our People Service Center, an aptly-named department because
we deal directly with the " pleneeds" of our community.

Since the founding of the first settlement in America in the late 1800's, this
unique institution has adopted as its major concern the local needs identified by the
residents of theneighborhood it serves. The John Hope Settlement House has been
proud to carry on this tradition for the past forty years.

To maintain our programs, we depend heavily on charitable donations, which
cometo the agency, for the most part, through our local United Way and founda-
tions. Half of our budget of almost $500,000 is derived from this source. The
relationship with the United Way is especially significant; United Way dollars
account for 50 percent of the budget for our day care program, 90 percent of the
after-school program, and 75 percent of social services.

Without this support, we would have to double the fees for day care. The furni-
ture bank, which serves over 400 families yearly, would be one of the first casual-
ties. Even those programs that are financed with government funds would be
adversely affected since- overhead and administrative costs are currently met
throughcharitable contributions as part of.the United Way allocation.

I would now like to share with you three illustrations that I feel will be helpful to
you in understanding the role the agency plays in its community and the negative
effect it would have on the lives of local residents were we to be unable to provide
effective services to meet their needs:
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An Hispanic family of five came to the attention of the John Hope Furniture
Bank following a fire that destroyed their home with all their possessions. Agency
staff found the family temporary shelter while searching for new, permanent lodg-
ings. After three days, an apartment was located. Furniture was provided at no cost
to the family, and clothing and household goods were obtained through outreach to
churches and other social agencies in the area. Who would have helped this family
if we were not there?

A sixteen-year old female was referred to Family Counseling after a brush with
Family Court on shoplifting charge. The teenager had a history of problems at
school and at home. After she came to the program, she continued to experience
difficulty in school and we eventually helped her to enroll in an alternative school
setting. In a period of eleven months, her interest in her studies increased signifi-
cantly, but the most dramatic behavioral change took place at home. There was no
further contact with the police. Who would have helped this young woman if we
were not there?

A six-year old black male who is now in our after-school day care program first
came to our attention when his mother contacted the regular day care staff because
she was very dissatisfied with the special education he was receiving at that time.
The staff developed a treatment plan for the youngster that called for special
education half a day and kindergarten at our agency for the other half. A therapy
program was instituted as well. The special education bus picked the child up at our
day care center and returned him there each day, establishing our program as the
reference point. The boy progressed well enough to graduate from the program, and
he is now attending regular, full-time school. Who would have given this child the
special attention he needed if we were not there?

Although these are particularly dramatic stories, I can assure you that they are
not isolated cases. Every day, my staff is dealing with the basic survival needs of
our clients, helping them through individual counseling, group work and advocacy
to live their lives with dignity. The decline in contributions to charities is of vital
concern to those of us providing services at the neighborhood level. We are in the
best position to understand and respond to the concerns of the community, but it is
evident that we cannot do our work effectively or maintain our standards of quality
service if our base of support continues to be eroded.

I would, therefore, like to request respectfully that the Subcommittee give favora-
ble consideration to the proposed change in the tax law that would provide all
taxpayers with a deduction for charitable contributions regardless of whether they
choose to itemize or take the standard deduction.

Thank you for the opportunity to appear before you today and express my views
on this most important issue which is of deep concern to all community-based
agencies.

SUMMARY OF TESTIMONY

The John Hope Settlement House is a multi-service center meeting the needs of
local residents in the West End, West Elmwood, and South Providence sections of
the city for the past forty years. The agency serves 4,000 clients, primarily black
and Hispanic, each year.

Charitable contributions, in the form of the annual United Way allocation and
foundation grants, account for 50 percent of the agency's budget of approximately
$500,000. United Way dollars represent 50 percent of the budget of the day care
program, 90 percent of the after-school program, and 75 percent of social services.

If, because of the reduction in contributions to the United Way, this support
should be severely curtailed, the settlement would have to double day care fees. The
furniture bank, which serves more than 400 families each year, would not be able to
operate. Even programs that are supported by government funds would be adversely
affected since the United Way allocation currently covers their overhead and ad-
ministrative costs.

The neighborhood center plays a vital role in its community. Located in the inner
city with a predominantly poor, minority constituency, it is the service provider for
all age groups and the primary advocate ror local residents. We cannot afford to
allow settlements and other community-based agencies to be forced into that most
difficult position of having to choose among equally valuable services because the
funds necessary to support all programs have been decreased.

On behalf of the John Hope Settlement House and all neighborhood centers
across the country, I would like to request respectfully that the Subcommittee give
favorable consideration to the proposed legislation that would provide all taxpayers,
even those who use the standard deduction, with a deduction for charitable contri-
butions.
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Senator PACKWOOD. Now, we will take Mr. John Anderson, Direc-
tor of the Wildlife Sanctuary. Go right ahead, sir.

STATEMENT OF JOHN ANDERSON, DIRECTOR, WILDLIFE
SANCTUARY, THE NATIONAL AUDUBON SOCIETY

Mr. ANDERSON. My name is John M. Anderson, director of the
Wildlife Sanctuary Department, National Audubon Society. My
office is in Sharon, Conn.

The citizens of Connecticut are in trouble, and they know it. The
State stocks the Housatonic River with trout but warns the fisher-
man at West Cornwall not to eat them. Because of heavy PCB
contamination, the fish in many Connecticut rivers are no longer
fit for human consumption.

The Connecticut farmer must apply additional lime and fertilizer
to his land to counteract acid rain.

In Lakeville, Conn., the beautiful Lake Wononscopomuc has on
occasion turned pink. The village has paid the Union Carbide
Company thousands of dollars to-measure water quality and diag-
nose the cause of this pollution. A remedy has not yet been found.

Citizens from all corners of the State are asking for advice and
help in conservation of energy and the use of alternate sources of
fuel for heating their homes.

It is not feasible for the local, State or Federal governments to
assume responsibility for teaching the citizens of Connecticut the
causes of our environmental problems, nor to demonstrate ways of
coping with those problems. A primary goal of the National Audu-
bon Society for over 70 years has been conservation of wild plants
and animals.

Originally, simple protection of wildlife from over-harvest by
hunters and fishermen was an effective means of preventing their
extinction. Today, we recognize that hunting and fishing pose little
threat to the welfare of wild plants and animals, yet the ability of
our land to support certain forms of not only wildlife, but people as
well is declining.

Citizens of Connecticut want to learn the proper care of our
land-its soils, water, air, and vegetation. In general, our public
school system is ill-equipped to provide this kind of education.
Consequently, citizens of all ages are turning to privately endowed
organizations such as the National Audubon Society for basic
knowledge of agriculture, forestry, hydrology, botany, and zoology.

Admittedly, formal courses in these subjects have been taught in
university classrooms for generations. But in most cases the knowl-
edge was used only by professional farmers, foresters, wildlife man-
agers, and by teachers whose teaching was largely confined to the
classroom. What was happening out in the farmer's fields, our
forests, rivers, and atmosphere-and how it affected the lives and
times of people in Hartford, New Haven, Waterbury, and Green-
wich-remained pretty much of a mystery to the ordinary citizen.

In response to that situation the National Audubon Society has
over 70 wildlife sanctuaries across the Nation in which visitors can
learn firsthand about our native flora and fauna and the environ-
mental factors-by which they live and die. Not much is happening
to wildlife that is not happening to people. Therefore, the basic
ecology learned on our wildlife sanctuaries enables our visitors to
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better understand and cope with problems they face in their daily
lives.

As is true of operating a dairy farm or managing any type of
land, our operating costs have risen steadily with inflation. To
operate our nationwide chain of sanctuaries, it will cost about
$§68,000 this fiscal year. And the sanctuary department is only one
of several departments of the National Audubon Society dedicated
to keeping our land fit for people.

In addition to wildlife sanctuaries, in which the primary goal is
wildlife conservation, we operate several environmental education
centers. In Sharon, Conn., for example, the operating budget for
this year is $84,070. The basic program offers field trips to about
4,000 local school children, training for 6 to 8 interns who will
make a career of environmental education, plus demonstrations of
timber management, solar energy units, and other sound land
management practices.

A similar but somewhat larger program is in effect at Green-
wich,' Conn., at an annual cost of about $193,380. The total Nation-
al Audubon Society budget for this fiscal year calls for $14,700,400
and anticipates an income of $13,946,944, an operating deficit of
$753,456.

The need for public service of this kind has never been so vital.
It is a service that the Government cannot provide, and must be
financed through private support. I, therefore, urge this committee
to favorably report out Senate bill 219, so that not for profit organi-
zations such as National Audubon Society can keep pace with
inflation.

Thank you very much for the privilege of appearing before this
committee.

Senator PACKWOOD. Thank you, sir, and thank you for the excel-
lent work that you are doing.

Senator Durenberger, any questions?
Senator DURENBERGER. No.
Senator PACKWOOD. I would like to start on the economics panel,

even if Dr. Penner has not yet arrived, and take Dr. Feldstein and
Dr. Clotfelder in that order on the panel, because the conclusions
that this bill addresses is based so much on the economic evidence
that this groups presents, and I want to get them on and have
ample chance to listen and question them.

Dave, do you have any statement you want to make?
Senator DURENBERGER, If it wouldhelp timewise, I have a couple

of thoughts. Would it be appropriate now to do it now, or later?
Senator PACKWOOD. Why don't we take the panel first.
Are you going to start first, Dr. Feldstein?
Mr. FELDSTEIN. Yes; I am.

STATEMENT OF MARTIN FELDSTEIN, PROFESSOR OF
ECONOMICS, HARVARD UNIVERSITY

Mr. FELDSTEIN. I am certainly pleased to have this opportunity to
testify about the impact of income tax rules on charitable giving
and about the potential impact of the Moynihan-Packwood,, Fisher-
Conable bills. I am sorry I was not able to be here yesterday, but
my teaching obligations-this was the first day of our term-made
it impossible for me to come.
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I have, however, studied the Treasury's statement and I hope we
will have a chance during the discussion to go back to some of the
statements that they made, which I would like to comment on.

Senator PACKWOOD. I would appreciate that, because they com-
mented extensively on yours.

Mr. FELDsrEIN. So I noticed.
The other witnesses have already made clear that a great many

issues must be considered in shaping the policies that affect the
role played by nonprofit institutions in our society. Even the most
limited problem of the proper tax treatment of charitable giving
raises a number of legal and philosophical questions. My remarks
this morning will focus on the much narrower subject of the
impact that changes in tax rules would have on the amount of
charitable giving and on the Treasury's tax receipts.

As an economist, I have been interested more generally in the
many ways in which our tax rules affect the behavior of individ-
uals and firms. One of the subjects that I have studied in consider-
able detail is the effect of tax rules on charitable giving. More
recently, a group of us at the National Bureau of Economic Re-
search have been developing a computerized model that can be
used to calculate the impact of tax rule changes on total tax
revenue and on such economic magnitudes as the volume of chari-
table giving and the supply of working hours.

This computerized model, like the one used by the Treasury and
by the staff of the Joint Committee, bases its calculations on the
large sample of individual tax returns that is provided for this
purpose by the Internal Revenue Service.

But unlike the Treasury and, joint staff computer models, the
NBER TAXSIM model is specifically designed to take into account
the response of taxpayer behavior to changes in tax rules. The
development of this behavioral response model, which I should note
is being financed primarily -by a grant from the National Science
Foundation, is still at a relatively early stage. We are therefore
very pleased to have been asked by Congressmen Fisher and Cona-
ble to use the tax model to calculate the effect that their proposal
would have on charitable giving and on tax rates.

Before discussing these calculations, it will be useful to begin by
reviewing briefly the statistical evidence on which the calculations
are based.

The deductibility of charitable contributions by -individuals who
itemize their deductions has two effects. First, it obviously reduces
their taxable income and thereby reduces their tax liability.
Second, it reduces the price of charitable giving and thereby in-
creases their incentive to give to charity.

Let me clarify this second effect. Someone who does not itemize
his deductions gives up $1 or every dollar that the charitable
organization receives. In contrast, an itemizer with a 30-percent
marginal tax rate gives up only 70 cents for -every dollar that the
charitable organization receives. For such an individual, the de-
ductibility of charitable gifts lowers the price of giving from 100
cents per dollar received by the charity to only 70 cents. This
reduction in price encourages individuals to give more than they
would if gifts were not deductible. Let me emphasize that I am not
saying that people make charitable gifts only because they are tax
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deductible. I am only saying that deductibility causes them to give
more than they otherwise would.

The basic economic question issue is the relation between the
lost tax revenue that results from the deductibility of charitable
gifts and the extra charitable giving that is induce&2. More specifi-
cally, how much does charitable giving increase per dollar of tax
revenue foregone?

The answer to this question depends on the sensitivity of individ-
ual giving decisions to the price per dollar of charitable gift. Econo-
mists use the term "price elasticity" to measure this sensitivity.
The price elasticity of charitable giving is the percentage increase
in the amount given to charity per percentage point decrease in
the price of giving.

For example, if a 30-percent decrease in the price of giving
induces a 30-percent increase in the amount of giving, we say that
the price elasticity is 1. Similarly, if a 30-percent decrease in the
price of giving induces a 45-percent increase in the amount of
giving, we say that the price elasticity is 1.5.

The higher the price elasticity, the more increased giving there
is per dollar of foregone revenue. An elasticity of I represents a
particularly important value. If the elasticity is 1, deductibility
increases giving by just as much as the lost tax revenue. If the
elasticity is greater than 1, deductibility increases giving by more
than the lost tax revenue while, if the elasticity is less than 1,
giving rises by less than the lost revenue.

In a more complex legislative proposal like the Fisher-Conable
bill, the relationship between the price elasticity and the efficiency
of the deduction is more complicated. I will return later to the
nature of this complication. It is still true, however, that a higher
elasticity implies a greater efficiency; that is, more additional
giving per dollar of lost tax revenues.

Of course, I am not saying that a tax proposal is good only if
charities gain more than the Treasury foregoes. The dollars that
the charities do not get go to the taxpayers and are not wasted.
Nevertheless, the relation between foregone tax revenue and in-
creases charitable giving is an important consideration in judging
any tax proposal that is aimed at stimulating charitable gifts.

It is important therefore to ask what we know about the price
elasticity of charitable giving.

In collaboration with several other economists from 1974 to 1976,
I have done a number of statistical studies to measure the price
elasticity of charitable giving. The statistical method separates this
price or the tax effect from the effect of income and other factors
that influence charitable giving.

This is a point that the Treasury seemed, in their testimony, not
to understand.

The studies found that the price elasticity is between 1.0 and 1.4.
There is a remarkable degree of consistency and relative precision
in these studies, even though they are based on different years and
different types of data.

This is not the place for an elaborate or detailed analysis of these
studies. The results have been published in several economic jour-
nals; I am submitting these articles for the record of these hear-
ings. Let me point, however, to the key findings.

60-529 0 - 80 - 15
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The first study-published in the National Tax Journal in 1974-
examined the data published by the IRS on charitable giving in
each of 27 adjusted gross income classes between 1948 and 1968.
The changing tax rates as well as differences in the rates among
income classes were used to estimate the price elasticity. The basic
estimate in this study showed a price elasticity of 1.24.

This is somewhat greater than 1.
The second study, which was done jointly with Professor Charles

Clotfelder, who is here on the panel this morning, analyzed data
that were collected by the Census Bureau in a survey of more than
1,400 households in 1963 and 1964. The basic estimate in this study
found a price elasticity of 1.15.

The third study, which was done jointly with Dr. Amy Taylor,
used a very large sample of individual tax returns. The Treasury's
tax file, that was made available to us by the Treasury Depart-
ment.

This was a sample of more than 13,000 tax returns for 1962 that
implied a price elasticity of 1.09 while a similar sample of more
than 15,000 returns for 1970 implied an elasticity of 1.29.

Senator PACKWOOD. Let me interrupt you for a moment. I read
your statement. All of us who support this bill have no conceivable
quarrel with the good that the institutions who will benefit from
this will receive.

The testimony that these gentlemen have is so critical to the
rebuttal of our opponents that this deduction- will do no good, that
it will cause a greater loss than the increase in giving. That is the
foundation upon which we based this whole bill.

Let me ask, do all of the studies that you and Dr. Clotfelder did
and the combined study with Dr. Taylor indicate elasticity greater
than 1?

Mr. FELDSTEIN. That is correct. The Treasury raised questions
whether that elasticity is valid for lower and middle income givers
as well as high income givers. I talk about that a bit in the
testimony and provoke what I have read in the Treasury's state-
ment. I went back and examined that issue more carefully.

In our own previous studies, I can say more about it.
Senator PACKWOOD. I wish you would address yourself to that

issue, because they hit that hard. ""I
Mr. FEz DMrN. Do you want me to continiwith the remainder

of the statement at which we look at the calculations of the effect
of Fisher-Conable?

Senator PACKWOOD. From mine and Senator Durenberger's point
of view, I do not think it is necessary because I read the statement
and I know the data. But I would surely appreciate it if you would
address yourself to what the Treasury Department said about the
invalidity of the data.

Mr. FEuLDTmiN. Fine.
Let me then very briefly comment on-summarizing more briefly

than the statement does-the findings and then address myself to
the comments made yesterday by the Treasury.

What I go on to say on page 6 is that these estimates that I
referred to are all in the range of between 1 and 1.4 were calcula-
tions for the entire population. It is difficult with that data to
separate price elasticities by narrower income classes and yet, be-
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cause we were aware, even then, of the particular interest in the
question of the nonitemizers, we carried out a separate and special
study for the low-income group.

The University of Michigan Survey Research Center collected
data for individuals with incomes less than $30,000, essentially the
group where all of the nonitemizers are concentrated and we were
able on the basis- of this data, which gave us giving for itemizers
and nonitemizers at every income level, to make a better estimate
than we could on the basis of these tax return files.

That produced a very high-priced elasticity for this low-income
group, a price elasticity of 2.5. Certainly there was no indication in
that study of an elasticity of less than 1.

Now, 2.5 seems to me to be too high and it seems to me to be
contrary to some other findings which I-will mention in a minute
for the lower income groups in the previous studies. But it is not
all the question.

What we are talking about, after all, is a price differential for
low-income taxpayers which is not very large; the individual who
itemizes there may face a price of 80 cents on the dollar rather
than 100 cents on the dollar. So he is facing a price which is 20
percent lower and roughly speaking, if his elasticity is 2, he will
give about 40 percent more. Since we are talking about dollar
amounts in the range of $300 to $350, we may be talking about the
itemizer giving $500 and the nonitemizer giving $350, somewhere
around $15,000 in income.

That certainly does not run counter to my intuition of what the
effect of itemization would be. I would not rule out an elasticity as
high as 2. I would say that the strict, statistical evidence has to be
interpreted as saying that the best estimate produced by that
survey data is around 2 and that the probability of its being signifi-
cantly lower than 1 is very, very small.

Now, I do not go at any length into this prepared statement to
talk further about that survey, but I think it is an important one. I
will say one other thing about it.

The question that we worried about is that really a price effect-
is it because it is cheaper for itemizers to give, or that itemizers are
somewhat different. They are homeowners, more stable, they have
greater routes in the community.

Is it an itemization effect rather than a price effect?
We estimated that, in a way-it is a little technical to describe it,

but I think worth. at least mentioning-one of the things that the
Treasury said in its testimony was it is hard to separate the effects
of price from the effects of income because the higher your income,
the lower your price.

That is not true among nonitemizers. They all face a price of 100
cents on the dollar. So we could focus down on the nonitemizers
and calculate the effect of income alone for that group.

Since they all face exactly the same price, we could look at the
sample of nonitemizers whose giving we knew from the survey and
calculate the effect of income.

We did that, and then we said, taking that estimate of the
impact of income as known we could then find out for the itemizer
group what the effect of price was. We could use the nonitemizers
to estimate, in a pure way, the effect of income. We could then
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treat that effective income as known, look just at the itemizers and
find out the effect of price.

That produced an elasticity of 2.32. In other words, that produced
almost exactly the same effect that we had gotten when we pooled
the two groups. That told us, first, that our estimate of slightly
greater than 2 for the low-income group was not likely to be a bad
estimate.

Second, that we were not seeing an itemization effect as such, we
were seeing the true price effect. It was not the group of itemizers
was somehow more sociologically or demographically different, it
was that they were responding to the lower price.

I think that was a particularly important thing that we were
able to do with the help of that survey data.

Now, let me talk more about-are there any other questions
about what I just said, Senator?

Senator PACKWOOD. I want to ask you this, and I have to go vote
in a minute. Your bottom line conclusion is that the Fisher-Cona-
ble-Moynihan-Packwood bill, if passed, would probably induce
either new or increased contributions from middle-income taxpay-
ers, more than they now get, with more givers. Would it induce
new giving, or new people to give?

Mr. FELDSTEIN. No question about that. The question is the mag-
nitude there. I think the evidence is that it is harder to be confi-
dent about the numbers when you break out narrow income
classes, but there is no reason to believe that they are lower than
1.

Therefore, the efficiency in terms of extra giving per dollar is
quite substantial.

Senator PACKWOOD. Then the argument becomes, assuming it is
one, that Treasury loses $3 billion, charities gain an additional $3
billion. Some people-although they are very few who I heard
testify recently-might make the argument that the government
could better spend that money than the charities. I have seldom
heard that argument made by anyone who has watched the govern-
ment operate.

Mr. FELDSTEIN. To interrupt a second, there is also the issue
about the people who are currently itemizers and who would
switch to be nonitemizers.

Senator PACKWOOD. And take the standard deduction?
Mr. FELDSTEIN. And take the standard deduction. They would

clearly get a tax reduction and would get very little extra. We have
quantified that and that is around the order of $300 million. That
is very small and really does not affect the conclusions that you
have stated.

Senator PACKWOOD. Let me ask you one question, then I have to
go and Senator Durenberger will come and preside, then I think we
ought to move on to Dr. Clotfelter.

Have you done any studies on the political tax credit and the
inducement towards giving?

Mr. FELDSTFJN. No, I have not.
Senator PACKWOOD. There I can only give you a gut reaction

from political fundraising in Oregon. We have a credit similar to
the Federal Government.
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On an individual return, you can give $50 and get a $50 credit on
your State and Federal and joint return, $100 is an amazing incen-
tive.

The people who have never given say, look, if you give $25 you
can take it all off your taxes. I have never seen a statistical study
but I know what the reaction is from people who have never given
before.

If you will forgive me, Senator Durenberger will be right back
and I will go to the floor and vote.

[A brief recess was taken.]
Senator DURENBERGER. The committee will come back to order.
I understand that, Professor Feldstein, you may have a few more

comments?
Mr. FELDSTEIN. Senator Packwood had asked me to address more

specifically Treasury's concern about the applicability of these
price-sensitivity, price-elasticity estimates to middle- and low-
income individuals.

I was describing for him the study that is mentioned in the
prepared statement that Professor Boskin and I did using the data
collected by the Michigan Survey Center. They collected a sample
of 1,600 households, including itemizers and nonitemizers.

This was not an attitudinal survey; it was simply a factual
survey. They added to their usual questions the questions about
charitable giving.

And on the basis of that, we were able to see how people in this
middle- and low-income group responded and the evidence there
was an even greater response than we had found for the population
as a whole.

While the elasticity for the population as a whole seems to be
between 1 and 1.4, the elasticity for this low-income group estimat-
ed by that data was about 2.5.

I commented-I am sure you do not want me to repeat-the
alternative ways that we use that data in order to make clear that
this is really a price effect and not a difference between the behav-
ior of itemizers and nonitemizers.

I would like to say something more about some of the other
studies that we did, particularly pointed out this question of the
low- and middle-income individual, since I did not discuss that at
any length in the prepared statement. But after I saw the Trea-
sury's statement yesterday, I went back and examined the evidence
in our earlier studies and I think it is well worth having before you
and having in the record.

In the first study that I did, which was published in the National
Tax Journal in 1975 and which is submitted for the record now, we
found for taxpayers as a whole, limiting it to $4,000 at the bottom
and $100,000 at the top.

We found a price elasticity of 1.2. We then broke it down into
three separate classes: $4,000 to $10,000; $10,000 to $20,000; and
$20,000 to $100,000. It is harder to make precise statements about
them. The position of the estimates is less good, but I think the
numbers themselves give no reason to think that the lower income
group is less sensitive.

In the $4,000 to $10,000 range, we found an estimated elasticity
of 1.8. In the $10,000 to $20,000, 1.0; and the $20,000 to $100,000,
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1.1. And when a statistician estimates a number like this, although
he can give you a particular point and say this is my best guess,
the data are consistent with the range around that and those
ranges are wider here than they are for the overall sample and yet
I think the margin of error, the standard errors, are, on an average
of one-half.

There is no reason to believe that those three numbers are really
different from each other. If anything there is some indication that
the lowest income group is more sensitive than the higher income
groups.

Remember, more sensitive does not mean that they give more. It
doesn't even mean that they are induced giving in response to the
deduction is larger, because the deduction means a smaller differ-
ence in price for them.

As I commented to Senator Packwood before, an individual in
the 20 percent marginal rate bracket gets to make charitable con-
tributions that cost him 80 cents, rather than 100 cents on the.
dollar.

That 20-percent reduction, if the pribe elasticity were even two,
would mean roughly a 40-percent increase in giving and since, in
these middle ranges, we are talking about gifts on the order of
$300, $350, the increased giving is on the order of $100 to $150. So
that is not at all implausible.

What sounds like a very high elasticity does not necessarily
mean a very big increase and yet, in the aggregate it amounts to
the billions we are talking about here.

In the study that Professor Clotfelder and I did a year later, and
published in the Journal of Public Economics, we used Census data,
a survey of 1,400 households collected by the Census, and the
special study for the Federal Reserve System, and we found an
overall price elasticity of 1.15.

Then in one of the estimates we did, we estimated separate price
elasticities for different tax rate ranges with people with marginal
tax rates below 0.3, between 0.3 and 0.7 and above 0.7. Back in
1963, 1964 when there were people in that above 0.7 range. Again,
the estimates indicate no significant differences among those three
income classes.

The lowest group showed a price elasticity of 1.2. The 0.3 to 0.7
showed an elasticity of 1.3. The highest group in this case showed
an elasticity of 1.8. Those differences are not statistically signifi-
cant.

They are consistent with an overall single price elasticity.
Perhaps the numbers most worrying, most damaging to our con-

clusion were found when we took the Treasury-IRS tax files for
1962 and 1970. Those are large samples, 15,000 tax returns. We
divided those samples by income tax and estimated separate occa-
sions for each class.

In both studies, we found overall price elasticities greater than
one, but the impact in the lowest income group, those with incomes
between $4,000 and $20,000, differed very substantially between the
1962 study where we found a very high elasticity of more than
three, and the 1970 study where we found a lower elasticity, less
than one-half.
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In the technical paper that was prepared, published in Econo-
metrics, we pointed out the substantial difficulty in making precise
estimates on the basis of itemizers in this low income class alone.
That is more of a problem.

By 1970 when the range between $4,000 and $20,000 represented
a smaller part of the income distribution than 1972 when $20,000
was a larger income. On the basis of the tax return data, where we
have only itemizers, it is just not possible to make an accurate
estimate of the separate price and income elasticity in the $4,000 to
$20,000 range.

Income and tax rates just move too closely together.
When one expands that to deal with the-higher income groups,

that is no longer true. For a variety of reasons, which you all know
very well, income levels and tax rates are not nearly as highly
correlated in that higher range.

Nevertheless, the information out of that 1970 sample we said we
will do the following. We will estimate separate price elasticities
for each income class while allowing a single income effect to carry
through the entire sample.

When we did that, we were able to get much better, much more
precise, much more plausible price elasticities and they were as
allows: for people with incomes less than $10,000, the elasticity

was 2.3. $10,000 to $20,000, 1.8; $20,000 to $50,000, 1.5; $50,000 to
$100,000, 1.2; $100,000-plus, 1.3.

In other words, if anything, the evidence again points to higher
price effects atthe lower end than at the upper end.

So I cannot see how, on the basis of all of this data, that one can
conclude that there is any case for believing that the elasticity is
lower for middle- and low-income people.

I would say that the evidence-either one should accept the
overall elasticity about 1.2, 1.3 for the entire population-or one
ought to believe that the low income groups for whom the price
difference is relatively small are more sensitive.

That is a long answer to the question, but I think that the
Treasury's focus on the question of price effects for low- and
middle- income people warranted putting out all of that evidence in
the reply.

Senator MOYNIHAN. A good answer; a better one than we got
yesterday.

Mr. FELDSTEIN. Your fine, former institution prevented me from
coming yesterday. It is the beginning of our term. As you know,
our strict rules--

Senator MOYNIHAN. We had that good economist, Mr. Sunley,
who introduced us to the dread affliction known as the Clotfelter
lag and we are going to learn more about that before the morning
is out.

But I wonder if I could just keep Dr. Feldstein for a moment to
say that one of the things we learned yesterday-this is somewhat
outside your field, but not necessarily-one of the things that we
heard from a succession of witnesses representing the widest range
of voluntary activities eligible for charitable deductions of one kind
or another, from churches to universities to the Junior League of
America, was that if you can get people in the habit of giving small
sums when they are fairly young and their incomes are low, that
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will continue and grow and you will fix a behavioral pattern which
in the end has large consequences, although the initial ones, in fact
are small. This is important even if you could not show that a large
increase in giving would come about in terms of the exchange of
giving and taxing here. You indicate it is not a vast amount of
money, but a significant amount of money, but just as importantly,
it would sustain a pattern of supporting voluntary operations as
against turning to public sector services, and that has a social
value.

Does that make any sense to you?
Mr. FELDSTIN. It makes sense, but I do not have a professional

view on it. I have heard that from fundraisers, particularly higher
education in the past, and I believe that they know their business,
so that if they think it is worth putting a lot of effort into getting
small contributions from recent graduates because eventually
recent graduates grow up and give more, they must know what
they are doing.

Senator MOYNIHAN. We had quite a bit of testimony about the
disappearance of the independent sector in Euiope where even
those organizations who continue to present themselves in the
Victorian guise, Dr. Bernardo's Own Foundlings, are 95 percent
paid for by government now. People do not contribute to them.

It is not necessary. In some cases, it is thought to be not a good
idea, and we saw some rather surprising figures. Many of the
charitable activities that we think of as private now are not private
at all. The Catholic Charities of Louisiana has been there a long
time. They have an orphanage. They started in the 18th century.
At this point, only 10 percent of their actual expenditures come
from private contributions. The rest is government, or fees of some
kind.

That is already happening here.
If you could stay with the panel, we might move on.
Professor Clotfelter-and explain yourself, Professor Clotfelter.

What is this lag?

STATEMENT OF CHARLES CLOTFELTER, ASSOCIATE PROFES-
SOR OF PUBLIC POLICY, STUDIES AND ECONOMICS, DUKE
UNIVERSITY
Mr. CLOTFELTER. Thank you very much. I have a prepared state-

ment that I would like to put into the record.
As to the lag, since economics is the dismal science, I feel some-

how I am doing my duty to be involved with such a dread inflicton.
Senator MOYNIHAN. The Treasury Department was delighted

with you. It is a sure sign that you have bad news, or found bad
motives, or improper behavior.

Mr. CLOTFELTER. As Martin Feldstein has explained, this bill
would create an incentive for giving because it would reduce the
net price to taxpayers for contributions. What I would like to do is
focus on three points: (1) What is the importance of an elasticity of,
one? (2) What are the likely effects of the bill in the long run? And,
(3) will the effects in the short run differ materially from those in
the long run?

I should mention at the outset that I, like many other economists
who have worked in this area in the last few years, owe a great
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debt to Martin Feldstein for leading the way empirically and theo-
retically. His work is sound, rigorous, and thorough.

My first point has to do with the interpretation of the elasticity.
As Martin Feldstein pointed out first, an elasticity of one implies
the increase in giving would exactly equal the associated revenue
loss. This would be true if one ignores the problem of switching-
tbetemizers switching to nonitemization status.

This relationship is useful because it makes it easier to under-
stand the magnitudes involved.

What has been pointed out by Professor Feldstein is that it does
not necessarily follow that a deduction, is necessarily efficient or
desirable in any general sense if the elasticity is one or more.
Rather, the desirability has to be judged on the basis of the cost of
the revenue loss against the benefits of the increased contributions.

Thus, while it is necessary to measure this elasticity for a com-
plete assessment, it does not constitute a sufficient assessment of
the bill.

My second point has to do with the actual magnitude of the
elasticity and the effects in the'long run. I recently took part in a
review of a number of empirical studies in this area. They included
studies by Professor Feldstein and others.

In seven studies that look at taxpayers in general, the elasticities
fell in a rather narrow range of 1.1 to 1.3 and were comparatively
precise in their range. However, the price response relevant for
considering S. 219 is the one applying to nonitemizers, not taxpay-
ers in general, so we need to know about nonitemizers' behavior.

If we take the results based on low income itemizers and then
some of the estimates produced by Professor Feldstein and others,
my conclusion is that the estimates of the price response vary
considerably and are typically subject to greater statistical error
than the ones for taxpayers in general.

For example, estimates for low and middle-income taxpayers
range in several studies from a low of about 0.4 to a high of 2.5
which was the estimate Professor Feldstein mentioned, and the
errors are typically larger-a lot larger, depending on the studies-
compared to the studies on general taxpayers.

Let me just illustrate the implications of this range of elastic-
ities. If you take the midpoint of estimates which I mentioned in
the first group of studies, about 1.2, which would probably be a
good estimate for the population in general, this would imply that
contributions would increase about 20 percent more-than revenues
would fall.

But at the lower end, we would find that contributions would
increase less than half of the loss in revenues, and at the upper
end contributions would increase over twice the size of the revenue
loss.

Senator MOYNIHAN. Could I interrupt, Professor, and say that
economics is not an exact science but it gets its quantities a little
closer than that. Somewhere between 0.4 and 2.5-that does not
sound like you are measuring the same thing. You are not measur-
ing very well yet. Is that the problem?

Mr. CLOTELTER. There are a lot of statistical problems in meas-
uring this elasticity for low incomes. If you look at itemizers, as
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Professor Feldstein has mentioned, , itemizers in those income
groups are not typical of other taxpayers in those income groups.

In addition, there is a problem that income and price vary quite
closely. Therefore, it is difficult to sort out.

Senator MOYNIHAN. What I am asking-please, any of you inter-
rupt-is whether studies of the same statistical quality found
ranges of 0.4 to 2.5?

Mr. FELDSTEIN. I think, Senator, that there is one estimate below
one. There is this 0.4 estimate that refers to a particular study and
it is off the curve.

Then one has to ask, Why did that study come up with a number
that is"off the curve?

This study was based on data that I think are very good for
estimating the impact for the entire population-that is, Treasury-
IRS tax file for 1970-and for the entire population, it comes up
with 1.3.

The problem is, when one lboks at the lower income group in
isolation, $4,000 to $20,000 group of itemizers, there just is not very
much variation in price to begin with. So that, to be unfortunately
more technical than I should be in this context, that price elastic-
ity carries with it what statisticians call a standard error of 0.5.

What that means, roughly speaking, one cannot reject any kind
of conceivable number for that price elasticity. It is measured with
tremendous uncertainty. It is measured with tremendous uncer-
tainty because there is so little information about price differences,
when- you limit yourself to itemizers with adjusted gross incomes
between $4,000 and $20,000, how much variation in price can there
be between 0.78 and 0.85?

So there is not any information there to get anything out of it.
The same $4,000 to $20,000 range back in 1962 was a much more

informative sample.
The problem is also you are not trying to measure the effect of

price, but simultaneously. measure the effect of price and income.
As income goes up between $4,000 and $20,000, the price goes down
and you are trying to separate those.

If you look at people between $50,000 and $100,000, that is not
hard. There is substantial variability in the tax rates at every
income level. When you get down to the $4,000 to $20,000 and
concentrate just on itemizers, there is just not going to be very
much variability in price not caused by differences in income.

If you take the 1970 sample as a whole, and you say well, use the
whole sample to estimate the effect of income, and at the same
time we will estimate a separate price effect in each income class,
then you are not asking the sample to work quite as hard. You are
allowing the sample as a whole to tell you something about income
and you are using each separate group to tell you something about
price.

When you do that, the price elasticity for that same body of data
for the individuals with incomes below $10,000 is 2.2. For those
with incomes between $10,000 and $20,000, it is 1.8.

So I would say that that 0.4 number is just off-the-curve. It is off-
the-curve because the sample is not informative. That is what Dr.
Taylor and I said in our scholarly article on the subject. We pre-
sented it because that is what scholars do, but we did not present it
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as a number to be believed. We presented it and commented in our
technical publication, that that number cannot be estimated inde-
pendently on the basis of the available sample.

Senator MOYNIHAN. I see.
Professor Penner?
Mr. CLOTFELTER. I have a couple of more points.
Senator MOYNIHAN. I hope you will feel collegial as a panel. You

go right ahead.
You take all the time you want.
Mr. CLOTFELTER. I will just go on.
These revenue loss figures also do not count any losses due to

itemizers switching to nonitemization status which the Treasury
and the committee for the Joint Tax Committee estimate at about
half of a billion dollars.

The final point I want to make before concluding concerns the
speed with which nonitemizers would respond to this new incen-
tive.

Because of habit, and lags in receiving information and solicita-
tions, nonitemizers are unlikely to respond completely or immedi-
ately to this new deduction. Instead, it is likely that only a portion
of the long run change would occur in the first few years following
implementation.

The question is, then, how much will this lag in giving immedi-
ately be?

The numbers I am going to give are based on the following
assumptions. They are based on evidence from itemizers, giving
over time, not nonitemizers. This prediction is subject to a statisti-
cal uncertainty just like the rest of the estimates, and also, I think
the lag, and I think Professor Feldstein would agree, would be
dependent on how much information the Government puts out on a
new law such as this. It may be that this law would have much less
lag than what I have found with itemizers.

But what I have found with itemizers is that it would take 4 to 8
years for 90 percent of the long-run increase in giving to be real-
ized after the change in incentive, and in the first 2 years following
enactment, probably less than 70 percent of the long-run giving
increase would be achieved based on these estimates.

Those are the points I wanted to make.
Senator MOYNIHAN. Before we turn to Professor Penner, Senator

Durenberger, I understand that you have to be somewhere else and
you have a statement that you wanted to make. Is that so?

Senator DURENBERGER. Yes, it is and was so. I do have to leave
and I am going to be very brief in my statement.

Senator MOYNIHAN. It is good for the academics to hear from us
for a change.

Senator DURENBERGER. You are not going to get anything very
academic from me.

As I think most of you know, and Senator Packwood knows in
particular, I never wanted to be a U.S. Senator until I talked to
him about a year and a half, 2 years ago-going on 2 years ago-
and he persuaded me that elective life was just as good as all the
time I was spending in community service.

But what I guess I have to add to my cosponsorship and the
testimony on behalf of the bill is most of an adult life that has
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been spent in at least 30 different community organizations where
I have served as chairman or an officer or director and I have
raised as much money for nonprofits as I have spent for nonprofits.
I created a medium-sized corporation, a social responsibility unit,
that cranked up our corporate giving by 5 percent.

I was chairman of a group in the Twin Cities that is now being
touted as a model for the country on 5 percent corporate giving. I
am the author of several other pieces of legislation, including the
mileage bill around here, and it is that experience and the reac-
tions to it that have led me to the conclusions without computer-
ized models and economic backgrounds and everything else, that
what you two have provided the leadership for in this country is
accurate.

I wanted to include these informal remarks with perhaps a re-
petitive reference to a story that I know is true and has been used
repeatedly to encourage private giving in Minnesota in particular,
a story about an older gentleman, a former public servant, who
back in 1969 or 1970 accepted the position as a trustee of the Mayo
Foundation in Rochester, Minnesota.

He had been in the Congress of the United States for 12 years.
He had been a Senator for 12 years. He served as Vice President
for a little over a year and President of the United States for 4
years.

And at the first meeting that he attended of the foundation
board, his admonition to his fellow board members, who represent-
ed a variety of business and professional backgrounds was,

As I look over philanthropic giving in this country I see that corporations are
something less than 1 percent of their profits in giving, and I see certain other
levels that inspire me to the conclusion that, despite all the criticisms of my
Presidency and my service in the U.S. Congress, that all of you have come to the
conclusion somehow that we, in Government, can spend money better than you can
with your charitable giving.

Well, of course, no one agreed with him in that room and I think
that there is little agreement with that, and I think that story has
always, in our community, been the genesis of increased giving.
And it is a part of the philosophy and the practical side of giving
that I bring to my support of what the two of you are doing here.
And what I trust will be a substantial and important change in
public policy in this country.

[The prepared statement of Senator Durenberger follows:]

STATEMENT OF SENATOR DAVE DURENBERGER

Mr. Chairman, Thank you for this opportunity to appear today before the Sub-
committee on Taxation and Debt Management to urge favorable consideration of S.
219, the Charitable Deduction Bill.

I have joined as a co-sponsor of this important legislation because I want to
preserve the vitality of our nation's charitable and volunteer community. During
the past decade, private philanthrophy, like all other sectors of our society, has
suffered from the mounting financial strains of inflation. Many individuals who
would like to contribute to the arts, to their church, or favorite charity can no
longer justify their contributions-not when the price of the essentials for daily
living are steadily and rapidly rising. After paying for food, clothing and shelter,
there is little left for charities. And, I might add, no tax incentives for the millions
of taxpayers who do not itemize.

The major government incentive to private giving, the charitable tax deduction,
needs to be revised if we are to continue to have a vigorous, broad-based voluntary
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sector inthe United States. It is my strong belief that S. 219 will help bring about
that revitalization and reverse the dramatic decline in private philanthropy.

By allowing taxpayers a deduction on charitable contributions, whether or not
they itemize, this legislation will correct a present inequity in the tax code. Under
existing law, individuals who take a standard deduction can be taxed on private
dollars contributed to nonprofit organizations. This form of taxation certainly poses
a philosophical challenge to the rationale that income which goes to charitable
activities should not be taxed because it does not enrich the giver.

The spirit of public service and voluntarism has been transferred from generation
to generation of Americans. It has shaped the patterns and traditions of the Ameri-
can way of life. As Daniel Boorstin once noted, "Communities existed before govern-
ments were there to care for public needs." Indeed, the practice of attending to
community needs with private dollars has created some of America's greatest insti-
tutions.

Government cannot and should not provide every social and community service.
We in government must support and encourage the work of the private, non-profit
sector, for if we do not, governments at all levels will surely be called upon to fill
the gap. The gap will be filled, if history is a good teacher, by programs that become
so complex and expensive they eventually cave under their own weight. The private,
non-profit sector often shows us a better way. It is there, in the non-profit organiza-
tions, with their freedom to explore and innovate, where some of the nation's most
creative responses to community needs are born and nutu red.

It is nearly impossible to look around and not find a school, hospital, library or
other similar institution which has not been the beneficiary of private philanthropy.
Unfortunately, however, most of these institutions have been affected by the
marked decline in private giving during recent years. In the absence of essential
financial incentives for giving, more and more non-profit organizations will be
forced to close their doors. I do not want to see that happen. S. 219 gives us the
opportunity to reinforce the financial underpinning of the voluntary sector.

Thank you for this opportunity to speak on this major piece of legislation. It has
my greatest support, and I look forward to working with Senators Moynihan and
Packwood on passage of this bill by the Senate.

Senator MOYNIHAN. Thank you very much.
It is literally the case that Senator Packwood persuaded Senator

Durenberger that if he was going to do public service he might as
well do it in Washington as Minnesota.

One of the points that we made yesterday several times was to
precisely this point. Have people concluded that the government
spends money better than 'they do in their own community? Obvi-
ously, they have not and yet they act as if they have.

In terms of elasticity, certainly in the field of education, where
we have real comparisons between what it costs to educate an
eighth grade student in a Lutheran school and in a public school in
StVLouis,-the private sector is far more efficient. And a transfer of
$1 million from educational activity in the public sector to the
private sector-it may be the equivalent of a multiplier here in
terms of the end product and it may be considerable. You may get
more.

Years ago, Al Smith began talking to the New York State Power
Authority about the idea of a public yardstick that would measure
private monopolies like utilities and keep them honest by saying
this is what it really costs, what a kilowatt really costs.

There is an equivalent need in our time for something like a
private yardstick to measure what government does to a natural
monopoly.

These independent sector enterprises do exactly that.
Senator PACKWOOD. I do not know whether or not you are famil-

iar with the study done by the General Accounting Office on the
cost of paying a medicare claim. We set up a public yardstick when
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we passed the medicare bill called the Division of Direct Reim-
bursement.

If you are a health provider, which is our language for hospitals,
by and large you can submit your bills directly to the Division of
Direct Reimbursement, thereby cutting out the evil middle man.

The General Accounting Office studied Blue Cross of Chicago,
Blue Cross of Maryland, which are nonprofits, and Aetna and
Travellers, I think, which are profits.

The interesting comparative is that the Blue Cross of Maryland
headquarters is located reasonably close in suburban Maryland.
The Division of Direct Reimbursement did a study which is. about 4
years old. What they discovered is roughly this: It costs Blue Cross
$3.70 to pay a claim. It costs the Division of Direct Reimbursement
$12.20 to pay a claim.

Blue Cross can process about 7,400 claims per employee per year.
The Division processed 2,200.

Senator MOYNIHAN. This is something to be pursued.
We thank you, sir.
Senator DURENBERGER. Thank you.
Senator MOYNIHAN. Professor Clotfelter, have you finished?
Mr. CLOTFELTER. Yes.
Senator MOYNIHAN. We will turn to Professor Penner.

STATEMENT OF RUDOLPH PENNER, RESIDENT SCHOLAR,
AMERICAN ENTERPRISE INSTITUTE FOR 'UBLIC POLICY RE-
SEARCH
Mr. PENNER. Thank you, Senator. I appreciate this chance to

testify. In Professor Feldstein's words, I guess that I am outside the
curve, because I am the only one on this eminent panel--

Senator MOYNIHAN. You cannot be outside of a curve. You are
off the curve.

There is a single line.
Mr. PENNER. In any case, I am the only one on this panel who

has not done any statistical work myself on the question at issue
and I was invited to act as something of a referee in this discussion
of numbers.

You commented a few minutes ago on the wide range of esti-
mates that can be found in the literature, and-I think that you
gave economists more credit for their ability to be precise than we
really deserve. Unfortunately, we are confronted by a lot of statisti-
cal problems and we are, after all, dealing with human behavior.
Individuals out there often refuse to act according to the rules we
would like to lay down for them.

There are major statistical problems involved in estimating the
affect of tax policy on donations. A lot of the variables that are
important, like age, income, marginal tax rates and so on, tend to
vary together and it is always difficult to separate their impact. In
addition the taxpayer always goes through a rather complex strat-
egy game. Marginal tax rates are, to some degree, subject to his
control as he chooses what to deduct from his income and, indeed,
chooses the type of income. This adds to the theoretical problems
involved in the analysis.

On the other side, however, it is a problem that is easier than
many in economics because we have had long experience with the
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charitable deduction and there is very good data from tax returns
and consumer surveys. And while a range of estimates can be
found in the literature, there is absolutely no doubt in my mind
that the amount of charitable giving is very sensitive to its tax
treatment.

You can find only a few studies that contradict that conclusion,
but they are very old and are not based on very good data.

It becomes a little more difficult to say precisely how sensitive
giving is to tax policy-and here, I would like to reemphasize a
point made by Professor, Clotfelter. There is a lot of discussion
about whether the giving stimulated by some more lenient tax
treatment would be more or less than the revenue loss. I really
think that is almost irrelevant for the purposes of this discussion
because of some of the things that Senator Moynihan pointed out
earlier.

As you might know, we have an AEI project called "mediating
structures" and the thesis of the project is very much based on the
kind of experience Senator Moynihan cited in Europe. As govern-
ment has intruded more and more into social problems at the
neighborhood level, there may well have been a crowding out of
charitable activities which AEI scholars believe were really more
equitable and more efficient than the government programs that
took their place.

If you accept this idea-and I certainly have a lot of sympathy
with it-then an extra dollar of charitable giving could very well
be more socially productive than. an extra dollar in the coffers of
the Treasury. But as I read the evidence, it is indeed a fact that
the vast bulk of the evidence is in favor of the proposition that
charitable giving will go up more than the tax loss due to any
increase in the leniency of the tax treatment.

If some future evidence contradicted that conclusion, it would
say essentially nothing about the desirability of a particular tax
proposal. When I say that a dollar in the Treasury may be less
socially productive than a dollar in the hands of charities, I am
reflecting my own personal values. I am not being a professional
economist.

I can understand other people reaching opposite conclusions.
Senator MOYNIHAN. You could be a professional economist and

say the cost of processing a hospital bill is twice as high in this
bureau as in that agency.

Mr. PENNER. That is true.
Senator MOYNIHAN. We have a lot of that sort of data.
Mr. PENNER. Yes.
In any case, my conclusion regarding the statistical evidence is

that the elasticity of giving with respect to the tax rate is indeed
greater than one.

For the purposes of the bill under consideration, of course, it is
necessary to know more about the response of those particular
taxpayers who would be influenced by the bill. I came in in the
middle of Professor Feldstein's discussion of that point.

I gather that his conclusion was that the evidence showed that
the responsiveness of giving to tax factors does not change much by
income group.
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He felt that the evidence on that point was pretty convincing. I
feel a little less certain about that in my own mind. You can find
both results in the literature. Some say that sensitivity goes up
with income and others say that it goes down.

My own intuition tells me that taxpayers should be much more
sensitive to tax factors at the higher income levels simply because
it is hard to take any action when you are wealthy without consid-
ering the tax implications of what you do. In any case, I do think
that there is evidence on both sides of the picture.

I know of only one analysis of the particular impact of the bill
under discussion today. Ti-at is by Professor Feldstein. I have not
had a chance to see Professor Clotfelter's study. In passing I should
note that I made an error in my prepared testimony when I sug-
gested the study was sponsored by CONVO. Professor Feldstein
tells me that it was really sponsored by the National Science
Foundation.

I would like to correct that.
Mr. FELDSTEIN. It was really a part of the National Bureau of

Economic Research Study of Tax Effects and the major grant for
that is from the National Science Foundation.

Mr. PENNER. I apologize for that error.
In any case, that simulation does, indeed state that the amount

of giving simulated by this bill will exceed the amount of the
revenue lost.
- While I have not been able to study Professor Clotfelter's work in
detail, it certainly does seem reasonable that there would be a lag
before the bill had its full impact, mainly because it would take a
while for people to become conscious of the new law and to modify
their behavior.

There are many good things about the bill and I think they are
quite obvious. As an economist, I am obliged to point out that it
also has costs. The lost revenues could be used for all sorts of other
good purposes. For example, inflation is pushing people into higher
tax brackets at a very rapid rate, and there is good reason for more
general tax relief.

You can also make very good arguments for easing the tax
burden on capital, and so on. And the other cost that does worry
me is that this is another measure that would make the tax laws
somewhat more complex. The good thing about the present stand-
ard deduction is that it does ease the preparation burden for tax-
pa ers.enator MOYNIHAN. Could I ask you, sir, you were the senior

economist in the administration of President Ford's OMB, were you
not?

Mr. PENNER. That is right.
Senator MOYNIHAN. You do not have to answer, obviously, but

supposing, you know, you were back where you have been and
Treasury's testimony came to you to be cleared, as it were.

Mr. PENNER. When we were lucky sir.
Senator MOYNIHAN. How would you have responded? Would you

say you would want the administration for this bill or against this
bill?

Mr. PENNER. Putting myself in the shoes of testifying for an
administration at this moment in time-if that is the context--
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Senator MOYNIHAN. Representing the administration headed by
President Ford. There are such things as philosophy.

Mr. PENNER. That puts a huge burden on me. I am not sure how
the Ford administration would have come out.

Let me just state my own personal views and tell how I would
vote, without putting any blame or credit on President Ford.

I do feel a bit ambivalent toward the bill, not because I have any
doubt about its goal and the merits of its goal, but because there
are all sorts of other claims for tax relief. So, to me, it would
depend on the context in which the bill arose.

If I really thought that there was not going to be any major tax
legislation this year and that this would be one of the few items
that would come up, I would vote for it. I think the cause is good,
and tax burdens are going up so fast that almost any excuse for a
tax cut looks very good to me.

If, however, you look at it in the context of a major, comprehen-
sive bill where there is direct competition between this bill and
easing the inflation burden on the ordinary taxpayer and easing
the inflation burden on the recipients of capital income, I am
afraid that I would probably put my money toward those priorities.

Senator MOYNIHAN. We may be able to do both, in any event,
and we may end up doing neither. But we are addressing ourselves
here to what we think of as much as a problem of the social order
as a question of public finance.

You know, we can find $2.3 billion in this nearly $2 trillion
economy. But what you cannot find is the Red Cross again. If you
lose it, you have lost something that takes a hundred years to
create.

You cannot recreate those schools that have been there for 150
years and are closing down.

There are things that it-takes a long time to create. If it disap-
pears, something of value is lost.

We had John Gardner in here yesterday speaking with great
eloquence on this. We began our hearing with testimony from
President and Mrs. Carter, who made a film for CONVO which the
President ended by saying, "This is a nation with a soul." Then the
soulless technocrats from the Treasury appeared and said no.

But we thank you very much.
Not every man lends his name-attains his immortality as an

economic doctrine. Mr. Laffer, I think, was the last one and he
never really caught on at the Treasury.

We thank you very much for your help. I cannot tell you how
important it is to this committee. We are dealing with a subject to
which scholars of the highest order have addressed themselves and
we feel that when we do go to the full committee we will do it on
the basis of some serious work and we thank you for having done it
for us.

[The studies and prepared statements of the preceding panel
follow. Oral testimony continues on p. 316.]
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THE INCOME TAX AND CHARITABLE CONTRIBUTIONS:
PART I-AGGREGATE AND DISTRIBUTIONAL EFFECTS

MARTIN FELDSTEIN'

"If charity cost nothing, the
world would be full of philan-
thropists."

-quoted in Leo Rosten's
Treasury of Jewish Quotations

ABSTRACT
Because charitable contributions are de-

ductible in defining taxable income, the
"price" of such gifts is less than the price of
other consumption. This paper assesses the
importance of this price effect by using a
pooled time series of cross sections of charit-
able contributions by income class for the
period 1948 through 1968 to estimate
price and income elasticities. Alternative
estimates of the price elasticity are generally
greater than one and the cluster around
1. 1. These results indicate that charitable
contributions are increased substantially by
the current provision of deductibility.

P RIVATE nonprofit organizations
play a central role in the provision

of a wide variety of public services.
Higher education, research, health care,
the visual and performing arts, welfare,
services, and community activities rely
heavily on voluntary institutions. In
1972, American families contibuted
$17 billion to support these philan-
thropic and religious organizations.'
The volume and distribution of these
contributions is affected by the personal
income tax and by the special provi-
sions with respect to the deduction of

*Professor of Economics, Harvard University. I
am grateful to Charles Clotfelter and Daniel
Frisch for assistance with this research and to W.
Andrews, M. Bailey, J. Brittain, R. Freeman, R.
Musgrave,J. Pechman, J. Schwartz, H. Smith, S.
Surrey, andW. Vickrey for useful discussions and
comments on a previous draft. This paper is part
of a larger study of the effects of fiscal policies on
capital formation and income distribution.

'American Association of Fund-Raising Coun-
sel (1973). Philanthropic organizations also re-
ceived $2.7 billion from be.quests, $0.8 billion
from corporations and $2.2 billion from founda-
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charitable contributions. The current
paper provides new estimates of the ef-
fects of the income tax provisions on
individual philanthropy.2

The income tax affects charitable
contributions in two important ways.
First, by decreasing disposable income
the tax reduces all forms of philan-
thropy. Since effective average rates are
higher for upper income families, the
reduction in disposable income falls
more heavily on education, health, the
arts and other nonreligious charities."
Second, because contributions are de-
ductible in determining taxable income,
the tax makes the "price" of charitable
contributions less than the price of
other goods and services. More
specifically, an individual with a margi-
nal tax rate of 40 per cent can give
$100 to charity by forgoing $60 of per-
sonal consumption; for him the net
price of charitable contributions is only
0.6.4 In 1970, approximately 90 per
cent of individual contributions were
itemized as tax return deductions; these
contributions had an average net price

'Earlier studies of this subject were reported by
Kahn (1970), Schwartz (1972), Taussig (1967),
and Vickrey (1962); see section 5 below.3The most recent information on the distribu-
tion of contributions among types of charities in
each income class is the Internal Revenue Service
analysis of 1962 tax returns (Internal Revenue
Service, 1965). In 1962, religious organizations
received 61.0 per cent of total itemized contribu-
tions but only 31.3 per cent of the contributions
of individuals with adjusted gross income over
$25,000 and only 19.6 per cent of the individuals
with adjusted gross income over $50,000. (Inter-
nal Revenue Service, 1962, p. 6).

'The implied price is lower and'more compli-
cated to compute when the contribution includes
a gift of appreciated property; this is considered
in sections 1 and 3 below.
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of less than 0.74.' This p rice effect in-
creases charitable contributions. More-
over, since marginal rates are higher
in upper income groups, the induced
increase in giving favors the same chari-
ties that lose most by the reduction of
disposable income. The net impact of
the tax on the total amount and dis-
tribution of contributions depends on
the relative magnitudes of the income
and price effects.

There are today a number of widely
discussed proposals for changing the tax
treatment of charitable contributions.
These include the complete abolition of
the deduction, the substitution of a sys-
tem of tax credits, the introduction of a
"floor" with a deduction or credit only
for contributions above that level, and
various modifications of the treatment
of appreciated assets.6 The issues raised
by these proposals are complex and
wide ranging. They involve the appro-
priate definition of income, problems of
horizontal and vertical equity, the de-
sirability of decentralized finance of
public and quasi-public services, and
the effects of the tax provisions on the
level of contributions.7 The current

sTotal individual giving in 1970 was S14.4 bil-
lion (American Association of Fund-Raising
Counsel, 1973) while itemized deductions for
contributions were $12.9 billion (Internal Rev-
enue Service, 1972). he average net price was
calculated by applying the marginal tax rate for
joint returns to the contributions in each taxable
income class. Since gifts of appreciated assets and
state income taxes are ignored, this overstates the
average net price of charitable contributions.

'See, for example, the discussions in Brannon
(1973). Goode (1964), Kahn (1960), McDaniel
(1972a, 1972b), Pechman (1971), Rabin (1966),
Surrey (1972), Weidenbaum (1973) and U.S.
Treasury Department (1969). These proposals
were considered in the 1969 Hearings of the
House Ways and Means Committee and of the
Senate Finance Committee, and in the 1973
Hearings of the House Ways and Means Commit-
tee.

'For thoughtful discussions of these issues, see
the references cited in the previous footnote and
papers by Andrews (1972), Bittker (1972), Vick-
rey (1962, 1973) and White (1959). None of
these authors gives attention to the question of
whether the charitable deduction is justified as a
method of offsetting the income effect of the tax
on charitable contributions. It is interesting in this
context that the income tax law was amended to
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paper will not attempt to deal with this
full range of analytic and philosophical
questions. The focus is rather on the
empirical issue of the income and price
effects of the tax structure. With esti-
mates of these effects it will be possible
to evaluate the "efficiency" of the cur-
rent tax treatment as a stimulus to
charitable deductions, i.e., the amount
of additional contributions received by
charities per dollar of potential tax rev-
enue forgone by the Treasury.' The
price and income elasticities can also be
used to assess the potential impact of
any proposed tax change. Section 4 pre-
sents estimates of the effect that
abolishing the charitable deduction
would have on the distribution of
charitable contributions, of tax pay-
inents and of net disposable income (in-
come net of tax and charitable contribu-
tions).

The results presented in this paper
indicate that charitable contributions
are increased substantially by the cur-
rent provision of deductibility. The al-
ternative estimates of the price elastic-
ity are generally greater than one and
cluster around 1.1. This implies that the"efficiency" of the deduction as a
stimulant to giving exceeds 100 per
cent; the deduction increases the
amount received by charities by more
than it reduces the revenue collected by
the Treasury. These results stand in
sharp contrast to Taussig's (1967)
widely cited conclusion that the price
allow the charitable deduction in 1917 when tax
rates were sharply increased to finance the war;
the introduction of the deduction was intended to
prevent the higher tax rates from substantially
reducing philanthropy.

'This measure of the "efficiency" of the current
tax rules has been central to much of the previous
analysis. Taussig's (1967) widely cited study con-
cluded that the "efficiency" was very low, approx-
imately 5 per cent. Several writers have argued
that such low efficiency in stimulating contribu-
tions is a sufficient reason to abolish the current
deduction or to modify it very substantially; see,
e.g., McDaniel (1972a), Taussig (1967) and Sur-
rey (1972). In contrast, others have argued that
the efficiency is irrelevant because the charitable
deduction should not be regarded as a "tax sub-
sidy" but as a necessary correction in the calcula-
tion of an appropriate taxable income; see An-
drews (1972) and Bittker (1972).

NATIONAL TAX JOURNAL



238

CHARITABLE CONTRIBUTIONS

effect is very small, that charities re-
ceive only five cents for each dollar of
revenue forgone by the Treasury. They
are closer to the estimates presented by
Schwartz (1970) but indicate somewhat
greater sensitivity to the deduction at
all income levels. Possible reasons for
these differences are discussed in sec-
tion 5.

Since the present study is based on a
richer sample of the same type of data
used by Taussig and Schwartz, I believe
that the current results should be given
more weight in evaluating the evidence.
Moreover, since this study was com-
pleted, Charles Clotfelter, Amy Taylor
and I have used a variety of other mi-
croeconomic data sources to estimate
the basic price and income elasticities of
charitable giving. The results, presented
in Feldstein and Clotfelter (1974) and
Feldstein and Taylor (1975), are re-
markably similar to those described in
the current paper.

There are a numberof problems that
cannot be investigated adequately with
the data used in this or previous
studies. These limitations are discussed
in Section 5. Most of these shortcom-
ings can be overcome with the mi-
croeconomic data that I have studied
with Clotfelter and Taylor. It is reassur-
ing that explicitly incorporating such
things as the individual's wealth or dem-
ographic characteristics does not alter
any of the conclusions of the current
study.

1. Data and Specifications

Every second year the Internal Rev-
enue Service publishes the value of
itemized charitable contributions in
each adjusted gross income (AGI)
class.9 The current study uses a time
series of these cross-sections for the
even years from 1948 through 1968.
With 17 AGI classes,' 0 the sample has

OSee, for example, Internal Revenue Service
(1968), p. 65.

'The AGI class limits are $1000; $2000;
$3000; $4000; $5000; $6000; $7000; $8000;
$9000; $10,000; $15,000; $20,000; $50,000;
$100,000; $500,000; $1,000,000; $1,000,000+.

187 potential aggregate observations.
By pooling data in this way it is possible
to obtain substantial variation in real
income and in the price of charitable
contributions without the collinearity
between these variables that exists
within a single year.

It is inevitable in empirical research
that the available data does not corres-
pond exactly to the relevant theoretical
quantities. Fortunately, the current data
provides some scope for testing the
sensitivity of the results to alternative
measures of particular variables. When
this is possible, the different estimates
generally support the same conclusions.
The substantial variation in prices and
incomes imply that any bias that might
be introduced by certain stochastic
measurement problems (e.g., errors or
transitory components in measured in-
come) will be small. There are however
other potentially serious problems, e.g.,
the lack of data on wealth and the ag-
gregation of charitable contributions to
all donees, that cannot be remedied
until new sources of data are examined.

A variety of functional specifications
relating charitable giving (G) to income
(Y) and price (P) have -been investi-
gated. The most basic specification is
the constant elasticity equation:

log Git = a + ,8 log Yi,
+ ^/ log Pit + Ejt. (1)

The subscript i denotes the AGI class
and the subscript t denotes the year.
The variable ftt is an unobservable re-
sidual that reflects random disturbances
and specification errors. The more gen-
eral specifications described below
allow the income and price elasticities
to vary with the levels of income and
price.

The variable Git is the average chari-
table contribution per return in AGI
class i and year t. The contribution is
defined as the gross amount given by the
individual to the charity and not as the
net cost of that contribution to the indi;
vidual. These amounts include the value
of donated assets as well as gifts of
money. Contributions are measured in
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constant 1967 dollars by deflating with
the consumer price index. Of course,
only those taxpayers with itemized re-
turns are included in the sample."

An ideal measure of economic in-
come cannot be-obtained from the data
provided in the tax return. Nontaxable
income, accrued capital gains, and ac-
counting losses make the reported val-
ues different from the appropriate
theoretical variable. Two alternative
definitions of disposable income have
been used in this study: (1) adjusted
gross income minus the tax that would
have been paid if no contributions had
been made, and (2) taxable income plus
charitable contributions minus the tax
that would have been paid if no con-
tributions had been made.12 The value
of Y,, is the average real income per
return in AGI class i and year t, mea-
sured in constant 1967 dollars. In some
of the equations reported in section 3,
this real income variable is sup-
plemented or replaced by a measure of
relative income; the specific definition
of relative income will be described at
that point. Analyzing data that is
grouped by income class reduces the
potential bias that arises from using cur-
rent income instead of permanent in-
come. If the income groups correctly
classify individuals by permanent in-
come, the parameter estimates are con-
sistent even if individual current in-
comes differ from permanent income.' 3

More generally, the very great variance

"in 1970,90 per cent of all individual con-
tributions were deducted on itemized returns; sce
footnote 5 above. While only 47.7 per cent of all
taxpayers itemized their deductions, 91.4 per
cent of taxpayers with AGI over $15,000
itemized their deductions.

"*Subtracting the tax that would have been paid
if no contributions had been made is preferable to
subtracting actual taxes paid because the latter
depends on the contributions themselves. The re-
suits presented in an earlier version of this paper
(Harvard Institute of Economic Research Discus-
sion Paper No. 337, January 1974) were based on
adjusted gross income minus tax actually paid.

"I1t is well known that the use of current in-
come instead of permanent income is an example
of the classical errors in variables problem. This
use of grouped data is a generalization of Wald's
(1940) method of instrumental variable estima-
tion.

[Vol. XXVIII

in permanent incomes in the population
of taxpayers relative to the average
transitory variance implies that the bias
from this source would be quite small.

The price variable (P) measures the
individual's opportunity cost per dollar
of charitable contribution in terms of
forgone personal consumption or sav-
ing. An individual whose marginal tax
rate is m can choose between (1) con-
tributing one dollar to charity and (2)
having 1-m dollars for additional per-
sonal consumption or saving. We there-
fore define that individual's price of
charitable giving by P = 1-in. In prac-
tice, Pit is measured by using the margi-
nal tax rate for a joint return with the
average taxable income in class i and
year t. 4

Contributions of appreciated assets
create a special problem for measuring
the price of charitable giving. When an
asset is given away, its full value can be
deducted from the donor's taxable in-
come but there is no constructive reali-
zation and therefore no tax to be paid
by the donor on the capital gain.' 5 The
opportunity cost (price) of a gift that is
given in the form of an appreciated
asset therefore depends not only on the
individuals' marginal tax rate but also

"The marginal rate is actually calculated for
taxable income plus charitable contributions, i.e.,
it is the marginal rate for the first dollar of con-
tribution. With the current aggregate data, the
choice between the first dollar price and the last
dollar price has little effect. When appropriate,
the marginal rate is modified for the existence of
a tax surcharge. To allow for the effect of using
the alternative tax computation, average taxable
income in class i and year t is adjusted by sub-
tracting one-half of the net capital gains reported
on returns using the alternative tax. No attempt is
made to allow for income averaging. A more
exact method of evaluating P1, would be to (I)
cross-clarify returns in each AGI class according
to taxable income class; (2) find the marginal tax
rate at the average taxable income in each sub-

-class; and (3) find the weighted average of these
for the AGI class using the distribution of total
taxable income among the taxable income sub-
classes. This calculation was performed for 1968,
the only year for which such data are available.
Fortunately, the correlation between these Pi's
and the more easily calculated Pi's described in
the text is very high: r = 0.99.

"Since income of the donee organization is not
taxable, it can sell the appreciated asset without
paying any tax.
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on the fraction of the asset's value that
is accrued capital gain and on the alter-
native disposition of the asset. An ex-
ample will clarify the way in which
these variables determine the relevant
price. Consider an individual whose
marginal rate is 40 per cent and who
contemplates donating an asset that is
now worth $100 and for which he orig-
inally paid $30. If he gives the asset
away he reduces his taxable income by
$100; he therefore reduces his tax lia-
bility by $40 and thus increases his after
tax income by $40. If he instead sells
the asset, he pays a tax of $14 (half of
his marginal rate on the capital gain of
$70) and increases his after tax income
by $86. For this individual, the oppor-
tunity cost of the $100 contribution is
therefore $46 of foregone consump-
tion. If the price is defined in terms of
forgone consumption, the price of the
gift is P = 0.46. This price clearly de-
pends on the ratio of the asset's original
cost (or basis) to its current value: an
original cost of $1 implies P = 0.40
while an original cost of $100 implies
P = 0.60. More generally, P = 1 -
mc (I-B/A) - m where A is the current
value of the asset, B is its basis or origi-
nal cost, m is the marginal tax rate on
income and mc is the marginal tax rate
on capital gains; during the sample
period, mc = 0.5m with a maximum of
0.25.

The preceding calculation defined the
opportunity cost of a donated asset in
terms of forgone immediate consump-
tion, i.e., it assumed that if the asset
were not given away it would be sold in
the current year. The price is higher
and the calculation is more complex if
the opportunity cost is defined in terms
of forgone saving or wealth, i.e., if it is
assumed that the asset would not
otherwise be sold in the current year.
The individual in the preceding exam-
ple could retain the $100 asset or he
could give it away and add the $40 tax
saving to his wealth. Viewed in this
way, his opportunity cost price is 0.60,
the same as for contributions of money;
moreover, this price is independent of
the ratio of the capital gain to the pres-
ent asset value. Since the individual

who does not give away the asset also
has a future tax liability, this tends to
overstate the opportunity cost of a
prcspective contribution. However, by
postponing the sale of the asset the in-
dividual can substantially lower the pre-
sent value of the tax and, if the asset is
never sold during the individual's
lifetime, the capital gains tax liability is
completely eliminated when the asset
passes at death.' 6

It has not been possible to reflect the
full complexity of appreciated asset gifts
in. the current study. Although the frac-
tion of total contributions in the form
of assets is known for each income
class, there is no reliable data on the
ratio of original cost to current value
for such assets. 7 There is of course no
information on what would have been
done with the assets if they had not
been contributed. In practice, I have
used the information about the share of
contributions in the form of appreciated
assets and examined the implications of
different assumptions about the ratio oi
basis to current value. These results are
reported in section 3.

Before 1952, the deduction of chari-
table contributions was limited to no
more than 15 per cent of the taxpayer's
adjusted gross income. An individual
who contributed more than 15 per cent
of his income would face a price of one
for marginal giving.' 8 The limit was in-

'1f the individual gives the asset away to
another person, there is no constructive reatiza-
tion and the tax is postponed until the recipient
sells the asset. The original owner can also con-
sume most of the value of the asset by using it as
collateral to borrow funds which he then con-
sumes, thus enjoying the consumption while
postponing or avoiding the capital gains tax. See
Bailey (1969) for evidence that a very large share
of accrued capital gains are never subject to capi-
tal gains taxation.

'TThe Treasury published "estimates" of the
ratio of cost to current value for charitable con-
tributions deducted in tax returns for 1962. (in-
ternal Revenue Service, 1962, p. 8). These "esti-
mates" imply that most assets are worth exactly
their original cost. It is clear that this data is
without value. I inquired directly at the Treasury
and was advised that these 'estimates" were
meaningless and should be disregarded.

"The special provision for individuals whose
contributions plus taxes exceeded 90 per cent of
their taxable income in eight out of the last ten

No. II
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creased to 20 per cent in 1952 and then
to 30 per cent in 1954. Since a
significant number of high income tax-
payers had previously been contributing
at the maximum rate, these increases
constituted reductions in their price of
charitable contributions. The effective
magnitude of these reductions depends
on the number of taxpayers at each in-
come level who had previously given
the maximum and on the extent to
which the effect of the limit was re-
duced by the carryover provision. The
impact of these limits is examined in
section 3.

Table 1 presents the values of G,, Ylt
and Pit for each AGI class for 1968, the
most recent year in the sample.19 The
income variable is adjusted gross in-
come minus taxes. The price variable is
based on gifts of money. For each in-
come class, the table also shows the
ratio of contributions to net income
after tax and the cumulative proportion
of total contributions.

Preliminary analysis indicated that
the information in the current data is
not sufficient for studying the behavior
of taxpayers in the lowest and highest
income groups. Low income individuals
who file itemized returns are an unusual
groupp with a disproportionately high
action of aged persons and those with
substantial negative' transitory income.
At the other extreme, adjusted gross
income is an inadequate measure of
economic income and no information is
available about wealth. Moreover, the
special features of private foundations
and charitable trust make it extremely
difficult to measure price for the high-
est income groups. The analysis of this
paper focuses on AGI classes with
mean real net income between $4000
and $100,000.0 Table I shows that in

years affected very few individuals and does not
alter the basic point of this paragraph.

"Although"ata for 1970 is now available, a
variety of changes in the tax treatment of charita.
ble contributions in the Tax Reform Act of 1969
suggests that it 'would be unwise to pool 1970
with previous years without additional study.

"0 More specifically, an observation is included
in the sample if the mean of AGI minus tax in
1967 dollars in that class and year is between
$4000 and $100,000. This reduces the sample

[Vol. XXVIII

1968 this group accounted for 91 per
cent of all itemized contributions. Al-
though the parameter estimates for this
group are very similar to the results
obtained when all 187 observations are
used, restricting the sample provides
more reliable estimates. Additional in-
formation on contributions of non-
itemizers and on the income and assets
of the wealthy is required to extend the
current analysis to cover all individuals
in a satisfactory way.

Each of the observations represents a
different number of individual tax re-
turns. However, the published values of
total contributions and incomes are
themselves estimates prepared by the
Internal Revenue Service on the basis
of a very large stratified sample of re-
turns. The number of returns in each
AGI class is selected to yield approxi-
mately the same sampling error in the
resulting estimates. This suggests that
relatively little gain in the efficiency of
the parameter estimates could be ob-
tained by using a weighted generalized
least squares estimator."1 The proce-
dure of giving equal weight to all of the
observations is therefore used in this
study.

2. The Basic Estimates

For the estimates of this section, in-
come (Y) is defined as the average real
value per return of adjusted gross in-
come minus taxes. The price of giving
(P) is the opportunity cost of contribu-
tions of money, one minus the marginal
rate of tax. Equation 2 presents the es-
timated equation with constant income
and price elasticities:"2

from 187 potential observations to 117 observa-
tions.'

"The weighting would be complicated not only
by the IRS sampling procedure but also by the
fact that a log-linear specification is used. Only for
returns with incomes below $6000 did the rela-
tive error of the estimate of giving exceed 4 per
cent; above $10,000 the relative error was less
than I per cent. See Internal Revenue Service,
1968, pp. 65 and 189.t An earlier version of this paper (Harvard In-
stitute of Economic Research Discussion Paper
No. 337, January 1974) reported a price elasticity
of - 1. 18 with P, defined in terms of actual tax-
able income and Yt defined as AGI minus actual
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TABLE I
CHARITABLE CONTRIBUTIONS BY INCOME CLASS, 1968

Average
Contribution

(G)

$ 90
109
145
164
178
183
207
220
232
258
305
428
761

2,267
9,695

68,749
287,651

Average
Income

(Y)

S 724
1,570
2,439
3,329
4,216
5,507
5,968
6,825
7,694
8,533

10,710
14,542
22,541
45,745
96,689

366,594
1,111,360

Average
Price"

(P)

.86

.86

.85

.84

.83

.83

.82

.82

.80

.80

.80

.76
.66
.43
.31
.25
.25

Contri-
bution
Ratio

(G/Y)

.124

.069

.059

.049

.042
.033
.035
.032
.030
.030
.028
.029
.033
.050
.100
.188
.259

*Income is adjusted gross income minus tax paid.
"Price is based on gifts of money; P =1-rn.

All. amounts in 1968 dollars

In Gt = - 1.922 + 0.822 In Yt
(0.032)

- 1.238 In Pit
(0.101)

$4000 <Mean RealNet AGI $100,000

SSR =N =

0.98
1.772
117

(2)
The income elasticity is 0.822 and the
price elasticity is - 1.238. The equation
provides a very good explanation of the
overall variation in the volume of con-
tributions (R.' = 0.98). Despite the po-
tential problem of collinearity between
income and price, the standard errors of
the estimated elasticities are quite
small.

Several modifications of this basic
specification are presented below. In
general, these have elasticities of ap-
proximately the same size as equation
2. Before studying the additional esti-
mates, it is therefore useful to consider
the implications of these elasticity val-
tax. The income elasticity was very similar
(0.828). The sum of squared residuals was lower
(1.730) but this reflects the spurious simultaneity
of giving and the explanatory variables.

ues. Since a full analysis is presented in
section 4, only some individual exam-
ples are now examined. In 1968, tax-
payers with adjusted gross income be-
tween $10,000 and $15,000 contributed
an average of $305.'" The average
marginal rate for these taxpayers was
0.20, implying n average price of 0.80.
If contributions were not deductible,
the price would rise by 25 per cent
(from 0.80 to 1.00) and therefore,
given a price elasticity of .- 1.24 con-
tributions would fall by about 24 per
cent or $74.24 The amount is not im-
plausible nor contrary to the common
assertion that the deductibility of con-
tributions is likely to have only a"small" effect on the amount given by
lower income households. 5

"These amounts are all in 1968 dollars.
"More exactly, (1.25)-l'"1 = 0.76 implying that

contributions are decreased by 24 per cent or
$73.72. These calculations assume that an addi-
tional small change is made in tax rates to leave
total taxes paid (and therefore net income) un-
changed.

"This point has been stressed by Aaron
(1972), Kahn (1960), McDaniel (1972) and Vic-
krey (1962) among others. In 1968, 55 per cent
of the total itemized deduction for charitable gifts
was on returns with AGI below $15,000 and 31
per cent on returns with AGI below $10,000.
Although the implied effect on the average indi-
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AGI
Class

($1000)

0-1
1-2
2-3
3-4
4-55-6
6-7
7-8
8-9
9-10

10-15
15-20
20-50
50-100

100-500
500-1000
1000+

Cumulative
Percentage

of Con.
Pribution

0.1
0.8
2.3
4.6
7.5

11.2
15.6
20.4
26.0
31.7
55.6
67.7
82.9
88.9
95.6
97.2

100.0
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For taxpayers with adjusted gross in-
comes between $50,000 and $100,000,
the average contribution was $2,267
and the average price of giving was
0.43. Most of the difference in average
contributions between the $10,000 and
$15,000 class and the $50,000 to
$100,000 class is obviously due to the
difference in income rather than the
difference in price; lowering the price
from 0.80 to 0.43 for the $10,000 to
$15,000 AGI class would only raise
their average giving to $659 per tax-
payer. The low average price in the
$50,000 to $100,000 class implies that
the deductibility of charitable contribu-
tions has a substantially greater effect
than in the lower AGI class. Eliminating
the deductibility of contributions would
raise the price by 133 per cent (from
0.43 to 1.00) and would therefore
lowtr contributions by about 65 per
cent or $1473.26

During the 20-year sample period,
there h, ve been a great many gradual
changes in economic and social factors
that may influence the rate of chari-
table giving. The rise in college atten-
dance, the increase in government ac-
tivities in areas previously dominated
by philanthropic organizations, the
changing role of religion and the
growth of the suburbs are all likely to
have different and countervailing im-
pacts. To test whether these trends had
any net effect on giving or on the previ-
ously estimated elasticities, an exponen-
tial time trend is added to the
specification of equation 2:

In Gt = - 1.649 + 0.806 In Yt
(0.023)

- 1.272 In Pit
(0.071)

+ -0.014 TIME
(0.001)

(3)
Mean Real$4000 < Net AGI < $100,000

R1= 0.99
SSR = 0.88

N = 117
vidual gift is small, the aggregate effect is substan-
tial. I return to this in section 4.

"The price increases imply (2.33)-' = 0.35
or a 65 per cent decrease in charitable giving.

[Vol. XXVIII

The coefficient of the time variable im-
plies a moderate negative trend in rela-
tive contributions; the income and price
elasticities are essentially unchanged'
from equation 2.21

Although constant income and price
elasticities are convenient simplifications,
the log-linear form is an unnecessary
restriction on the analysis. As a more
general specification, the price elasticity
is allowed to vary linearly with the level
of the price and the income elasticity is
allowed to vary linearly with the
logarithm of the level of income. The
estimated equation
In Git = 3.647 + (-0.404

(0.702)
+ 0.069 In Ytt) In Yt

(0.039)
-(0.981 + 0.545 Pt) In Pt,

(0.220) (0.578)
$4 'W 0 < Mean Real

Net AGI <$100,000

(4)

R2 = 0.98

SSR = 1.709
N = 117

shows that the income elasticity in-
creases with the level of income but
that the variation in the price elasticity
is not significantly different from
zero. 2 If the income elasticity is al-
lowed to vary but a constant price elas-
ticity is assumed, the estimated price
elasticity is -0 910 (S.E., 0.207),
slightly lower than the result in the
basic specification of equation 2. But
such differences must be regarded with
great caution. It is always difficult to
assess second order properties with any
precision. It is therefore interesting to
note that two quite different
specifications with varying income and

"This may partly reflect the fact that the ria-
fre income of this group is declining slightly with
time; when the entire sample is used, the
coefficient of TIME is much smaller, positive and
insignificant.

16Ili logarithm of the level of income is used
so that the variable is not dominated by the top
income classes. However, very similar results are
obtained when the income elasticity is allowed to
vary linearly with income and the price elasticity
with price. The income tlasticity is an increasing
function while the variation in the price elasticity
is not significant. There is no statistical basis for
choosing between the equations; SSR = .707.
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price-elasticities also support the basic
result of equation 2.

The first alternative method of
generalizing the constant price elasticity
specification is to reestimate the basic
equation with different price elasticities
in different parts of the price range. For
this purpose, the observations are
grouped into those for which price ex-
ceeds 0.70, those for which price is be-
tween 0.30 and 0.70, and those for
which price is less than 0.30. Estimating
an equation with three price elasticities
is equivalent to estimating three sepa-
rate equations for the three groups of
observations while constraining the in-
come coefficients and constant term to
be the same; i.e., three separate price
variables appear in the equation but
only one is non-zero for each observa-
tion. The estimates in equation 5 indi-
cate a slightly lower price elasticity for
the high of the price range (low income
individuals) and a slightly higher price
elasticity for the high end of the price
range,

In Gis = 6.752
+(- 1.121 + 0.1I09 • In Ylt) In Yi,

(0.731) (0.041)
- 0.865 In PL3,1 - 0.775 In P371t

(0.206) (0.217)
- 1.1731 In PG71t (5)

(0.268)
Mean Real

$4000 < Net AGI <$100,000
K2 =0.98

SSR = 1.616
N= 117

where In PL3 is the logarithm of the
price if the price is less than or equal to
0.30 but is zero otherwise; similarly, In
PL37 refers to the price if it is be-
tween 0.30 and 0.70 while In PG7 is
the logarithm of the price when greater
than 0.70. The differences, however,
are small and not significantly different
from each other. The large standard er-
rors emphasize the difficulty of assess-
ing variations in price elasticity with this
data but again show that allowing for
the possibility of such variation pro-
vides no indication that the simpler
specification distorts the price elasticity.

The second ahefiimive generalization

is to reestimate the basic equation sepa-
rately in several income classes without
any constraints on the coefficients. The
limits of the income classes were
defined by mean real adjusted gross in-
come. Equation 6 reports the result
with adjusted gross incomes of less than
$10,000:21
In Glt = -0.803 + 0.679 In Yt

(0.060)
- 1.796 In Pit

(0.564)
Mean Real$4000 < Net AGI < $10,000

R2 =

SSR =N=

0
0

(6)

.75

.774;4

The income elasticity is below the over-
all value and the price elasticity is above
the overall value. But the relatively
large standard errors show the difficulty
of estimating when the variation in in-
come and price is substantially limited.
Among taxpayers with real incomes be-
tween $10,000 and $20,000, the price
and income elasticities are very similar
to the basic equation:

In Git = -2.053 + 0.846 In Y1,
(0.225)

$10,000 <Mean Real.
Net AGI

- 1.035 In Pit
(0.757)

(7)

< $20,000

K2 = 0.66
SSR = 0.514

N = 27

Because of the limited range of varia-
tion and the very small number of ob-
servations, the standard errors are again
quite large. It is reassuring therefore
that very similar results are obtained for
the next income class, from $20,000 to
$100,000:

In Git = -2.7 34 + 0.906 In Ylt
(0.169)

-1.132 In Pit
(0.250)

(8)
"'More specifically, an income class observation

is included in this subsample if the real value in
1967 dollars of the mean AGI minus tax in the
class is below $10,000.
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$20,000 <Mean Real 000
Net AGI <$100,

I= 0.97
SSR = 0.355

N 26

In spite of the small number of observa-
tions, there is sufficient independent
variation in both income and price to
permit estimates with relatively small
standard errors. Comparing the SRR
value of equation 2 with the sum of the
SSR values for equations 6, 7 and 8
shows that the disaggregation does not
significantly increase explanatory
power; the SSR is reduced by only
0.129 and the corresponding F statistic
of 1.5 is not significantly different from
zero.

Only in the highest income group
(taxpayers with net income above
$100,000) is the price elasticity sub-
stantially lower than the basic estimate:

inpit = -6.772 + 1.377 In Ylt
(0.063)

-0.290 In Pit
(0.106)

(9)
Mean Real> $100,000
Net AGI

it = 0.97
SSR = 1.622

N = 31

This low price elasticity is very surpris-
ing in view of the widely held opinion
that the high income taxpayers are
likely to be most sensitive to changes in
the price of charitable giving. It is clear
that this low estimate of the price elas-
ticity is associated with an estimated in-
come elasticity that is higher than the

,- value obtained in other equations. For
taxpayers with incomes over $100,000,
the ratio of contributions to income in-
creases rapidly as income rises and price
falls; equation 9 attributes this increase
primarily to the higher income rather
than to the lower price. The standard
error of the income elasticity in equa-
tion 9 is quite small and the standard
error of the price elasticity, although
large relative to the coefficient, is small
enough to imply that the estimated
price elasticity is very much less than
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the average price elasticity of equation
2. However, these formal sampling
properties of the parameter estimates
are misleading; problems of measure-
ment and specification are more impor-
tant potential sources of error in this
equation than the random sampling var-
iability. At these very high income
levels, adjusted gross income is a less
adequate measure of economic income
and wealth is a more important
influence on giving. The measurement
of price is also more clouded by the tax
treatment of gifts of appreciated assets,
by the limits on deductible contribu-
tions, and by the use of trusts and other
indirect methods of giving. The next
section deals briefly with some of these
problems but the issues cannot be fully
resolved with the current data. It is for
this reason that the current study has
been restricted to the sample of obser-
vations under $100,000.30

If these difficulties are ignored and all
of the 187 possible observations are
used, the resulting estimates are quite
similar to the basic results of equation
2:

In Git = -1.784 + 0.811 In Ylt
(0.027)

All observations

- 1.455 In Pit
(0.077)

(10)
,2= 0.98

SSR = 16.19
N = 187

At the present, however, it is best to
remain agnostic about the income and
price elasticities of individuals with in-
comes over $100,000 and under
$4000.1

"sAfter this study was complete, I was able to
use the Treasury Tax Files for 1962 and 1970 to
calculate the average of the individual prices in
each AGI class rather than the price for the aver-
age taxable income in that class. The values agree
quite closely below $100,000 but are substantially
higher above $500,000. This biases down the es-
timated price elasticity of equation 9.

3 After this paper was accepted for publication,
Joe Pechman and John Brittain suggested adding
the term In Y In P to the basic equation as a
further test of the varying price elasticity. This
variable is significant and implies that the price
elasticity is an increasing function of income; the

• °
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Each of the equations of this section
has been reestimated with the alterna-
tive definition of disposable income:
taxable income plus charitable contribu-
tions minus the tax that would have
been paid if no contribution were
made. In each equation the estimated
income elasticity is lower and the price
elasticity is greater than in the corre-
sponding equation with income mea-
sured by AGI minus tax. Comparing the
sums of squared residuals for the cor-
responding equations shows that the
AGI variable (Y) explains the variation
in giving substantially better than the
taxable income variable (YT). For ex-
ample, equation II should be compared
with equation 2 in which the estimated
price elasticity is -1.24 and the sum of
squared residuals is only 1.772.

In Git = 1.69 + 0.445 In YTtt
(0.031)

- 2.044 In P11
(0.128)

(11)
Mean Real

$4000 < Net AGI < $
I 2 = 0.95

SSR = 4.354
N = 117

Although an after tax measure of in.
come seems more appropriate, as a
further test of the robustness of the
estimated price elasticity the basic
specification was reestimated using real
AGI (not net of tax) to measure in-
come, The parameter estimates are
similar to the original specification but
the estimates of equation 2 are prefera-
ble because net AGI is a theoretically
better measure of income:

specific point estimates imply a pojitire price elas-
ticity for income below $8300, a price elasticity
of -0.98 at $50,000 and a price elasticity of
-1.36 at $100,000. Although a specification that
implies a positive price elasticity is clearly unac-
ceptable, the evidence does strongly suggest that
the absolute price elasticity increases with in-
come. Some preliminary analysis with a rich body
of microeconomic data (the 1970 Treasury Tax
file) supports this conclusion and indicates that
the price elasticity is relatively constant and below
one for low and moderate incomes but then rises
rapidly with income. These results will be dis-
cussed in detail in Feldstein and Taylor (1974).

In Git - 1.617 + 0.787 In Ylt
(0.030)

- 0.903.1n Pit
(0.112)

(12)

$4 0 0 0 <Mean Real<Net AGI $100,000

R2 = 0.98
SSR = 1.772

N= 117

These alternative estimates lend
some weak support to the relative high
price elasticities reported in equations 1
.hrough 9. They also suggest the possi-
bility of substantial bias from using an
inappropriate measure of income. If a
broader definition of income than AGI
is the true determinant of charitable
giving, the use of AGI might bias the
estimated price elasticity. To evaluate
the likelihood that this would cause an
upward bias in the absolute price elas-
ticity, it is useful to examine the way in
which the bias occurs. Let the true
specification be given by:

In G = a + /3 In I + y In P + e (13)

where I is the "true" measure of in-
come. Consider the effect of using ad-
justed gross income (y) as the measure
of income and estimating

inG = a + 8 iny + yin P + u.
(14)

The residual u in equation 12 is equiv-
alent to e + /3 In I - 83 In y =e + / In
(I/y). From the usual formula for the
analysis of specification bias (Theil,
1966), it follows that the expected
value of the estimate of y in equation
12 would be:

E(j ) = y + /3E(reg (In (I/y),
In P IIn y)] (1,)

where reg (In (1/y), In P f.In y) is the
coefficient of In P in the regression of
In (I/y) on In P and In y. If this auxiliary
regression coefficient is negative, the
expected value of j will be less than the
true value y, i.e., the absolute value of
the price elasticity will be biased up-
wards. The auxiliary regression
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coefficient will be negative if at each
level of adjusted gross income (y),
those taxpayers with higher marginal
tax rates (i.e., lower value of P) have
higher ratios of "true" income to ad-
justed gross income.

It is not clear whether this is more
likely than the opposite. There are two
countervailing effects. First, at each
level of adjusted gross income, those
with the highest marginal tax rates have
the greatest incentive to reduce their
taxable income through such things as
the holding of tax exempt bonds, home
ownership and the substitution of ac-
crued capital gains for realized income.
All of these things would increase the
ratio of total economic income to AGI.
Such a positive association between
marginal tax and the ratio of "true" in-
come to AGI would cause an upward
bias in the absolute value of the esti-
mated price elasticity. Against this
reason for an upward bias one must bal-
ance a reason for a downward bias. It
follows from the definitions of AGI and
taxable income that, at each level of
AGI, those with the highest marginal
tax rates have the least deductions for
interest, taxes and charitable contribu-
tions. These smaller deductions are
likely to indicate smaller amounts of"other income" not included in AGI:
imputed income on residences and ac-
crued gains on assets used to secure
loans. This would imply a negative cor-
relation at each level of AGI between
the marginal tax rate and the ratio of
true income to AGI. This in turn would
imply that the absolute price elasticities
of this section are actually biased
downwards rather than upwards. Unfor-
tunately, only when estimates have
been made with more comprehensive
data will it be possible to know whether
the use of AGI imparts any substantial
bias.

3. Additional Specifications

This section presents several alterna-
tive modifications of the basic model.
The use of relative income instead of
real absolute income is examined first.
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The implication of the special tax
treatment of gifts of appreciated assets
is then studied. Finally, the effects of
the limits on deductible gifts are ex-
amined.

Relative Income. Charitable contribu-
tions support activities that produce
positive externalities. A philanthropic
activity generally benefits not only
those who are the direct recipients of
its service but also those who, like the
individual donor, believe that the ser-
vice should be provided. Thus, an
alumnus who contributes to his
college's scholarship fund benefits not
only the scholarship student but also
the other alumni who enjoy seeing their
college support students in this way. In
deciding how much to contribute, an
alumnus may consider how his own in-
come compares with the other alumni
who are also potential contributors and
"indirect beneficiaries." Similarly, a
member of a church congregation may
apply a relative "ability to pay" criterion
in deciding what he believes to be his
"fair share" of his church's expenses.
Such considerations suggest that some
measure of relative income should be
added to the basic specifi'cation ex-
amined above.32 An extreme form of
this hypothesis would use relative in-
come instead of real absolute income.

The examples of college and church
donations indicate the difficulty of de-
veloping an appropriate measure of rel-
ative income. Moreover, the options
are severely limited by the aggregate
form of the current data. Only the most
obvious possibility has been examined
in this study: the ratio of donor's in-
come (AGI minus tax) to average per
capita income for that year. This is de-
noted YR.

Equation 16 shows that when the rel-
ative income variable is added to the
basic specification, its coefficient is
highly significant but the price elasticity
is essentially unchanged. The result is
similar

"Note that this reason for including relative
income is quite different from Schwartz' (1970)
emphasis on the relative incomes of donors and
recipients.
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In G = 2.882 + 0.199 In Ytt
(0.064)

- 1.255 In Pit + 0. 6 131
(0.072) (0.059)

$4000 < Mean RealNet Income

n YRt

(16)
$100,000

92 = 0.99
SSR = 0.904

N= 117
if YR is added to the specification with
varying price and income elasticities.

The more extreme assumption that
contributions depend only on relative
income and price does not explain the
variation in contributions as well as the
basic model. Equation 17 shows that
substituting YR for Y slightly increases
the price elasticity and reduces the sum
of squared residuals from 1.772 to
0.980.

In Gli = 4.428 + 0.784 In YR.
(0.022)
- 1.329 in P,

(0.071)
9" = 0.99

SSR = 0.980
N= 117

Appreciated Amsets. The special prob-
lems raised by gifts of appreciated as-
sets have already been discussed. Gifts
of appreciated property lower the effec-
tive price of giving. Since such gifts are
more common in higher income
classes,23 the basic price series used
above does not decrease rapidly enough
as marginal tax rates increase. The re-
sult is likely to be an overestimate of
the absolute price elasticity.

The available data severely limits the
possibility of dealing adequately with
this problem. There is information on
the value of contributions in each AGI
class that are in the form of assets but
no information on the original basis of
those assets or the fraction of those as-

831n 1966 the fraction of contributions in the
form of assets rose from 3.8 per cent for adjusted
gross incomes between $10,000 and $15,000 to
47 per cent for adjusted gross incomes over
$100,000.

93

sets that would have been sold if they
had not been given away. Separate cal-
culations have been made using differ-
ent assumptions about the ratio of ap-
preciation to asset value. In each calcu-
lation, the ratio of appreciation to value
is assumed to be the same for all tax-
payers. It is further assumed that all
assets that are donated would otherwise
be sold, an assumption that biases
downward the price associated with
each ratio of appreciation to value. The
resulting estimates must therefore be
regarded as a very imperfect attempt to
deal with gifts of appreciated assets.

Equation 18 shows the result of as-
suming that 50 per cent of the value of
donated assets is the original basis while
the remaining 50 per cent is apprecia-
tion. The estimated price elasticity
(-1.11) is only slightly smaller than in
the basic equation while the estimated
income elasticity is unchanged.' 4 Com-
paring the sum of squared

In Gt = -1.934 + 0.825 In Ylt
(0.031)

- 1.166 In P5St (18)
(0.094)

$4000 < Mean Real < $100,000Net AGI
I = 0.98

SSR = 1.754
N= 117

residuals with that for the original
specification (1.772) suggests that the
current assumption is barely prefer-
able.'5 In interpreting these results, the
statement that "an average of X per
cent of the value of donated assets is
appreciation" should be interpreted a

'4The variable P501t is defined as the weighted
average of (l-mit) and I - n,1 - .50mcl, where
ni, is the marginal rate on income and mci, is the
marginal tax rate on capital gains; the weights are
the fractions of donations in money and in assets
in income class i.

"Comparing the sums of squared residuals is
equivalent to a likelihood criterion in the context
of the current specification. The assumed ratio of
appreciation to asset value with the lowest sum of
squared residuals yields the maximum likelihood
estimator of that ratio and of the other regression
parameters.
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shorthand for the more correct state-
ment that "taxpayers respond to both
the actual appreciation ratio and the
opportunities to postpone realization by
acting as if the assets had to be realized
immediately if not donated but that the
appreciation ratio is only X per cent."
This implies that the ratio of apprecia-
tion to value implied by the estimate
will be appropriately lower than the ac-
tual (unknown) appreciation ratio of
donated assets.

Alternative assumptions about the
ratio of appreciation to value have only
very slight effects on the estimated elas-
ticity and the sum of squared residuals.
If the ratio of appreciation to value is
0.25, the price elasticity is -1.202 and
the SSR is 1.762. With an appreciation
ratio of 0.75, the price elasticity is
-1.128 and the SSR is 1.749. Icis clear
that there is too little information in the
data to estimate the appreciation ratio.
Fortunately, the choice of appreciation
ratio does not affect the estimated price
elasticity.

Deduction Limits. Raising the limit on
the maximum charitable deductions in-
creased the amount of giving by high
income taxpayers. The ceiling was
raised from 15 per cent of adjusted
gross income to 20 per cent in 1952
and then to 30 per cent in 1954. Inter-
nal Revenue Service data show that the
early limits were reached by a
significant fraction of taxpayers with ad-justed gross incomes over $50,000 but
by almost no taxpayers with lower in-
comes (Kahn, 1960, p. 79). A natural
way to express the effect of these
changes in deduction limits is as pro-
portional reductions in contributions by
high income taxpayers in the years be-
fore 1954. In equation 19, the variable
DLI is equal to 1 for 1948 and 1950 in
income brackets over $50,000 and
equal to zero otherwise; DL2 is I for
1952 in those income brackets and zero
otherwise.3 6 The coefficients of these
dummy variables are estimates of the
proportional reductions in giving due to

"Here the income bracket is defined by the
ernmt dollar AGI 6tfor tax.
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the limits in those years and should
therefore be negative. 37

The estimates of equation 19 imply
that the limits on deductions before
1954 reduced total contributions in the
specified income

lnGt = -1.857 + 0.812 In Ylt
(0.034)

- 1.332 In Pit - 0.163 DLI
(0.123) (0.093)

- 0.145 DL2 (19)
(0.114)

Mean Real
S4000 < Net AGI <$100,000

R 2 = 0.98
SSR = 1.711 -

N = 117
groups. The income and price elas-
tcities are essentially unchanged from
equation 2.

Because the sample is restricted to
observations with mean real net AGI
below $100,000, equation 19 does not
provide any estimate of the overall ef-
fect of the deduction limit on all high
income donors. Equation 20 uses the
full sample of 187 observations to ob-
tain some very tentative values of this
effect for the three high AGI groups:

In G= -1.731 + 0.803 In Yit
(0.027)

- 1.533 In Pit - 0.176 DLI
(0.078) (0.111)

- 0.511 DL2 (20)
(0.158)
RI = 0.98

All Observations SSR = 15.19
N = 187

4. Aggregate and Distributional Effects

The current parameter estimates are
clearly preliminary and may be subject
to serious error. Some possible sources
of bias are discussed in the next section.
It is nevertheless interesting to examine
what these estimates imply about the
effects of the current tax treatment on

"'hey will, of course, also reflect other specific
factors that caused the behavior of those years to
depart from the remainder of the period.
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the volume and distribution of charita-
ble contributions, tax payments and net
personal income. More specifically, this
section examines the effects of eliminat-
ing the deduction for charitable con-
tributions and reducing all tax rates (on
itemized returns) proportionately to
keep government revenue constant.
The elimination of the deduction re-
duces giving while the reduction in the
tax rates increases giving. However,
since income after tax remains un-
changed while the price of giving rises,
the net effect is a fall in charitable con-
tributions.

To develop estimates of the full
aggregate and distributional effects re-
quires estimates of the income and
price elasticities for all income classes.
The basic method used in this section is
to assume that the values obtained for
incomes between $4000 and $100,000
hold for other incomes as well. Al-
though this group contains about 90 per
cent of the itemized contributions, the
dangers of such an extrapolation are
obvious. With this method, the calcula-
tions show that the reduction in total
contributions is large, probably about
35 per cent of itemized giving and
therefore about 30 per cent of all indi-
vidual contributions. Since the reduc.
tons are particularly large in high in.
come groups, religious organizations
are affected relatively less than educa-
tional, cultural and other nonreligious
organizations.

Table 2 presents detailed results for
1968. These illustrative predictions use
the basic specification of equation 2
with constant income and price elas-
ticities. Eliminating the deduction

, would raise the price of giving to I in
all income classes. The additional tax
revenues that would result are redistrib-
uted in this calculation by a propor-
t tional reduction in the effective tax rate
in every income class.38 The resulting

The new tax at each income level in 1968 is
calculated as follows: (1) The additional tAx rev-
enue due to eliminating the deductible is calcu-
lated for each income class as the product of the
1968 deduction and the corresponding marginal
rate. (2) The sum of these additional tax revenues
is added to total 1968 tax collections. (3) The
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change in contributions in each income
class is then calculated from the equa-
tion:
In G't - In Gl = 0.822 (In Y't

- In Yit)
+ 1.238 In Pit (21)

Where G',t is the predicted average
contribution after the tax change and
Y'1, is the average adjusted gross in-
come minus the new tax on that in-
come. Since eliminating the deduction
raises the price of giving to 1, In
P'l = 0 and therefore does not appear
in equation 21.

The average contribution in 1968 is
given' for broad income classes in col-
umn 3 and the corresponding predicted
contribution if the deduction is elimi-
nated appears in column 4. Total 1968
giving falls from $11.1 billion to $7.3
billion.3 9 The ratios of predicted con-
tributions to actual contributions that
are presented in column 5 show that
the relative reduction in giving is much
greater among high income individuals
than in lower income groups. While
taxpayers with adjusted gross incomes
of $10,000 to $15,000 would cut con-
tributions by 24 per cent (from $305 to
$233), a reduction of 75 per cent is
predicted for taxpayers in the $100,000
to $500,000 class (from $9,695 to
$2,380).

Eliminating the charitable deduction
and returning the additional revenue by
a common proportional tax reduction
ratio of actual tax collections to the new sum is
the factor by which all tax liabilities are scaled
down. The value of this was 0.943 reflecting addi-
tional revenues of $3.3 billion and a 1968 total
collection from itemized returns of $56.9. (4)
This factor is then applied in each income class to
the sum of the 1968 tax and the additional rev-
enue from eliminating the charitable contribution
deduction. All dollar amounts are in current 1968
dollars.

3Two things should be remembered in inter-
preting these numbers. First, these totals refer
only to itemized giving; all individual giving in
1968 was estimated to be $12.6 billion. Second,
although the reduction reflects the redistribution.
to taxpayers of the additional tax revenues, this
has very little effect on total contributions; if the
additional revenues were retained by the gov-
ernment, predicted giving would fall by $3.9 bil-
lion.
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TABLE 2
BASIC PREDICTED EFFECTS OF ELIMINATING THE CHARITABLE DEDUCTION 1968"

Number of
AGI Itemized
Class Returns Average Charitable Contributions Tax Net Disposable

($w00) (1000's) 1 G', G',JGI, Ratiot Income Ratio
(1) (2) (3) (4) (5) (6) (7)

0-5 5,328 156 126 0.810 1.076 1.005
5-10 12,233 221 172 0.778 1.000 1.007

10-15 8,731 305 233 0.764 0.982 1.009
15-20 3,132 428 307 0.718 0.982 1.012
20-50 2,232 761 460 0.605 0.988 1.017
50-100 294 2,267 816 0.360 1.002 1.032

100-500 77 9,695 2,380 0.245 1.037 1.056
500-1000 2.6 68,749 12,827 0.187 1.101 1.083
1000+ 1.1 287,651 54,117 0.188 1.152 1.104

Aver ae $348 $238 0.657 1.0
Tota 32,030 $11,139 $7,316 ... ... .

million million

Based on parameter values of equation 2. Total government revenue remains constant.
Biased upward by the presence of nontaxable returns. See text.
Totals may not agree because of rounding.

would raise the taxes paid by high in-
come individuals and lower the taxes
paid by low income individuals. Col-
umn 6 shows the recios of the tax pay-
ments if the dedtiction were eliminated
and tax rates cuc to maintain the actual
total tax payments in 1968. Middle in-
come indiv-iduals pay reduced taxes
while those with incomes above
$50,000 would pay increased taxes."
The differences are quite substantial.
Although average taxes fall by only two
per cent in the $10,000 to $15,000
class, taxes rise by 10 per cent in the
class of taxpayers with incomes of
$500,000 to $1,000,000.

The distributional effect of eliminat-
ing the deduction is quite different if
we focus on the change in net disposa-
ble income rather than the change in
tax payments. Net disposable income
available for personal consumption or

"These are of course only averages for each
income class. The tax ratio falls below one at an
AGI of $7000. Since no distinction is made be-
tween taxable and nontaxable returns, the in-
creased taxes are overstated for the lowest in-
come classes. Many of those returns are nontxa-
ble and would remain so even if the charitable
deduction were exuded. The amounts involved
are so small that the resulting misestimate of addi-
tional revenue would have no significant effect on
higher income classes.

saving ii defined as adjusted gross in-
come minus taxes and charitable con-
tributions. Because charitable contribu-
tions fall sharply in higher income
groups, their predicted personal con-
sumption and savings increase despite
the greater taxes that they pay. Column
7 presents the ratio of predicted net
disposable income to actual 1968 net
disposable income. Net disposable in-
come rises at every income level, with
the increase ranging from less than two
per cent for incomes under $50,000 to
more than 8 per cent over $500,000.

Although the effect of eliminating
the charitable deduction is of course
greater if government revenues are not
constrained to remain constant, the dif-
ference is quite small. Eliminating the
deduction would yield an additional
$3.3 billion in tax revenues in 1968.4t
If this revenue is not returned to the
taxpayers through a general tax cut,
total charitable contributions would fall
by $3.8 billion. The gross "efficiency"
of the deduction as measured by the
ratio of additional contributions re-
ceived by charities per dollar of poten-
tial tax revenue forgone is 1.15.

"This ignores *the additional revenue that
would result if some of the donated appreciated
assets were sold instead.

60-529 0 - 80 - 17
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Generally similar results are obtained
from calculations with other equations
for charitable contributions. When gifts
of appreciated assets are distinguished
and an effective appreciation ratio of
0.5 is used (based on equation 18),
charitable contributions in the absence
of the deduction are estimated to be
$7.4 billion. Finally, equation 10 (which
uses the entire sample of 187 observa-
tions) implies contributions of $6.9 bil-
lion. Although there are some differ-
ences in the distributional impacts, in
each case eliminating the deduction
would reduce giving proportionately
more in high income groups and would
result in greater increases in their net
disposable income than that of lower
income groups.

5. Conclusions and Caveats
The empirical findings of this study

are clear. The aggregate Internal Rev-
enue Service data tor 1948 through
1968 imply that the volume of charita-
ble contributions is quite sensitive to
the price of giving that is implied by the
tax treatment. Almost all of the esti-
mates of the price elasticity are greater
than one. Eliminating the current de-
duction of charitable contributions
would reduce total itemized giving by
approximately 28 to 56 per cent,4 de-
pending on the particular equation
specification. The loss of contributions
would be relatively greatest for educa-
tional, medical and cultural organiza-
tions. Philanthropies would lose more
in the contributions they receive than
the government would gain in addi-
tional tax revenues. Net disposable in-
come after tax and charitable contribu-
tions would rise in all income groups
with the highest percentage increase in
the highest income groups.

These empirical results must however
be regarded with substantial caution.
Those who wish to assess the impact of
our tax system on charitable giving

"'Since itemized giving accounts for approxi-
mately 90 per cent of total individual giving,
these reductions in itemized saving correspond to
between 25 and 50 per cent reduction of total
individual giving.

must balance the current results against
the conclusions of previous research on
this subject and must consider the im-
portant factors that have been neglected
in all of this work. It is appropriate to
conclude this paper by reviewing these
problems.

Although a number of writers have
discussed the impact of the tax treat-
ment of charitable contributions,4 only
two studies have used explicit statistical
models to separate the income and
price effects. The most frequently cited
of these studies is the research of
Michael Taussig (1967). Taussig ex-
amined a sample of 47,678 itemized in-
dividual tax returns for 1962. He found
extremely low price elasticities (abso-
lute elasticities not greater than 0.10)
and concluded that the current tax de-
ductibility of charitable contributions
therefore does little to stimulate chari-
table giving.44 Taussig's own paper is
full of warnings about the shortcomings
andpotential biases of his results; these
need not be repeated here.45 However,
three basic problems with Taussigs
method should be emphasized. First, he
used the marginal rate for actual taxable
income, i.e., net of the individual's
charitable contribution. An individual
who gives more to charity therefore
has, ceteris paribus, a lower marginal
rate and a higher price. This introduces
a spurious positive association of price
and giving and therefore biases the
negative price elasticity towards zero.
Although this is relatively insignificant
for aggregate data, it is quite important
for macroeconomic data.4" Second, in-

"'See the works cited on pages 81 and 82."*Taussig's estimates ame based . on aasp sescation like the current equation 2 except
tat the logarithm of the marginal tax rate is used
instead of the logarithm of the price. The corres-
ponding price elasticities were derived from thee
marginal rue elsstidtiel by Schwartz (1970, p.
1280).

'See also the discussion of Taussigs work in
Schwartz (1970), pp. 1280-82.

"After this study was complete, I was able to
reanalyze the oinal 1962 mcroeconomic data
that wasstudied by Taussi. The results of this
reanalysis, presented in Peldstein and Taylor
(1975), indicate the importance of the bias due to"roussi's endogenous price variable.
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come was also measured net of taxes
actually paid rather than of the taxes
that would have been paid with no
charitable contribution. This introduces
a spurious simultaneity between income
and contributions since the relevant
budget constraint is defined by disposa-
ble income before any contributions are
made. Third, because Taussig's sample
is limited to only one year, the marginal
tax rate and the price of charitable giv-
ing is an exact function of the
individual's taxable income. Although

.relating charitable contributions to ad-
justed gross income net of tax avoids
the existence of an exact functional re-
lation, the problem of collinearity be-
tween income and price is exacerbated
by Taussig's procedure of dividing his
sample into five income classes. Taussig
notes that within each class "the main
source of variation in the tax rate facing
the taxpayer still remained the tax
schedule used by the filer of the return"
(Taussig, 1967, p. 8). Since these dif-
ferent types of tax schedules (i.e., mar-
ried couples, single individuals and
heads of households) represent demo-
graphic differences that would be ex-
pected to have substantial effects on
giving, the primary source of variation
in the tax price in Taussig's sample is
itself mainly a reflection of other impor-
tant influences. 7

The study by Schwartz (1970) is
methodologically closer to the current
research. Schwartz used aggregate time
series data based on the summaries of
tax returns that are published by the
Internal Revenue Service. Instead of
developing a time series of cross sec-
tions as in the current study, Schwartz
aggregated the data into only three time
series and estimated separate equations
for each time series.4" For the period

'"Single individuals have a higher marginal rae
and therefore lower price than married couples..
Since single individuals tend for other reasons to'
make smaller contributions, Taussig's procedure1introduces a further spurious positive association
between price and giving.

"The three time series corresponded to tax-
payers grouped by current Income into those with

is than 810,000 of adjusted gross income, those.
between $10,000 and $100,000, and those with,
more than $100,000. The use of current dollar-

from 1929 through 1966, this produced
31 observations for each regression.
Since the introduction of the standard
deduction in 1941 and its extension to
incomes over $3000 in 1944 had a very
substantial effect on the extent of
itemizing, Schwartz also estimated his
equations for the subsamples 1929
through 1943 and 1944 through
1966.19 The recent sample contained
only 16 observations. With this data,
Schwartz estimated equations like equa-
tion 3 of the current study (the basic
constant elasticity equation with a time
trend). 0 For each annual observation,'
the income variable was the average
disposable income for the entire in-
come class (e.g., $10,000 to $100,000)
and the price variable was the average
price of money gifts for that income
class.

The relatively small number of ob-
servations and the use of separate sam-
ples by income groups preclude precise
estimation; in more than half of the
cases, the estimated price elasticity is
less than twice its standard error. These
difficulties are compounded by the use
of single annual averages to represent
the very wide range of incomes and
prices within each of. the three
groups.5' In spite of these problems,
the evidence does indicate the existence
of considerable price elasticities. For
the interval 1929 through 1966,
Schwartz found a price elasticity of
-0.69 for incomes below $10,000;,
-0.76 for incomes of $10,000 to
$100,000, and -0.41 for incomes over
$100,000. The corresponding standard
errors are 0.49, 0.20, and 0.10. For the
period after 1943, the elasticities in the
groups with incomes below $10,000
and above $100,000 are almost identi-
cal to the value for the entire period. In

limits to define these groups implies that the real
income limits change substantially over time.

4When the complete sample was employed, a
dummy variable was used to represent the shift in
giving after 1943. No allowance was made for the
effect of the change in deduction limits in 1952
and 1954.

"A more general equation with a relative in-
come viable was also estimated, see above,
footnote 34.
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the middle range ($10,000 to
$100,000), the estimate is substantially
less (-0.17) and has a large standard
error (0.32), reflecting the very narrow
range of price variation (except for one
year, the price remained between 0.558
and 0.671). In short, Schwartz' esti-
mates are imprecise but generally imply
a substantially higher price elasticity
than that found by Taussig and a lower
elasticity than that found in the current
study.

The current study as well as the re-
search of Taussig and Schwartz suffers
from the limits imposed by the use of
the official tax return data. Perhaps the
most serious problem is the lack of in-
formation on permanent economic in-
come and wealth. Adjusted gross in-
come becomes a less adequate measure
as income rises. Similarly, the influence
of wealth rather than current income is
likely to be very important at the high-
est income levels. A second important
shortcoming is restriction to analyzing
the contributions of taxpayers with
itemized returns. While this restriction
is unimportant for high income indi-
viduals, it eliminates substantial infor-
mation on the behavior of those with
lower income. In addition, demographic
characteristics, educational background,
religious affiliation and other factors
that influence charitable giving5 ' may
be correlated with the income and price
variables in a way that biases the esti-
mates of the structural parameters and
the derived predictions of the effects of
tax changes. Feldstein and Clotfelter
(1974) have analyzed survey data on
households'8  which contains better
measures of income and wealth, income
on demographic characteristics, and the

"if the log-linear model is appropriate at the
individual level, an aggregate log-linear
spefication should use juewiric means for the
income, price and contributions variables. The
error involved in using arithmetic mean increases
with the size of the interval and therefore repre-
sents a more serious problem in Schwartz' work
than in the current study.

'ton the importance of such factors, see Mor-
gan *s at (1962) and Barlow and Morgan (1966).

'Mhe data is the Federal Reserve Board Survey
of Consumer Finances (Projector and Weiss,
1966).

contribution of households that did not
itemize. The estimates obtained with
this data strongly support the current
conclusions.

Explaining aggregate charitable con-
tributions to all types of organizations
by a single equation may hide important
differences in the relations governing
gifts to different philanthropies. The
different effects of prospective tax
changes on the major. types of philan-
thropies is at least as interesting as the
total effect on all charitable contribu-
tions. The substantial differences in the
distribution of religious and nonreli-
gious giving suggests the potential im-
portance of such decomposition. An
analysis of the differences in the impact
of alternative tax policies on religious,
educational and other charitable organi-
zations is presented in the second part
of this article and will appear in the
next issue of the National TaxJomrnal.
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1. Introduction

The American public sector relies substantially more on private nonprofit
institutions than is common in most other countries. Higher education, health
care, the visual and performing arts, and general community services are
produced by voluntary institutions. Even when these institutions receive most of
their income from user charges and public funds, they depend on private
contributions to provide the basic 'equity capital' and to support new ventures.'

The federal income tax law allows the value of contributions to be deducted
in calculating taxable income. The 'price' of one dollar's contribution to a
philanthropic organization, measured in terms of foregone income after tax,
therefore varies inversely with the individual's marginal tax rate. There are
today a number of widely discussed proposals for changing the tax treatment of
charitable contributions. These include the complete abolition of the deduction,
the substitution of a system of tax credits, the introduction of a 'floor' with a
deduction or credit only for contributions above that level, and various modifi-

*We are grateful to Daniel Frisch for assistance with this research, to the Commission on
Private Philanthropy and Public Needs for financial support and to M. Bailey, M. Boskin,
G. Brannon, N. McClung, J. Pechman, G. Rudney, R. Schwartz, E. Sunley, S. Surrey and M.
Taussig for useful discussions.

3Ginsburg (1970) discusses the analogy between charitable contributions in nonprofit
organizations and equity capital in profit-making organizations. The charitable endowment
provides the basis on which to borrow and the income with which to subsidize services that
receive public support of less than 100 percent. In 1973, philanthropic and religious organiza-
tions received $18.2 billion from individual contributions, $3.1 billion from bequests, 50.95
billion from corporations and $2.4 billion from foundations [American Association of Fund-
Raising Counsel (1974)).
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cations of the tax treatment of appreciated assets. 2 The current paper will not
attempt to deal with the complex and wide-ranging issues raised by these
proposals. Our focus is on the empirical issue of the magnitude of the price and
income elasticities of charitable contributions. These parameters are crucial for
the evaluation of the impact of any proposed change.

There has been substantial controversy about the extent to which current tax
rules affect the magnitude of charitable contributions. The earliest econometric
evidence was Taussig's (1967) study of the 1962 Internal Revenue Service Tax
File, a stratified sample of 70,596 individual federal income tax returns with
itemized deductions. Taussig's often quoted conclusion was that the deduction
has little or no effect on the total volume of charitable contributions. More
specifically, Taussig's parameter estimates indicated a price elasticity of less
than 0.10 and therefore implied that, for each dollar of potential revenue fore-
gone by the Treasury, charities receive less than ten cents in contributions. An
error in Taussig's analysis, the accidental omission of 22,918 observations,
makes this conclusion questionable. 3 There are, moreover, serious problems
with Taussig's specification and method of estimation; these are discussed in
Feldstein (1975a) and Feldstein and Taylor (1975). A reanalysis of the 1962
data with the full sample indicates a price elasticity of approximately one.'

Schwartz (1970) used aggregate time series based on the summaries of tax
returns that are published by the Internal Revenue Service. The estimated price
elasticities differed among income classes and between the prewar and postwar
periods but averaged about 0.6. Unfortunately, the relatively small number of
observations and the use of separate samples by income groups precluded
precise estimation; more than half of the estimated price elasticities are less than
twice their standard error. Feldstein (1975a) used a time series of cross sections
based on the value of itemized charitable contributions in each adjusted gross
income class for even years from 1948 through 1968. The estimates indicate that
the volume of charitable contributions is quite sensitive to the price of giving
that is implied by the tax treatment; almost all of the estimates of the price
elasticity are absolutely greater than one.

The studies by Taussig, Schwartz and Feldstein are all limited to the use of
official tax return data. This is the source of several potential problems. First,
there is no information on permanent economic income or on wealth. Adjusted
gross income becomes a less adequate measure as income rises. Similarly, the
influence of wealth rather than current income is likely to be important at high

2Se, for example, the discussions in Andrews (1972), Bittker (1972), Brannon (1973),
Goode (1964), Kahn (1960), McDaniel (1972a, 1972b), Pechman (1971), Surrey et al. (1972),
Vickrey (1962, 1973), Weidenbaum (1973), White (1959), and U.S. Treasury (1969).

3We are grateful to the Bookings Institution for making available a copy of the 1962 Tax File
Tape. Taussig has explained to us that he was aware that his copy of the tape was missing a
large number of itemized returns and that he had tried to see if there was anything systematic
about the missing observations.

4The results of this reanalysis are described in Feldstein and Taylor (1975).
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income levels. A second shortcoming is the restriction to taxpayers with itemized
returns. While this restriction is unimportant for high incor-e individuals, it
eliminates substantial information on the behavior of those with lower income.
Demographic characteristics (age, sex, marital status and race), educational
background, occupation and other personal attributes that influence giving
may be correlated Aith income and price variables in a way that biases the
estimates of the price and income elasticities. Although these limitations might
not affect the estimated price and income elasticities, the reliance on tax data
alone is a source of uncertainty about all previous estimates.

The current study presents a new type of evidence about the effects of the
income tax treatment of charitable contributions that avoids the restrictions
imposed by the official tax return data. By using household survey data, we are
able to relate charitable giving to economic income, wealth, tax rates and
personal characteristics. It is very reassuring that the estimated price elasticities
are very close to the values obtained in Feldstein (1975a), despite the substantial
differences in the nature of the data and the level of aggregation.

The next section describes the survey data and indicates the definitions used
to construct the key variables. Sections 3, 4 and 5 present the basic parameter
estimates and examine whether the price elasticity varies among wealth or income
groups. The special problem of gifts of appreciated property is studied in detail.
Section 6 specifies and estimates alternative models of interdependent behavior
in which each individual's contribution depends on the volume of contributions
made by others. Simulations of the effects of four possible tax changes are
presented in section 7. There is a brief concluding section.

2. Data, specification and definitions

In 1963 and 1964, the Board of Governors of the Federal Reserve System
conducted a national survey of the income, assets and savings of 2,164 households
[Projector and Weiss (1966)). With the assistance of the Internal Revenue
Service, the survey greatly over-sampled the very high income individuals;
e.g., 18 percent of the sample, but less than one percent of the population, had
1962 incomes over $25,000. For the current analysis we eliminated a relatively
small number of households that did not report one or more key variables
(charitable giving, inc6me, age, children and saving) or that reported a negative
net worth. A further group with very low 1963 adjusted gross income (less than
$1,721) was also eliminated.5 The final sample contains 1,406 households.

The equations that we have estimated relate charitable giving (G) to disposable
income (INC), the price of giving (i.e., net cost to the donor per dollar received
by the donee) (P), net worth (IV), and additional variables measuring age and

'The value S1.721 represents the 20th percentile of adjusted gross income. These households
were excluded to eliminate obscivalions in which current income was %,cry different from per-
manent income. Other mcthods of dealing %ith this problem are described below.
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other personal characteristics (X). The basic specification uses a log-linear
equation to estimate constant elasticities with respect to INC, P and W,

In G = Po+P 1 In INC,+# 2 In PJ+P 3 In W,+ E PJX,+e. (1)
J-4

Alternative specifications allowing more general nonlinear relations will be
described below.

The survey obtained information on all charitable giving in 1963(G), including
gifts of assets as well as of cash. The survey estimate of aggregate giving is
relatively close to the official internal Revenue Service value; actual 1962 giving
was $7.5 billion for itemizers and the corresponding survey estimate for those
whom we identified as itemizers in 1963 was $6.2 billion.6 One can only speculate
on how much of the difference is due to underreporting in the survey and how
much to overreporting in the tax returns.7 In principle, the survey contains
information on the value of gifts to trusts but it is not clear how accurately this
information reflects the actual value of such gifts. There is no information on
gifts of services, gifts made by corporations that the donors control or antici-
pated testamentary bequests.

The correct concept of disposable income for this study is total income minus
the taxes that would be due if no charitable contributions were made.8 The
basic measure of disposable income (YD) in this study uses total income
received in 1963 minus an estimate of the tax that would be due with no contri-
bution; the method of estimating the tax is described below. To approximate
permanent income, an average of this disposable income measure for 1962 and
1963 has also been used, YDP = 0.5 (YD+ YD62).'

There are two disadvantages with this common measure of permanent
income: (I) it uses only income received and excludes the accrued gains on
various assets, and (2) it uses only two years' income data while the individual
may base his own perception of permanent income on much more information.

6No information or actual itemized giving is published for odd-numbered years.
'The diference may also reflect the methods of valuing gifts for tax purposes and errors in

the division of the sample into itemizers and nonitemizers; one method of identifying itemizers
is described below. Although we used all of the available observations in this calculation (not
just the 1,406 observations used in the regression), households that refused to tell how much
they gave were treated as giving zero; these households were excluded in the regression sample.
The definition of charitable giving in the survey was intended to correspond exactly to the
definition in the tax law.

*The usual measure of disposable income, i.e., income minus taxes actually paid, is endo-
genous because such taxes depend on the amount of charitable contributions. This is unimpor-
tant for low income individuals and for aggregate data but could matter with the current
sample.

9 YD62 is converted into 1963 dollars by the consumer price index. The value of YD62 can-
not be calculated as accurately as the value for 1963 because the tax for 1962 must be approxi-
mated on the basis of 1963 data by assuming the same average tax rates.
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The first of these may not be a very serious problem because the basic specifi-
cation of eq. (I) includes the value of wealtIh' Nevertheless, this allows neither
for the fact that different portfolios have different amounts of accrued income
and realized income nor for the differences in the contribution of wealth to
permanent income at different ages. We have therefore constructed as an
alternative measure of permanent income the value of the annuity that the
individual could obtain from his current wealth and labor income. More
specifically, YDA is the sum of the current labor income and the annual payment
of an annuity based on the head of the household's age and an interest rate of
5 percent, net of the tax that would be due if no charitable contributions were
made."

The annuity measure of permanent income is still restricted to using current
labor income to approximate permanent labor income. A quite different
approach to measuring permanent income can be based on the permanent
income theory of consumption. Because of the log-linear form of eq. (1), we
must restate the permanent income model in a multiplicative form,

C = kYpO, (2)

?= Yr P, (3)

where C is actual consumption, YP is permanent income, P is actual income and
0 and P are multiplicative random errors. In addition, In U and In V are
independent of each other and of In Yp. If permanent income is more closely
correlated with current consumption than with current income, it is advantageous
to replace INC in eq. (1) by consumption and to use current income as an
instrumental variable in the estimation procedure." For this method of measur
ing permanent income, we include charitable contributions in the definition of
total consumption' 2 and use YD as the measure of current income.

The price of charitable giving (P) is the amount of after-tax income or wealth
that the individual foregoes to add one dollar to the receipts of a donee. If the
individual uses the 'standard deduction', i.e., if he does not itemize his deduc-
tions, his price is 1 regardless of his marginal rate. If the individual itemizes his
deductions and his marginal rate is in, the price of a one dollar cash contribu-

IOlt would be interesting to try alternative definitions of this annuity, including the use of a
human wealth measure, allowing for soc aI security benefits, income for the surviving spouse,
etc.

I Since In V is uncorrelated %kith In U, this is a consistent procedure. A more efficient
method could be developed by extending this along the lines suggested by Zellner (1971) and
Gold berger (1972).

"The definition of consunfption used by Projector and Weiss (1966) is inconsistent; it
includes caih contributions but not gifts of assets. It therefore underestimates consumption
relatively more for high income households. We also estimated with consumption defined net
of contributions; the two sets of coefficients are very similar.



261

M. Feldstein and C. Clotfelter, Tax incentives

tion is 1-m.13 For this purpose, we define m as the marginal rate applicable
to the first dollar of charitable contributions."'

Contributions of appreciated assets create a special problem for measuring
the price of charitable giving. When an asset is given away, its full value can be
deducted from the donor's taxable income but there is no constructive realization
and therefore no tax to be paid by the donor on the capital gain. 5 The opportu-
nity cost (price) of a gift that is given in the form of an appreciated asset
therefore depends not only on the individual's marginal tax rate but also on the
fraction of the asset's value that is accrued capital gain and on the alternative
disposition of the asset. An example will clarify the way in which these variables
determine the relevant price. Consider an individual whose marginal rate is 40
percent and who contemplates donating an asset that is now worth $100 and for
which he originally paid $30. If he gives the asset away, he reduces his taxable
income by $100; he therefore reduces his tax liability by $40 and thus increases
his after-tax income by $40.'If he instead sells the asset, he pays a tax of $14
(half of his marginal rate on the capital gain of $70) and increases his after-tax
income by $86. For this individual, the opportunity cost of the $100 contribution
is therefore 546 of foregone consumption. If the price is defined in terms o:
foregone consumption, the price of the gift is P = 0.46. This price clearly
depends on the ratio of the asset's original cost (or basis) to its current value: an
original cost of $1 implies P = 0.40, while an original cost of $100 implies
P = 0.60. More generally, P = I -mc(l -B/V)-m, where V is the current
value of the asset, B is its basis or original cost, m is the marginal tax rate on
income and mc is the marginal tax rate on capital gains; in 1963, mc = 0.5n
with a maximum of 0.25.

The preceding calculation defined the opportunity cost of a donated asset in
terms of foregone immediate consumption, i.e., it assumed that if the asset
were not given away it would be sold in the current year. The price is higher and
the calculation is more complex if the opportunity cost is defined in terms of

13A deduction was not allowed in 1962 for contributions exceeding 30 percent of adjusted
gross income, but any excess can be carried forward. The limit affects extremely few individuals,
especially after the carryover is taken into account. No attempt was made to take this into
account.

"'An individual who gives a substantial amount in relation to his income will lower his
marginal rate as well as his tax liability. If we used the marginal rate applicable to the last
dollar of charitable contribution, we would introduce a spurious correlation between price and
giving; since more giving would, ceteris paribus, raise the individual's price, the estimated price
elasticity would be biased up toward zero. There is no satisfactory way to reflect the entire
exogenous price schedule that the individual faces. The only other candidate for an exogenous
price variable would be to use the marginal rate that the individual would have if he gave the
average gift at his income level. This would have almost no effect at low incomes but would
raise the price at higher incomes. Although we have not investigated this price variable, it would
seem that reducing the rate at which price declines with income would tend to increase the
estimated price elasticity.

"Since income of the donee organization is not taxable, it can sell the appreciated asset
without paying any tax.
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foregone saving or wealth, i.e., if it is assumed that the asset would not otherwise
be sold in the current year. The individual in the preceding example could
retain the $100 asset or he could give it away and add the $40 tax saving to his
wealth. Viewed in this way, his opportunity cost price is 0.60, the same as for
contributions of money; moreover, this price is independent of the ratio of the
capital gain to the present asset value. Since the individual who does not give
away the asset also has a future tax liability, this tends to overstate the oppor-
tunity cost of a prospective contribution. However, by postponing the sale of the
asset the individual can substantially lower the present value of the tax and, if
the asset is never sold during the individual's lifetime, the capital gains tax
liability is completely eliminated when the asset passes at death.1 6

It has not been possible to reflect accurately the full complexity of appreciated
asset gifts. Although the fraction of total contributions in the form of assets
is known for each individual, there is no data on the ratio of original cost to the
current value for such assets. There is of course no information on what would
have been done with such assets if they had not been contributed. The price of
gifts of appreciated assets can therefore be known only conditional on an
assumed ratio of basis to value. Moreover, with the same ratio of basis to value
for all households, the prices of cash gifts and of asset gifts are very highly
correlated. In practice, we have constructed a price index as a weighted average
of the cash price and asset price using the share of contributions in the form of
assets for all households in the same broad income class.1" A maximum likelihood
procedure, described below, was used to estimate an appropriate ratio of basis
to current value.

The survey did not specifically ask for the individual's marginal rate or taxable
income or even whether the taxpayer itemized his deductions. To estimate this
information we begin by calculating adjusted gross income (AGI) as the sum of
income from all taxable sources plus short-term capital gains plus half of long-
term capital gains.' We then classify the taxpaper as an itemizer or non-
itemizer in the following way. 9 We calculate the exemptions and standard

161f the individual gives the asset away to another person, there is no constructive realization -
and the tax is postponed until the recipient sells the asset. The original owner can also consume
most of the value of the asset by using it as collateral to borrow funds which he then consumes,
thus enjoying the consumption while postponing or avoiding the capital gains tax. See Bailey
(1969) for evidence that a very large share of accrued capital gains are never subject to capital
gains taxation.

"Using weights based on the household's own contributions would be inappropriate be-
cause it would make the price variable a function of contributions.

I"These items of taxable income refer to the husband and wife but exclude income of other
family members. Unfortunately. the data on contributions is for the entire family. We can
assume that the difference is likely to be small. The estimates reported below actually use pretax
income and wealth of the entire family but tax variables based on the husband and wife. We
have also reestimated equations using pretax income of the husband and wife only and obtained
virtually the same results.

'The classification actually finds whether they wduld or would not itemize in the absence of.
charitable contributions. This is in keeping with our definitions of price and disposable income.
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deduction that the taxpayer would have if he did not itemize and find the
resulting tax liability by consulting the appropriate tax schedule. We then
estimate the taxpayer's potential deductions (excluding charitable contri-
butions) as the sum of 5 percent of the value of owned residences2" plus a
percentage of AGI that varies by AGI class to represent other itemizable
deductions.2" The tax liability, if the taxpayer itemizes, is then calculated and
compared with the liability if the standard deduction is used. The taxpayer is
assumed to choose the method that minimizes his tax liability. The appropriate
tax schedule then defines the marginal tax rate and the corresponding rate for
capital gains.2"

Each family's net worth (W) is defined as the algebraic sum of the value of
portfolio and other investment assets, business assets, real estate and auto-
mobiles, minus the value of all debts. This definition thus omits consumer
durables (except automobiles), the cash value of life insurance and the present
value of future pension rights and social security benefits.

The remaining variables will be defined as they are introduced.

3. The basic parameter estimates

Parameter estimates for the sample of 1,406 households are presented in
eq. (4),

In G - -5.42+0.80 In YD- 1.55 In P
(0.15) (0.31)

+0.10 In W+o.12 AGE3554+0.25 AGE5564
(0.06) (0.21) (0.25)

+0.49 AGE65+, (4)
(0.30)

R2 = 0.20, N = 1,406.

The income elasticity is 0.80 and the price elasticity is - 1.55; despite the poten-
tial problem of collinearity between income and price, the standard errors of the

2°T1hM is intended to reflect the deductible mortgage interest on the owner's equity plus the
local property tax.

2 1Together with the 5 percent of the value of owned residences, the percentages of AG! are
intended to estimate all itemized deductions other than charitable contributions (including
interest, medical expenses, state and local taxes). A search procedure was used to find the
percentages, within each broad AG class, which trade the weighted proportion of taxpayers
who itemized in the sample equal to the actual proportion of returns which were itemized in
1963. These percentages are for all itemized returns, not just those that would have itemized if
there were no deduction for contbutions.

2The calculation ignores state income taxes. There is no information on the taxpayer's state
of residence. These rates were generally still quite low in 1963.



264

M. Feldstein and C. Clotfelter, Tax Incentives 9

elasticities are quite small. Although the wealth elasticity is relatively low, the
very substantial range of wealth within each income class implies that wealth
differences are responsible for a substantial part of the variation in contributions.
Although the individual age dummies are not statistically significant, the
coefficients suggest that giving rises substantially with age: families in which the
head is between 35 and 54 years old give 12 percent more than similar families
in which the head is under 35; for those 55 to 64 the difference is 25 percent and
for those over 65 the difference is 49 percent. /

Table t
Price and income elasticities of charitable giving based on 1Iternative definitions of price and

income.a

Price Income
Equation SSR

Definition Elasticity Definition Elasticity

1.1 P -1.55 YD 0.80 9,836
(0.30) (0.15)

1.2 P -1.57 YPD 0.83 9,823
(0.30) (0.15)

1.3 P -1.54 YDA 0.79 9,856
(0.31) (0.15)

1.4 P -1.44 0.95 9,836
(0.31) (0.17)

1.5 P[50] -1.14 YD 0.84 9,792
(0.20) (0.14)

1.6 P[50] -1.15 YPD 0.87 9,780
(0.20) (0.14)

1.7 P[50] -1.10 YDA 0.81 9,832
(0.21) (0.15)

1.8 P[50] -1.07 0.99 9,793
(0.20) (0.16)

'The equations all contain a constant term, a wealth variable and age variables. All estimates
relate to the sample of 1,406 observations. The price variables are: P = 1 -, where )n is the
marginal tax rate; P50 is a weighted average of P and 1 -n-0.50 mc, where 11c is the marginal
rate for capital gains if an asset test is satisfied, and P if the test is not satisfied. For non itemizers,
P = 1. The income variables are: disposable income (YD), permanent disposable income
(YPD), disposable annuity income (YDA) and consumption with an instrumental variable
estimator (6). See text for additional details.

Table I compares the basic parameter estimates for different definitions of
income and price using the same specification as eq. (4). The constant terms and
the coefficients of wealth and of the age variables are not shown. The price
elasticity of approximately - 1.5 is essentially unaffected by the choice of income
definition (equations 1.1 through 1.4). Before considering the implication of
these elasticity values, it is important to study the alternative price definitions
that reflect the contribution of appreciated assets.
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The special problems raised by gifts of appreciated property were briefly
discussed in section 2. The available data severely limits the possibility of dealing
fully with this problem. The price for the gift of appreciated property that would
otherwise be sold is I -m-mc(l -BV), where mc is the marginal tax rate on
capital gains and B/V is the ratio of the basis (usually cost) to the current value
of the asset. There is unfortunately no data on the B/V ratio for property gifts.
Moreover, if the asset would not otherwise be sold immediately, the present
value of the reduction in the capital gains tax is less than mc(l -B1). If we
denote the present value of this reduction in the capital gains tax by wnc(l -

BIV), where 0 _ a I is the relevant discount factor, the price of a gift of
appreciated property is l-m-a.mc.(1-BV). Since neither a nor B/V is
known, and since only their product enters the price variable, we have used a
maximum likelihood search procedure (described below) to estimate the
composite parameter a(l -B/). The value of a(l -B/V) is assumed to be the
same for all taxpayers.

For any given value of a(l - B/V) there is still a problem of how to combine
the separate price variables for gifts of cash and for gifts of appreciated
property. Although the price for gifts of property is always less than the price
for cash gifts, individuals who make gifts of property almost always also make
gifts of cash. These individuals may prefer cash gifts for contributions below
some minimal size or for contributions to particular types of donees. Since there
is a very high correlation between the two prices, 2 3 it is better to use a weighted
average of the two prices than to use the two prices separately. The relative
importance of the two prices clearly differs among the income classes: the
survey indicates that gifts of assets accounted for less than one percent of total
giving by households with income below $15,000, but for more than 60 percent
of total giving by households with income over $100,000. Although weights
could be assigned to each taxpayer on the basis of the composition of that
taxpayer's gifts, doing so would introduce a very substantial element of in-
appropriate simultaneity in the definition of price. Instead, households are
classified into seven income classes, with the relative weights for all households
in each class based on the average composition of the gifts in that class.

Not all taxpayers can take advantage of the option to contribute appreciated
property. An individual who does not own common stock is unlikely to have an
appreciated asset that is suitable for making charitable gifts.2 4 As a pre-
cautionary measure, we assume that any taxpayer who does not have common

"The correlation between 1-m and 1 -m-mc(l -E BV)a would be I if mc were proportional
to m. In fact, mc = 0.5 m for all taxpayers with marginal rates below 0.50 and mc = 0.25 for
all other taxpayers. For nonitemizers, both prices are I.24Other forms of liquid assets do not, in general, appreciate. Bond prices were generally
falling in the period before 1963. Although gifts of real estate, works of art and other property
are possible, these are relatively uncommon and are unlikely for individuals who do not hold
common stock. Our analysis takes no account of gifts of 'income property', e.g., personal papers
and artists' own creations.
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stock worth at least three percent of his adjusted gross income will make only
cash gifts. 5

The final price variable will be written P[a(I -B/V)] to emphasize that it is
conditional on the parameter a(l-B/V). The variable is defined by

P[2(I -B/V)l = I for nonitemizers,

= I -nj for itemizers with insufficient common
stock,

- Wi( -ml)+(l - W)[l - ni- a(l - B/V)mci]
for others, (5)

where the weight W, is the ratio of the value of cash gifts to total gifts for the
income class of which household i is a member. For eight values of 0(l -B/V)
between zero and one, the logarithm of P[a(l -B/V)], is substituted for In P,
in the basic specification of eq. (4). The value of a(1- B/V) for which the regres-
sion has the lowest sum of squared residuals is the maximum likelihood estimate
of this composite parameter and the estimated coefficients for this value are the
maximum likelihood estimates of the corresponding parameters.2 6

The likelihood function is relatively flat between a(I-B/V)= 0.25 and
2(1 -B/V) = 0.75, but reaches a maximum at a(I -B/V) = 0.50. The income,
wealth and age coefficients are not substantially different from the results
obtained in eq. (4) with the simple price variable. The price elasticity falls from
1.55 to 1.14 (S.E. = 0.20). This specification implies a smaller response to any
given change in price. The estimated price elasticity is again quite insensitive
to the definition of income (see eqs. 1.5 through 1.8).

The alternative definitions of income have little effect on the estimated price
elasticity. Because permanent disposable income (YPD) corresponds to the
lowest sum of squared residuals, we present the full equation,

In G = - 5.90+0.87 In YPD- 1.15 In P(50)
(0.14) (0.20)

+0.10 In WI+0.14AGE3554+0.26AGE5564
(0.65) (0.21) (0.26)

+0.45 AGE65+, (6)
(0.30)

R 2 = 0.21, N = 1,406, SSR = 9,792.

2 'The three percent is arbitrary but conservatively small. A comparison of the sum of
squared residuals with and %%ithout this qualifying test shows that the test improves the ex-
planatory power of the model.2 6This, ofcourse, assumes that the disturbances are normal, independent and homoskedastic.
This overstates the price for nonitemizers w ho do avoid capital gains tax on gifts of property.
However, since there arc almost no gifts of property by individuals with incomes below S20,000
and almost no nonitemizers above that income level, the effect of this is extremely small.
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The wealth and age coefficients are almost identical to those of eq. (4) and are
thus not sensitive to the measurement of income or price.

Before studying additional modifications of this basic equation, it is useful
to consider the implications of these elasticity values. Since a full analysis is
presented in section 5, only some individual examples are now examined. In
1963, households with incomes between $8,000 and $10,000 contributed an
average of $165. The average price for these taxpayers was 0.84. If contributions
were not deductible, the price would rise by 19 percent (from 0.84 to 1.00) and
therefore, given a price elasticity of - 1.15, contributions would fall by about
18 percent or $30.27 This amount is neither implausible nor contrary to the
common assertion that the deductibility of contributions is likely to have only a
'small' effect on the amount given by low income households.2 s

For households with disposable income between $25,000 and $50,000, the
average contribution was $2,125 and the average price was 0.49. The lower
average price in this income class implies that the deductibility of charitable
gifts has a substantially greater effect than in the lower income class. Eliminating
the deductibility would raise the price by 104 percent (from 0.49 to 1.00) and
would therefore lower the contribution by about 56 percent, or $1,190.

It is interesting to note the special implication of a price elasticity of exactly
minus one. With this price elasticity, the value of giving responds to changes in
price in such a way that the net cost to the individual donor is unaffected by the
deductibility. Donees receive an amount equal to the sum of the net cost to the
donors (which remains constant) plus the revenue foregone by the Treasury.
The efficiency of the incentive to charitable giving, i.e., the ratio of additional
funds received by donees to revenue foregone by the Treasury, is 100 percent.
The actual estimated price elasticity of - 1.14 implies an efficiency greater than
100 percent, i.e., philanthropic organizations receive more in additional funds
than the Treasury loses in foregone revenue.

In concluding this section, it is useful to compare the current parameter
values with the estimates based on aggregate data by income class for the years
1948 through 1968. Feldstein (1975a, eq. 18) reported an income elasticity of
0.82 (S.E. = 0.03) and a price elasticity of - 1.17 (S.E. = 0.09).29 The two
estimates are remarkably close to the current values of 0.87 and - 1.15 in spite
of the great differences in the source of the data and level of aggregation.

27More exactly, (1.19)- 1.1 - = 0.82, implying that contributions are decreased by 18 percent
or $30. This assumes that the increased tax revenue is not redistributed to the taxpayers; allow-
ing for such a tax cut would have almost no effect since the individuals would spend only about
2 percent of the increased disposable income on charitable giving.28This has been stressed by Aaron (1972), Kahn (1960), McDaniel (1972a) and Vickrey
(1962) among others. Although the effect on the average gift is small, the aggregate effect is
substantial. We return to this in section 5 below.29rese aggregate equations defined income as adjusted gross income and did not contain
wealth or age variables. The maximum likelihood price variable also assumes a basis to value
ratio of 0.50.

60-529 0 - 80 - 18
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4. Additional specifications and tests

This section and the next section test the sensitivity of the basic results to a
number of generalizations of the specification and restrictions of the sample.
The evidence all tends to confirm the conclusions that the price elasticity is
slightly greater than one and that the income elasticity is slightly less than one.
We begin by restricting the sample, first to taxpayers who itemize and then to
taxpayers under age 60. A variety of demographic factors associated with giving
are examined next. Section 5 considers alternative specifications in which the
price and income elasticities are allowed to vary with income and wealth.

4.1. Taxpayers with itemized deductions

A taxpayer who does not itemize his deductions has a price of I for all
charitable.contributions. Section 2 explained how we decided whether each
household would (in the absence of any charitable contributions) have itemized
its deductions or used the standard deduction. A total of 486 of the original
1,406 households were treated as nonitemizers. To see whether the price effect
of itemizing is similar to the price effect due to the variation in the marginal rate
for itemizers, we recstimated the basic regression of eq. (6) (with price defined
as P[501) for the sample of 920 households who itemized (and would have
itemized even in the absence of charitable contributions). The price and income
elasticities are very similar to the values for the entire sample that were pre-
sented in eq. (6). The itemizcrs' income elasticity (0.93, S.E. = 0.20) is a little
higher than for the full sample (0.87), and the price elasticity (1.39, S.E. = 0.24)
is also slightly higher than the value of 1.15 obtained for the full sample.
Although this suggests a somewhat stronger response to change in marginal rate
than to itemizing per se, the difference is very small and well within the standard
error of the parameter estimate.

4.2. Agedl and nod ged taxpayers

It seems plausible that the philanthropic behavior of older taxpayers may
differ substantially from the behavior of younger ones. Decisions about current

giving and charitable bequests are likely to be more interdependent than at
earlier ages. 3" Current income may be a very poor measure of permanent
income and current giving may reflect patterns established earlier in life. For
both reasons, N health nav be more important than at younger ages. Our sample
contains 304 households in which the head was 60 years old or older. 3 ' The

30See Aron;on and Schwariz (1960), Fcldstein (1974) and Shoup (1966) on the effects of
taxation on charitable bequCsts.

-' 11 his group contains solc who are completely retired and others who have reduced their
work %iihout being completely retircJ. 1kecause it is not possible to distinguish the 'partly
retired' from those Nho are fully ernploye', \ke focus on age alone.

B
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income elasticity (0.79, S.E. = 0.26) and the price elasticity (0.84, S.E. = 0.30)
are smaller for this group, and the wealth elasticity is substantially larger
(0.22, S.E. = 0.14), than in the entire sample. The size of the sample (N = 304)
results in larger standard errors, and the usual analysis of variance test shows
that dividing the population into aged and nonaged does not significantly
improve the explanatory power of the model."2

4.3. Other demographic and economic factors

The survey data provide other information about the demographic and
economic attributes of each household. An analysis of the effects of these factors
on charitable giving is both interesting in its own right and useful as a way of
testing whether the previously observed price and income elasticities are biased
because of the simpler specifications. For this purpose, households have been
classified with respect to seven factors in terms of the characteristics of the head
of the household: age, sex, race, community size of residence, employment,
home ownership and education.

Table 2 shows that allowing for the influence of these factors has almost no
effect on the estimated price, income and wealth elasticities. In particular, the
price elasticity of - 1.098 is extremely close to the value of - 1.15 obtained in
eq. (6) when the other explanatory variables are omitted. The additional
variables are themselves also generally insignificant: only 6 of the 11 coefficients
exceed their standard error and only one is more than twice its standard error.
The one factor with a substantial effect is community size: households in
medium size cities contribute the most (given their income, price, wealth and
other characteristics), while households in large cities contribute the least.

The insignificant impact of such factors as home ownership and education
appears contrary to the common observation that home owners and college
graduates give more than renters and those who did not graduate from college.
Such observations do not, of course, adjust for the effects of price and wealth.
Column 3 presents the unadjusted average33 gifts in each group. These averages
conform to the usual presumptions. For example, college graduates contribute
more than three times as much as nongraduates and the difference of $275 is
more than four times the standard error. Comparing columns 1 and 3 thus
shows that many of the factors associated with greater contributions are simply
indirect reflections of income.

"2For the complete sample, the sum of squared residuals is 9,792, while for the two subsamples
it totals 9,760. The F statistic is 0.91, less than the 5 percent critical value of 2.21 with 5 and
1,394 degrees of freedom. The price elasticity for those below age 60 is -1.43 with a standard
error of 0.27.

33These are weighted averages in which the relative weight is the inverse of the sampling
probability for the household.



270

M. Feldstein and C. Clolfelter, Tax incentives

Table 2

Effects of demographic and economic factors on charitable giving.

Adjusted effects

Coefficient Standard
error

(I) (2)

Unadjusted effects

Mean Standard
($) error
(3) (4)

income (In YPD)
Price (In P50)
Wealth (In IV)
Age

< 35
35-54
55-64
65+

Sex
Male
Female

Race
White
Nonwhite

Community size
< 250,000

250,000-1,000,000
> 1,000,000

Employment
Self-employed
Employee
Not working

Home ownership
Renter
Owner

Education
College graduate
Other

0.772
-1.098

0.095

0.1 56

0.201
0.057

0.170 (0.212)
0.300 (0.258)
0.466 (0.320)

-0.085 (0.264)

0.250 (0.194)

0.517 (0.157)

-0.257 (0.246)

0.161 (0.200)

0.138 (0.318)

0.005 (0.189)

0.293 (0.201)

5. Varying price elasticities34

The specification of a constant price elasticity is clearly an assumption of
convenience. We have therefore examined several alternative specifications in
which the price elasticity is allowed to vary as a function of income, price and
wealth. Although there is sonic variation in the price elasticity, the evidence
supports the conclusion that the average elasticity is approximately one.

Three different forms of varying price elasticity have been estimated. The

"4A more detailed discussion of this subject is available in an earlier version of this papzr
that s as distributed as Harvard Institute of Econoniic Research discussion paper no. 381 in
Septem ber 1974.

15

91
159
169
247

(48)
(33)
(54)
(65)

163 (24)
98 (70)

166 (25)
III (55)

103 (35)
211 (33)
123 (72)

268 (58)
133 (26)
161 (77)

104 (39)
182 (28)

397 (64)
122 (24)
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first modifies the basic specification by replacing the constant price elasticity
by a price elasticity that varies linearly with the logarithm of income, price or
wealth. For example, when the price elasticity is posited to depend on price,
we obtain

In G = -5.85+0.86 In YPD-(1.16+0.004 In P50) In P50
(0.14) (0.44) (0.106)

+0.096 In W+O.14 AGE3554+0.26 AGE5564
(0.056) (0.21) (0.26)

+0.45 AGE65+, (7)
(0.30)

R2 = 0.21, N = 1,406, SSR = 9,780.

The coefficient of In P50 varies only very slightly with In P50, and the additional
coefficient is very much smaller than its standard error. Using the same form
of the equation to allow the price elasticity to vary with income (YPD) or
wealth also produces completely insignificant effects.

The second method of generalizing the constant price elasticity specification
is to reestimate the basic equation with different price elasticities in different
parts of the price range:

In G - -5.97+0.88 In YPD- 1.16 In P50(< 0.3)
(0.15) (0.20)

- 1.26 In P50(0.3-0.7)- 1.82 In P50(> 0.7)
(0.42) (0.64)

+0.084 In W+0.13 AGE3554+0.26 AGE5564
(0.057) (0.21) (0.26)

+0.48 AGE65+, (8)
(0.30)

R2 = 0.21, N = 1,406, SSR = 9,771,

where In PS0(< 0.3) is either the logarithm of P50 if P50 is less than 0.3 or is
equal to zero, and In P50(0.3-0.7) and In P50(> 0.7) are defined similarly.
Each of the separate price elasticities is absolutely greater than the overall value
of 1.15 but the differences are not statistically significant. Similar equations
with separate price elasticities for different income groups were also estimated.
The price elasticities vary substantially but have large standard errors: -2.75
(S.E. = 0.80) for income below $8,000, -0.75(S.E. = 0.32) between $8,000
and $40,000, and -1.16 (S.E. = 0.18) above $40,000. A corresponding
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specification by wealth group shows that price elasticities decrease as wealth
increases but the standard errors are again very large: -3.22(S.E. = 0.85) for
wealth less than $10,000, - 1.68(S.E. = 0.45) for wealth between $10,000 and
$100,000, and -1.09(S.E. - 0.20) above $100,000.11 In short, the evidence
appears strong that the price elasticity exceeds one, but the data does not permit
inferences about differences in the elasticity among income or wealth groups.

The third and most general specification is to allow all of the coefficients
to vary among the income and wealth classes. Although there are rather sub-
stantial elasticity differences among the income classes, the standard errors are
large and the disaggregation is not statistically significant. 6 The results are
very similar for the disaggregation by wealth groups: the elasticities differ
greatly but the standard errors are quite large: with net worth below $10,000,
the price elasticity is -3.69(S.E. = 0.97); for net worth from $10,000 to
$100,000, it is - 1.83 (S.E. = 0.62). Although in the group with net worth over
$100,000 the price elasticity is only -0.52(S.E. = 0.31), this is primarily due
to the very large fraction of older persons in this sample of wealthy households.
For households in which the head is less than 60 but net worth exceeds 5100,000,
the price elasticity is - 1.09,' essentially the same as for the whole sample. It is
the wealthy aged for whom the complex interaction between estate taxes and
income taxes makes the current model least appropriate; only further work on
data that links bequests and lifetime giving will be able to provide an estimate
of the price elasticity for this group with an adequate adjustment for the effect
of estate taxes. 37

6. Interdependence among individuals in charitable giving

It is widely believed that the amount that each individual contributes to
charity is substantially influenced by the amounts that he perceives others to be
giving. Social experiments confirm that individuals on the street who do not
know they are participating in an experiment are more likely to make charitable
contributions if they have just witnessed someone else making a contribution
[Krebs (1970)]. Fund raisers emphasize the importance of 'leadership gifts',
large gifts by some high income individuals that motivate similar individuals to
make comparable gifts and lower income individuals to make gifts that are
larger than they would otherwise make.

3SAlthough th e value of -3.2 for low wealth households seems inappropriately large, it
should be noted that the average price is so close to one that even an elasticity of - 3.2 only
implies that tax deductibility raises giving by 35 percent.3 'The price elasticities and standard errors are: -2.50 (0.91) for income < $8,000, -0.89
(0.41) for $8,000 < income < $40,000, and -0.70 (0.39) for income > $40,000. The F ratio
of 1.27 is less than the 5 percent critical value of F(14, oo) = 1.69.

37For example, a wealthy aged individual may prefer to forego the income tax deduction and
-make a charitable bequest, because this increases the size of his gross estate and therefore the
amount that can be given free of estate tax to his wife under the 50 percent marital deduction.
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It is not clear, however, whether this demonstration effect appreciably alters
each individual's total giving or only changes the distribution among different
charities. The existence of an interdependence among individual behavior is
both an interesting question in itself and a matter of substantial importance for
the impact of alternative tax treatments of charitable contributions. If each
individual's giving does depend positively on the gifts of individuals with the
same or greater income, an increase in the price of giving for the highest income
groups will not only depress their giving but would depress the giving of lower
income individuals as well.

The current section extends the previous specification to a model in which
each individual's giving is a function of the average giving in his own income
class and in the income classes above him. More specifically, to the previous
equation we add the variable

E Wjj In aj
g* J (9)

where 0, is the mean giving per household in income class j, and Wjs measures
the 'economic proximity' of ind;,vidual i and income class j. The summation
is taken only for the individual's own income class and the classes above him. 3 8

The economic proximity is defined by

w, = ) A 0, (10)

where 7, is the mean income in income class J, and ;, is the mean income in
the income class of individual i. With a positive value of A, the economic
proximity of an income class declines with the difference between the individual's
income and the mean income of that class.

The new variable g,* is thus a weighted average of others' contributions with
weights that are specific to each individual. The basic equation has been re-
estimated after introducing values of gr corresponding to all integral values
of A between 0 and 15. The sum of squared residuals increases with A until
A = 10 and then remains constant. This value of A implies that the weights on
all other income classes are so small that the giving by other classes can be
ignored; 39 the value of g$ is effectively In 6j, the logarithm of the mean giving
in the individual's own income class. Moreover, the coefficient of this variable
is itself insignificant (0.22, S.E. = 0.24). When the estimated price coefficient

"'The specification of g* uses 7 income classes, with lower limits of: zero, $5,000, $10,000,
$15,000, 525,000, 50,000 and $100,00.

3 Only the values for income class I matter because of the high value of A. With A = 10, the
relative weight to giving in other classes is always less than 0.006.



274

M. Feldstein and C. CGoffelter, Tax Incentives 19

(-0.96, S.E. = 0.28) is adjusted for the effect of interdependence, the implied
total price elasticity is - 1.23, slightly higher than in the original specifications."

The essentially negative conclusion about interdependence prompted us to
consider an alternative specification. A potential donor might focus on how
much others give relative to their income rather than on the absolute amount
that they give. We therefore redefined the interdependence variable of eq. (9),
replacing In Gj by In ((Cj/ Y). The results with this new specification were very
similar to those with the old specification: a high value of A, a similar coefficient
(0.15, S.E. = 0.19) and an implied price elasticity of - 1.19.

The estimates presented in this section thus provide no support for the view
that the -total amount that an individual contributes is a function of the amount
given by others. Although these results are clearly not definitive evidence against
the notion of such interdependence among individuals, we believe that the
burden of proof now rests with those who support a theory of interdependent
giving.

7. Simulated effects of alternative tax changes

This section uses the estimated price and income elasticities to calculate the
effects of alternative changes in the income tax treatment of charitable contri-
butions. The simulations show, for each income class, the change in the average
gift, 4 the change in the average income tax and contributions. 2 It is a perhaps
ironic and unintended effect of several of the proposals that, although they
increase the taxes paid by the higher income groups, they also increase the net
disposable income after tax.

Four possible !ax changes have been examined. The first alternative is the
complete elimination of the deductibility of charitable contributions, i.e.,
raising the price of giving to 1 for all households. The second proposal is to
replace the deductibility with a tax credit at the rate of 20 percent, i.e., changing

4°To evaluate the full effect of price on individual giving, we must recognize that g , is a
function of price. We can approximate the total price effect by assuming that all individuals
within each class are identical except for age. The values of In Gi (the dependent variable) and
gg* are then identical for each age class, and the basic equations can be solved, i.e., the total
price elasticitq is the partial price coefficient (-0.96) divided by I minus the gl* coefficient of
0.22, i.e., -0.9610.78 = - 1.23.

" No attempt is made to calculate the effect on total giving because the simulations are done
with the same restricted sample of 1,406 households as the original regressions.

4'Net disposable income is equal to personal consumption expenditures plus savings.
Although individuals obtain satisfaction from making charitable gifts, we believe that there is a
significant difference in kind between personal consumption and charitable giving. Tax policy
decisions that arc concerned with distributional equity should not be indifferent between a
dollar of personal consumption and a dollar of charitable giving. Moreover, charitable giving
has much greater positive externalities than most other forms of consumption. Net disposable
income (NDI) understates the individual donor's welfare but NDI plus charitable giving would
overstate welfare since the individual pays less for charitable giving than for other types of
consumption whenever P[50] < 1.
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the price of giving to 0.8 for all households, including those that do not currently
itemize.4" Note that this is equivalent tc a matching scheme in which'the donor
receives neither a credit nor a deduction but the donee receives a matching grant
from the government equal to 25 percent of the total contributions that it
receives. The third proposal is also a tax credit but with a rate of 30 percent, or,
equivalently, a matching system with a matching rate of 43 percent.

The final alternative is to continue the deduction of charitable contributions
but to eliminate the taxpayer's ability to contribute appreciated property
without paying any tax on the capital gains. More specifically, this proposal
is to tax the donor on the capital gains component of his gift, i.e., to make the
price of all gifts 1 -m, where m is the marginal rate of income tax.4 4 The impor-
tance of this change for each taxpayer obviously depends on that taxpayer's
current use of gifts of appreciated property. For the simulations, we have treated
this proposal as equivalent to changing the price from P50 to 1 -m. 4 s

Associated with each of these proposals is an across-the-board change in all
tax rates designed to keep the tax revenue unchanged. The calculation of this
compensatory change and the actual process of simulation can be described
most easily for the first proposal. Complete elimination of the deductibility of
charitable contributions has two effects: (1) for itemizers, it raises the price
of giving from P50 to 1; (2) this yields additional tax revenue to the government
equal to Y, (1 -P5OdGA, where G, is the amount given by individual i before
the change in the tax rate andf, is the weight to individual i based on the original
sampling probabilities.' 6 The ratio of this additional tax revenue to total tax
receipts is the factor by which all tax rates can be reduced and leave the govern-
ment with the same total tax revenue that it had before the elimination of the
deduction. This reduction in all tax rates reduces each individual's tax liability
and therefore increases his value of 'income after tax that would be due if
no contributions were made' (YD and YPD). The resulting change in each
individual's contribution is then calculated from the equation47

In G'-In G, = 0.87 (in YPD'- In YPD,)

+ 1. 15 In P501, (I)
431 ignore the possibility that some households pay no taxes and cannot benefit from a tax

credit. Alternatively, the proposal might be regarded as paying a cash subsidy to any household
in which the credit exceeds the tax liability.

"Nonitemizers would be unaffected by this proposal and would continue to face a price of 1.6SRecall that P50 for household i is equal to W(1 - in+(Q - W,)[l -ml-0. OmcJ, where
W, is the ratio of cash gifts to total gifts for households in that income class, m, is the marginal
rate of tax on income and me, is the marginal rate of tax for capital gains. See section 3 above.

"i6f the entire sample were used, Elf, would equal the total number of households. All of the
current calculations are based on Efe for the restricted group of 1,406 households.

47The parameter values are taken from eq. (6); although there is some evidence that the
price elasticity varies with income and wealth, the varying parameter values are too uncertain
and unreliable. Recall that G, is one dollar more than the contribution actually reported by the
individual. Note that the age variables, wealth variables and constant terms can be ignored
because the equation calculates only the relative change in each individual gift.
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where G6 is the predicted contribution after the tax change and YPDj is the
original value of 'permanent income minus the tax that would be due if no
contributions were made' plus the value of the tax reduction for individual 1.
Since eliminating the deduction raises the price of giving to I, In P50, = 0,
and therefore does not appear in eq. (11).

The analysis of the effects of a 20 percent tax credit is more complicated.
First, each individual's price is changed from P50 to 0.80. If each individual's
giving remained unchanged, this would yield additional tax revenue to the

/government equal in value to ( -P50j-0.20)G1fj. If all tax rates are cut by
the ratio of the additional tax revenue to the original revenue, the individual's
income increases to YPD'. This 'trial' value of YPD' is then used to calculate a
new gift according to

In G'-In G = 0.87 (In YPD'-in YPD)- 1.15 (In 0.80-In P50).
(12)

The new G' values of giving imply a different cost to the government of the tax
credit and therefore a different total revenue gain from the tax change:
Y(l - PS0- 0.20)G'. The incomes are again adjusted (to YPD") and a new set of
gifts (G") are calculated using a specification analogous to eq. (9). Although this
process might be repeated again, the additional accuracy that could be gained
at this stage is too small to warrant the additional computations.

A similar iterative procedure is used to assess the effect of changing the tax
treatment of appreciated assets, but this time the tax reduction alters the price
term as well as the income term. Thus, the first round simulation becomes

In G'-In G = 0.87 (In YPD'-In YPD)

-1.15 [In (1-m')-In P50], (13)

where m' is the marginal tax rate after the tax cut has been put into effect.
Table 3 presents the predicted effects of the four tax changes on the average

contributions per household in each gross income class.4 Consider first the
complete elimination of the deductible. The simulations indicate that this would
reduce the average gift (in 1963) from 5157 to 5116, a reduction of 26 percent.49

Of course, the relative change differs substantially among income classes.
Households with incomes below $5,000, a group that includes many nonitemi-
zers, had an average current price of 0.94. Removing the deductibility of con-
tributions only raises the average price by 6 percent. It is not surprising, there-

"The income classes are defined in terms of total income before tax.
"Because these averages include the gifts of both itemizers and nonitemizers, the reduction

of 26 percent is necessarily smaller than the 34 percent reduction for itemizers only that was
previously reported in Feldstein (1975a). For nonitemizers, this proposal raises giving since
price is unchanged while income rises.
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fore, that the average contribution only falls from $59 to $53, or 11 percent.5 0

In contrast, households with incomes over $100,000 faced an average price of
only 0. 14 and would respond to the tax change by cutting their contributions by
95 percent.51 ' 2

The replacement of the deduction by a 20 percent tax credit (including a credit

Table 3

Effects of alternative tax changes on average contributions.

Average charitable contribution (S)
Income -
class Current Eliminate 20% tax 30% tax Constructive
($000) law deduction credit credit realization of

asset gifts

0-5 59 53 60 64 60
5-10 150 126 156 177 158
10-15 193 148 185 211 196
15-20 315 228 284 325 321
20-50 670 381 475 545 684
50-100 2,062 767 940 1,063 2,198
100+ 22,528 1,173 1,380 1,521 8,029

Average 157 116 141 159 155

Contributions relative to actual 1963 gifts

0-5 1.00 0.89 1.02 1.08 1.02
5-10 1.00 0.84 1.04 1.18 1.05
10-15 1.00 0.77 0.96 1.09 1.02
15-20 1.00 0.72 0.90 1.03 1.02
20-50 1.00 0.57 0.71 0.81 1.02
50-100 1.00 0.37 0.46 0.52 1.07
100+ 1.00 0.05 0.06 0.07 0.36

Average 1.00 0.74 0.90 1.01 0.99

$Olt might seem at first that contributions should fall even less since a six percent price
increase and a price elasticity of - 1.15 imply a fall of only seven percent, which the tax cut, by
raising incomes, partly offsets. But the relevant price change is not the unweighted average but
the weighted average in which the weights are the original amounts of the contribution. Since
lower original prices are associated with larger original contributions, the weighted average
effect is larger than the unweighted effect.5 An increase in price from 0.14 to 1.00 would in itself cut giving by 90 percent. But, as the
previous footnote indicated, the negative correlation between original price and original giving
implies that this underestimates the effect of the tax charge.

"2This represents a substantially greater change than the 78 percent decrease calculated in
Feldstein (1975a) because that calculation made no allowance for the effect of gifts of appre-
ciated assets. Although the average price for this group is P50 = 0.14, the average price of cash
gifts is 0.22.
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to nonitemizers) only decreases average giving by 10 percent, while a 30 percent
credit actually increases average giving by one percent. This substitution does,
however, have a substantial effect on the distribution of contributions among
different income classes. A 30 percent credit raises the average gift of households
with incomes below $20,000, but decreases the average gift of households with
$50,000 to $100,000 by 48 percent and the average gift of households with
income over $100,000 by 93 percent. Such a change in the sources of total
giving would have an important impact on the distribution of gifts among
different types of donees. Religious organizations receive a large share of the
gifts of low and middle income families while higher income families give
primarily to education, health, cultural and community organizations. 53

Finally, the constructive realization of gifts of appreciated assets causes a
substantial reduction (64 percent) in giving in the highest income class and very
small increases in all other classes. These increases occur because the tax change
and the reduced contribution yield substantial additional tax revenue from the
highest income class which permits increasing disposable income in all other
classes. These increases in income outweigh the small increases in price. Just as
with the introduction of a credit, there is almost no effect on total giving but a
large change in the relative importance of different donors, and therefore a
significant shift in the distribution of total giving among different types of
donees.

Table 4 shows the effects of the four tax proposals on the tax paid in each
income class and on the net disposable income after both tax and charitable
contributions. As in table 3, each of the changes in the tax treatment of chari-
table contributions2s accompanied by a proportional change in all tax rates to
keep current total tax collections unchanged. The tax ratios, i.e., the ratio of the
taxes under the proposed alternative to current taxes, are all between 0.98 and
1.04 for households with incomes (before tax) of less than $100,000. The only
significant changes in tax liability occur for households with incomes over
$100,000. The smallest increase in tax liability (11 percent) results from the
constructive realization of appreciation in gifts of assets. The largest increase
(21 percent) occurs when the current deduction is replaced by a 30 percent tax
credit.

The net disposable income ratios show a rather surprising result. Although
there is almost no change (less than 3 percent) for households with incomes
below $100,000, the highest income households actually have an increase in
net disposable income of between 5 and 12 percent. The fall in charitable
contributions in this highest income group exceeds the increase in taxes, leaving
the households with a greater net income for personal consumption or accumu-
lation.

"See Feldstein (1975b) for an analysis. of the impact on different types of donees of alter-
native changes in the tax treatment of charitable contributions.
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Table 4

Effects of alternative tax changes on tax payments and disposable income.

Tax ratios"
Income
class Eliminate 20% tax 30% tax Constructive
(000) deduction credit credit realization of

asset gifts

0-5 0.99 0.98 0.97 1.00
5-10 1.00 0.98 0.97 1.00
10-15 0.99 0.98 0.99 1.00
15-20 0.99 0.99 1.00 1.00
20-50 1.00 1.01 1.02 1.00
50-100 1.01 1.02 1.04 0.99
100+ 1.17 1.19 1.21 1.11

Net disposable income ratios"

0-5 1.00 1.00 1.00 1.00
5-10 1.00 1.00 1.00 1.00
10-15 1.01 1.00 1.00 1.00
15-20 1.01 1.00 0.98 1.00
20-50 1.01 1.01 1.00 1.00
50-100 1.03 1.01 1.00 1.00
100+ 1.12 1.08 1.05 1.10

aThe tax ratio is the ratio of taxes due under the alternative to 1963 taxes under the
current law. All ratios are rounded to the nearest 0.01.

b7he net disposable income ratio is the corresponding ratio of income minus tax
minus contributions. All ratios are rounded to the nearest 0.01.

8. Conclusion

This paper has presented a detailed analysis of the sensitivity of charitable
giving to alternative tax treatments. The evidence Indicates that the elasticity
with respect to the price or net cost of giving is slightly greater than one. This
implies that any increase in price will reduce the total contributions received
by charitable organizations by more than it increases the taxes collected by the
Treasury.

The price and income elasticities estimated in the current study are very
similar to the values obtained by Feldstein (1974a) with a very different type
of data: total contributions on itemized returns as reported by the Internal
Revenue Service for each adjusted gross income class in the even years from
1948 through 1968. Some preliminary analysis of a yet different type of data, a
large sample of individual tax returns for 1962 and 1970, appears to provide
further support for these elasticities.
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The appropriate tax policy in this area depends on a complex set of issues
and value judgments. The key empirical question is the extent to which alter-
native tax treatments would affect the volume and distribution of charitable
contributions. We hope that th. current study will provide a useful empirical,
basis for any future policy analyses.
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THE INCOME TAX AND CHARITABLE CONTRIBUTIONS

BY MARTIN FELDSTEIN AND AMY TAYLOR'

Charitable contributions are an important source of basic finance for i wide variety of
private nonprofit organizations that perform quasi-public functions. The tax treatment of
charitable contributions substantially influences the volume and distribution of these gifts.
The current study present new estimates of the price and income elasticities of charitable
giving. The parameter estimates are then used with the United States Treasury Tax File
to simulate the effects of several possible alternatives to the current tax treatment of
charitable giving.

INDIVIDUAL CHARITABLE CONTRIBUTIONS are an important source of basic finance
for a wide variety of private nonprofit organizations. Higher education, research,
health care, the visual and performing arts, welfare services, and community and
religious activities rely heavily on the voluntary institution. In 1970. American
families contributed more than $17 billion for their support.

The volume and distribution of charitable gifts is influenced by the personal
income tax treatment of charitable contributions. There are today a number of
widely discussed proposals for changing these rules. The appropriate tax treatment
of such gifts involves a complex series of economic issues. Critical to a resolution
of these issues is an understanding of the likely quantitative effects of alternative
tax rules: the effects on the total volume of charitable gifts and its distribution
among the different types of donees: the effects on the distribution of tax burdens
among income classes; and the effects on the distribution of net income for
personal consumpton and accumulation.

It is the purpose of this study to shed some new light on these important questions.
This paper presents new evidence on the price and income elasticities of charitable
giving based on the special Treasury tax files for 1962 and 1970. These data sets
provide very large samples of individual observations with exact information on
the lax price and charitable giving. The basic parameter estimates are very similar
to earlier results that were obtained using aggregate pooled cross-section time-
series data (Feldstein [8]) and household survey data (Feldstein and Clotfelter
[11]). The parameter estimates are used here with the 1970 Treasury tax file to
simulate the effects of several possible alternatives to the current tax treatment of
charitable giving.

Section I describes the basic specification and data that are used to derive the
estimates. The second section presents parameter estimates for 1962 and 1970
using different definitions of the key variables. Section 3 combines data for 1962
and 1970, thus using the historical change in tax rates as the basis for estimating

IWe are grateful to Bernard Friedman and Daniel Frisch for assistance with the research, to the
Commission on Private Philanthropy and Public Needs for financial support, and to M. Bailey.
M. Boskin, 0. Break, I. Brittain, N. McClung, J. Morgan, J. Pechman, G. Rudney, L. Silverstein.
E. Sunley, S. Surrey, and M. Taussig for useful discussions. This paper was written while Feldstein was
Ford Research Professor at the University of California at Berkeley.
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the price elasticity. The fourth section discusses the evidence on separate elasticities
by income class. The simulation method and results are presented in Section 5.
There is a brief concluding section.

I. SPECIFICATION AND DATA

Because charitable contributions are deductible in determining taxable income,
the current income tax system makes the "price" of charitable contributions less
than the price of other goods and services. An individual with a marginal tax rate
of 40 per cent can give $100 to charity by forgoing $60 of personal consumption;
for him the net price of charitable contributions is only 0.6. More generally, for an
individual whose marginal tax rate is m the price of charitable giving is P = I - m.,

The basic specification of the behavioral equation relating charitable giving (G)
to income (Y) and price (P) is the constant elasticity relation:

(1.1) log = O flo+ i log Y + P2 log P + f3 MARj + P4 AGE, + t

where MAR, is a dummy variable indicating that the taxpayer is married and
AGE, is a dummy variable indicating whether the taxpayer was over age 65. The
primary definition of income that is used in this study is adjusted gross income

* minus the tax that would have been paid if no charitable contribution were made.
The marginal tax rate is based on the corresponding taxable income, i.e., the
taxable income of the individual if no charitable contribution were made. In this
way, the income and price variables are exogenous, at least to the extent of not
depending on the individual's charitable giving. 3

The 1970 Treasury Tax File is a sample of individual tax returns for the year
1970. These returns are a stratified random sample of all returns for that year
with a sampling fraction that increases with income until there is 100 per cent
sample for incomes over $200,000. To limit theco"mputational costs of analyzing
these data, we drew a 20 per cent random sample from the tax file. After eliminating
the returns of non-itemizers, the sample contained 15,291 returns.

As we indicated above, the price variable depends on the marginal tax rate for
the taxable income that the individual would have had if he had made no charitable
gift. For most taxpayers this was calculated easily by adding actual charitable
giving to actual taxable income and using the tax tables to find the marginal rate
on this expanded taxable income. Special calculations were made for taxpayers
who used income averaging or the alternative tax method. The Treasury assisted
us by adding the state marginal income tax to each record, together with an
indication of whether federal taxes are deductible in computing state taxable
income. Each individual's total marginal tax rate was calculated by combining
state and federal marginal tax rates, with full allowance for the reciprocal deductions
where appropriate.

Contributions of appreciated assets create a special problem for measuring the
price of charitable giving. When an asset is given away, its full value can be deducted

I When the contribution includes a gift of appreciated property, the price is lower and more compli-
cated to compute. We return to this below.

3 Other measures of price and income have been studied and will be discussed below.

60-529 0 - So - 19
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from the donor's taxable income but there is no constructive realization and there-
fore no tax to be paid by the don6r on the capital gain. The opportunity cost (price)
of a gift that is given in the form of an appreciated asset therefore depends not only
on the individual's marginal tax rate but also on the fraction of the asset's value
that is accrued capital gain and on the alternative disposition of the asset. An
example will clarify the way in which these variables determine the relevant price.
Consider an individual whose marginal rate is 40 per cent and who contemplates
donating an asset that is now worth $100 and for which he originally paid $30.
If he gives the asset away, he reduces his taxable income by $100: he therefore
reduces his tax liability by $40 and thus increases his after-tax income by $40. If he
instead sells the asset, he pays a tax of 514 (half of his marginal rate on the capital
gain of $70) and increases his after-tax income by $86. For this individual, the
opportunity cost of the 5100 contribution is therefore $46 of forgone consumption.
If ihe price is defined in terms of forgone consumption, the price of the gift is
P = 0.46. This price clearly depends on.the ratio of the asset's original cost (or
basis) to its current value: an original cost of 51 implies P = 0.40, while an original
cost of S100 implies P = 0.60. More generally, P = I - mc(l -- B/V) - m where
V is the current value of the asset, B is its basis o5r original cost, m is the marginal
tax rate on income, and mc is the marginal tax rate on capital gains.

The preceding calculation defined the opportunity cost of a donated asset in
terms of forgone immediate consumption, i.e., it assumed that if the asset were not
given away it would be sold in the current year. The price is higher and the cal-
culation is, more complex if the opportunity cost is defined in terms of forgone
saving or wealth, i.e, if it is assumed that the asset would not otherwise be sold
in the current year. The individual in the preceding example could retain the $100
asset or he could give it away and add the $40 tax saving to his wealth. Viewed'in-
this way, his opportunity cost price is 0.60, the same as for contributions of money:
moreover, this price is independent of the ratio of the capital gain to the present
asset value. Since the individual who does not give away the asset also has a
future tax liability, this tends to overstate the opportunity cost of a prospective
contribution. However, by postponing the sale of the asset the individual can
substantially lower the present value of the tax and, if the asset is never sold during
the individual's lifetime, the capital gains tax liability is completely eliminated when
the asset passes at death.4

If we denote the present value of the reduction in the capital gains tax by
a mc(l - B/V) where 0 < a < I is the relevant discount factor, the price of a gift
of appreciated property is 1 - m - a .mc . (1 - B/V). Since neither a nor B/V is
known, and since only their product enters the price variable, we have used a
maximum likelihood search procedure (described below) to estimate the composite
parameter a(1 - B/V). The value of a(l - B/V) is assumed to be the same for all
taxpayers.

'If the individual gives the asset away to another person, there is no constructive realization and
the tax is postponed until the recipient sells the asset. The original owner can also consume most of
the value of the asset by using it as collateral to borrow funds which he then consumes, thus enjoying
the consumption while postponing or avoiding the capital gains tax. See Bailey [5] for evidence that a
very large share of accrued capital gains are never subject to capital gains taxation.
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For any given value of (I - B/V) there is still a problem of how to combine
the separate price variables for gifts of cash and for gifts of appreciated property.
Although the price for gifts of property is always less than tle price for cash gifts,
individuals who make gifts of property almost always also make gifts of cash.
These individuals may prefer cash gifts for contributions below some minimal
size or for contributions to particular types of donees. Since there is a very high
correlation between the two prices,' it is better to use a weighted average of the
two prices than to use the two prices separately. The relative importance of the
two prices clearly differs among the income classes: the data indicate that gifts
of assets accounted for less than one per cent of total giving by households with
income below S15,000 but for more than 60 per cent of total giving by households
with income over $100,000. Although weights could be assigned to each taxpayer
on the basis of the composition of that taxpayer's gifts, doing so would introduce
a very substantial element of inappropriate simultaneity in the definition of price.
Instead, households are classified into seven income classes with the relative weights
for all households in each class based on the average composition of the gifts in
that class.

Not all taxpayers can take advantage of the option to contribute appreciated
property. An individual who does not own common stock is unlikely to have an
appreciated asset that is suitable for making charitable gifts. As a precautionary
measure, we assume that any taxpayer who does not report dividends or capital
gains will make only cash gifts.

The final price variable will be written P[a(l - B/V)] to emphasize that it is
conditional on the parameter o(1 - B/V). The variable is defined by:

P[aI - B/V)]1 = I - mi for taxpayers with insufficient common stock

(1.2) =- W(I - m) + (1 - W)[l mi - (1 - B/V)mcl]
for others,

where the weight W is the ratio of the value of cash gifts to total gifts for the income
class of which household i is a member. For alternative values of 41 - B/IV)
between zero and one, the logarithm of P[ (l - B/V)] is substituted for In P in
the basic specification of equation 1.1. The value of l(l - B/V) for which the regres-
sion has the lowest sum of squared residuals is the maximum likelihood estimate
of this composite parameter and the estimated coefficients for this value are the
maximum likelihood estimates of the corresponding parameters.

The Treasury Tax File for 1962 is very similar to the 1970 File.6 The 20 per cent
random sample of itemized returns provided 13,770 observations. The primary
difference in procedure is that the marginal tax rate refers only to the federal tax
rate since no information on state rates was available.7

'The correlation between I - m and 1 - m - mc(I - B/V)* would be if mc were proportional
to m. In fact, mc = 0.5m for all taxpayers with marginal rates below 0.50; until 1969 mc = 0.25 for all
other taxpayers while after that mc = 0.25 only for the first $50,000 of capital gains.

'We are grateful to the Brookings Institution for making the 1962 file available to us.
'To test the likely sensitivity of the results to this lack of data, we estimated the 1970 equation with

the state tax rates set equal to zero. This had very little effect on the estimated parameter values.
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2. THE BASIC CROSS-SECTION ESTIMATES

The estimate of the basic equation with data for 1970 is presented in the following
equation:

In G = - 1.419 In P + 0.768 In Y + 0.317 MAR

(2.1) (0.070) (0.023) (0.048)(2.1)
+ 0.443 AGE - 2.580, R1 9 70 = .404.

- (0.038) (0.201)

The price elasticity is - 1.419 and the income elasticity is 0.768. In spite of the
potential problem of collinearity between price and income, the standard errors
are very small. The coefficient of the dummy variable for married taxpayers (0.317)
indicates that married couples give 37 per cent more than single individuals with
the same income and price. The coefficient of the age dummy indicates that tax-
paying units in which one or both of the taxpayers is over 65 years old give 56 per
cent more than younger taxpayers with the same income and wealth.

Equation (2.2) shows that the price and income elasticities for 1962 are very
similar to those for 1970:

In G = - 1.305 In P + U"745 In Y + 0.265 A4AR
(0.036) (0.018) (0.042)

(2.2)
+ 0.132 AGE - 2.100, R19 62 = 0.52.

(0.034) (0.160)

The elasticity estimates are also very similar when the sample is restricted to
married taxpayers below age 65:

(2.3) In G =- .274 In P + 0.799 In Y- 2.351, R1962 =0.52-(0.043) (0.020) (0.176)

The special problems raised by gifts of appreciated property were briefly
discussed in Section 1. As we noted there, the available data severely limit the
possibility of dealing fully with this problem. It is necessary to summarize both the
effects of allowing the contribution of property at market value without constructive
realization for capital gains taxation and the possibility of alternative untaxed
dispositions through personal gift or bequest by a single measure of the "discounted
gain-to-value ratio". Since no data are available on the actual gain-to-value ratio
of contributed assets or the alternative way in which the asset would otherwise
have been used, a maximum likelihood search over possible discounted gain-to-
value ratios is employed. The sum of squared residuals changes very little (less than
one per cent) as the discounted gain-to-value ratio varies between zero (where
asset gifts are equivalent to cash gifts) and one (where asset gifts are all appreciation
and have no basis." The minimum occurs at 0.875 in 1970 and at zero in 1962.
Neither of these extreme values seems plausible. Although the assets given away

' In 1962, at the very highest marginal tax rates, individuals could face a negative price for gifts of
appreciated property if the discounted gain-to-value ratio'was sufficiently high. We imposed a lower
bounl of 0.10 on the price variable for the current estimates.



287

1206 M. FELDSTEIN AND A. TAYLOR

may have an actual ratio of gain-to-value near 0.875, sophisticated taxpayers are
aware of the alternative opportunities for avoiding capital gains taxation. The
discounted gain-to-value ratio is therefore almost certainly lower than 0.875. But
a value of zero implies that there is no incentive to give assets instead of cash and
thus conflicts with the substantial proportion of the gifts of high income individuals
in the form ofappreciated assets. Moreover, the two previous studies of this question
(Feldstein [8]) and Feldstein and Clotfelter (11]) both found that the maximum
likelihood estimate was a discounted gain-to-value ratio of 0.50. Imposing this
value with the current data implies the following equation for 1970:1

In G = - 1.285 In P(50) + 0.702 In Y + 0.341 MAR

(2.4) (0.059) (0.024) (0048)

+ 0.419 AGE - 1.933, R129.o = .406.
(0.038) (0.214)

Using this price variable for appreciated asset gifts does not alter any of the basic
implications of equations (2.1) and (2.2). The price elasticity of - 1.285 is slightly
lower than the previous estimate but still implies substantial price sensitivity.10

The estimates for 1962, shown in equation (2.5), are also quite similar to equation
(2.4): In G = - 1.088 In P(50) - 0.757 In Y + 0.184 MAR

(2.5) (0.033) (0.185) (0.042)
+ 0.134 AGE - 2.066, R196 2 = 0.52.

(0.035) (0.166)

Before studying any further modifications of this equation, it is useful to consider
the implications of this estimate of the price elasticity. Among families with dis-
posable incomes between $10,000 and 515,000 in 1970, the average price of giving
was 0.80 and the average gift was about $300. If contributions were not deductible,
the price would rise by 25 per cent (from 0.80 to 1.00) and therefore, given a price
elasticity'of - 1.285, contribution would fall by about 25 per cent, or $75.1"
This amount is neither implausible nor contrary to the common assertion that the
deductibility of contributions is likely to have only a "small" effect on the amount
given by lower income households. 2

-9 This raises the residual sum of squares for 1970 by less than 0.2 per cent. The data are thus quite
uninformative about this parameter.

10 The price elasticity varies with the assumed "discounted gain-to-value ratio" although these
differences are not large. For example, the 1970 price elasticity was - 1.083 at the ratio of 0.875. The
change implication of changing the gain-to-value ratio is therefore partly offset by the resulting change
in the priceelasticity. The aggregate effect of eliminating the deductibility of contributions is therefore

-influenced much less by the assumed gain-to-value ratio than either that ratio or the price elasticity
alone would imply. The estimated effects of other changes, e.g., the substitution of a credit for the
deduction, are more sensitive and additional evidence on this question would be very useful.

" More exactly, (1.25)- l.211 = 0.75, implying that contributions are decreased by 25 per cent or $75.
This assumes that the increased tax revenue is not redistributed to the taxpayers; allowing for such a
tax cut would have almost no effect since the individuals would spend only about two per cent of the
increased disposable income on charity.

12 This has been stressed by Aaron (1), Kahn [12). McDaniel [13], and Vickrey (18], among others.
Although the effect on the average gift is small, the aggregate effect is substantial. We return to this in
Section 5 below.



288

INCOME TAX AND CHARITABLE CONTRIBUTIONS 1207

For households with disposable income between 550,000 and 5100,000, the
average contribution was $2,000 and the average price was 0.42. The lower average
price in this income class implies that the deductibility of charitable g;fts has a
substantially greater effect than in the lower income class, Eliminating the deducti-
bility would raise the price by 138 per cent (from 0.42 to 1.00) and would therefore
lower contributions by about 67 per cent, or $1,344.

It is interesting to note the special implication of a price elasticity of exactly
minus one. With this price elasticity, the value of giving responds to changes in
price in such a way that the net cost to the individual donor is unaffected by the
deductibility. Donees receive an amount equal to the sum of the net cost to the
donors (which remains constant) plus the revenue forgone by the Treasury. The
efficiency of the incentive io charitable giving, i.e., the ratio of additional funds
received by donees to revenue forgone by the Treasury, is 100 per cent. The actual
estimated price elasticity of - 1.285 implies an efficiency greater than 100 per cent,
i.e., philanthropic organizations receive more in additional funds than the Treasury
loses in forgone revenue.

The current parameter values are very similar to those obtained in earlier studies
with very different bodies of data. Feldstein [8) used aggregate Internal Revenue
Service data by income class for the years 1948 through 1968. With the same price
and income definitions as in equations (2.4) and (2.5), the aggregate analysis implied
a price elasticity of - 1. 17 (S.E. = 0.09) and an income elasticity of 0.82 (S.E. = 0.03).
Feldstein and Clotfelter [11] analyzed household survey data collected for the
Federal Reserve Board in 1953. The corresponding price and income elasticities
are - 1.15 (S.E. = 0.20) and 0.87 (S.E. = 0.14).

The implications of this research stand in sharp contrast to the results of an
earlier and often cited study by Taussig [17]. Taussig examined a sample of 47,678
itemized individual income tax returns for 1962. He found extremely low price
elasticities (absolute elasticities not greater than 0.10) and concluded that the
current tax deductibility of contributions, therefore, does little to stimulate
charitable giving.' 3 We believe that the basic reason for this striking difference in
results is that Taussig used inappropriate measures of price and income. More
specifically, Taussig used the marginal rate for actual taxable income, i.e., income
net of the individual's own charitable contribution. An individual who gives more
to charity therefore has, ceteris paribus, a lower marginal rate and a higher price.
This introduces a spurious positive association of price and giving and thus biases
the elasticity with respect to price (or marginal rate) toward zero. Taussig's
measure of income was also inappropriately dependent on the individual's
actual contribution, i.e, income was also measured net of taxes actually paid
rather than of the taxes that would have been paid with no charitable contribution.
Equation 2.6 shows the results of using this inappropriate measure of price (P)
and income (YT) with our 1962 Treasury Tax File sample of married taxpayers
less than 65 years old:

13 Taussig's estimates are based on a specification like the current equation (2.1) except that the
logarithm of the marginal tax rate is used instead of the logarithm of price. Re-estimating our equation
with the logarithm of marginal rate instead of the logarithm of price does not alter our conclusions.



289

1208 M. ELDSTEIN AND A. TAYLOR

(2.6) In G = -0.520 In PT + 1.053 In YT - 4.734, R2962 = 0.51.
(0.045) (0.019) (0.166)

The price elasticity of -0.520 is very much lower than the value of - 1.274
obtained in equation (2.3) with the more appropriate measure of price. Taussig's
use of incorrectly dependent price and income variables thus accounts for more
than two-thirds of the difference between our estimate and Taussig's earlier result.
It is not clear to us why Taussig's estimated price elasticity was actually smaller
than the value we obtained in equation (2.6).14 One possibility is a problem with
Taussig's data. Taussig's sample of 47,678 itemized returns was part of the 1962
Treasury Tax File used in the current study. Unfortunately, part of the original
data tape containing 22,918 returns (33 per cent of the total sample of itemizers)
was missing in the computer tapes with which Taussig worked. The frequency
distribution of the Taussig sample by income class and other attributes (reported
in [16]) are quite different from those for the complete sample. If Taussig's
observations were a random sample from the Tax File, this loss of data should not
affect the expected value of the estimates. It is worth noting, however, that with
this incorrect definition of price and income and results are quite sensitive to the
particular sample. When equation (2.5) is re-estimated with the 1970 sample, the
estimated price elasticity is actually a small but insignificant positive value:
0.025 with a standard error of 0.079. It should be remembered in contrast that
equations (2.1) through (2.4) show that the 1962 and 1970 results agree quite well
with each other when the correct measures of price and income are used.

3. THE EFFECTS OF CHANGES IN TAX RATES

The basic problem in estimating the impact of taxation on charitable giving is
to separate the effects of price and income. Since price depends on marginal rate
and marginal rate depends on taxable income, there is a correlation between price
and our estimate of economic income. The relatively small standard errors of the
price and income elasticities in the equations of Section 2 show that the traditional
problem of collinearity is not serious in the current context. But the traditional
problem of collinearity is limited to linear dependence. It is possible, however, that
the association between price and economic income implies a more fundamental
problem of nonlinear under-identification. Suppose that the true relation between
giving and income is not one of constant elasticity but involves a more general
functional relation. Although the logarithm of price has a low correlation with the
logarithm of income, it might have a high correlation with the "correct" function
of income. The attempt to estimate this correct functional specification would then
lead to very imprecise estimates of the price elasticity.

We do not believe that this is a serious problem. The bivariate distribution of
price and income in Table I shows that there is substantial variation of price within

"4 An attempt to reproduce Taussig's exact specification produced an elasticity of 0.24 with respect
to the marginal tax rate. The implied elasticity with respect to price is -0.24P/(l - P). Thus at a
price of 0.6 the implied elasticity is -0.36.
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individual income classes. Nevertheless, we have developed an alternative to the
cross-section regression that permits price elasticities to be estimated without any
restrictive assumption on the effect of income on giving.

The new method utilizes the fact that tax rates were substantially reduced in
1964. At each real income level, the price of charitable giving in 1970 was higher
than the price in 1962. The average charitable contribution at each income level
was also lower in 1970 than in 1962. A separate price elasticity could be calculated
for each income class if we could be confident that no exogenous factor was
responsible for any change in giving. This restrictive assumption is unnecessary
if we wish to calculate a common price elasticity for all income levels. We shall
allow for an exogenous "trend" factor that raises or lowers giving at all income
levels by a common factor and then estimate the price elasticity in a way that
involves no assumptions about the effect of income.

Table 11 shows the changes in the price and amount of giving between 1962
and 1970. More specifically, column I indicates the 1962 net income class (adjusted
gross income minus tax liability with no charitable contributions) and column 2
shows the real income in 1970 corresponding to the midpoint of that class. Column
3 shows the ratio of contributions to net income for taxpayers who itemized in
each income class in 1962 (g62) and column 4 shows the corresponding value at
the 1970 income level (g70). The estimate for 1970 is obtained by interpolating
from a list of ratios similar to column 3 that was derived with the 1970 Treasury
Tax File. It is clear that in every case (except the class with incomes over $750,000
in 1962) the value of charitable gifts declined between 1962 and 1970; the ratio of
g70 tog62 is presented in column 5. Columns 6 through 8 present the corresponding
information about the price for cash gifts. In every case (again except the class with
incomes over $750,000 in 1962) the price was higher in 1970 than in 1962.

The change in price and corresponding change in giving can, in principle, be
used to calculate price elasticities for each income class on the assumption that
the change in giving is due only to the change in price. That is,
(3.1) (gV 2/ 7 =

where the subscript k denotes the kth income class. The results of this calculation
are shown in column 9. The price elasticities decrease rapidly until the $20,000
income level and then vary between 1.1 and 2.7.1'

The very high elasticities in the first three income classes are associated with
very small price changes. This suggests that there was a systematic exogenous fall
in giving in addition to the price effect. To estimate both the price effect and the
exogenous change, we.replace equation (3.1) by

1,7oI In701 q
(3.2) (g7O) = 4. " - a,

~g62 1  ~p 6 2J
,s This calculation assumes that giving is influenced by real incomes rather than relative incomes.

If the calculation is repeated by comparing giving and prices at the same relative incomes, the price
elasticities average 0.94 (after excluding two income classes in which the price changed less than
five per cent and the resulting price elasticities were extremely large.
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where C is a constant (presumably less than 1) and ei is an independent random
variable. After a logarithmic transformation, the estimated equation is:

(3.3) In - = -. 083 - 1.540 In (p70/p62), A' = .77; N = 16.
(3 I (.040) (0.214)

The price elasticity of - 1.540 is very similar to the price elasticities estimated for
individual cross-section data for 1962 and 1970. The constant term of -0.083
implies that there was an exogenous decrease of eight per cent from 1962 to 1970
or approximately one per cent per year.

A similar calculation can be done with the price variable measured to include
the effects of appreciated asset gifts. Columns 10 through 12 compare the price
based on a 50 per cent "discounted gain-to-value ratio". The estimated response
to the change in this price is:

(3.4) In (g7T0/g62) = -0.143 - 1.393 In p(50)701 A = 0.78; N = 16.
(0.033) (0.189) [p(50)62j'

The price elasticity of -1.39 corresponds well to the cross-section estimates of
- 1.28 for 1970 and - 1.09 for 1962.

There is a potential problem with the data for the lower income classes. The
fraction of individuals itemizing at each income level below $20,000 decreased
between 1962 and 1970. There is a danger therefore of comparing dissimilar
households in these income groups. Fortunately, the estimated price elasticity is
quite insensitive to the exclusion of the bottom three income groups: the estimated
price elasticity changes only from - 1.393 to - 1.344.

These estimates give equal weight to each of the income classes. However, each
observation represents a different number of individuil tax returns in our sample.
Fortunately, the estimates are not sensitive to weighting the observations. With
each observation weighted by the number of individual returns in that class, the
price elasticity rises from - 1.393 to - 1.575.

In short, the method of this section provides strong evidence that there is no
identification problem in the cross-section estimates. The current methods literally
hold income constant in relating the change in giving to the change in price.
The results strongly confirm the cross-section estimates of price elasticities
between - 1.0 and -1.5.

4. ESTIMATING SEPARATE PRICE ELASTICinES BY INCOME CLASS

The assumption that there is a single price elasticity for the entire population
is clearly a simplification. lndividuals.will, of course, differ in their sensitivity to
price. Using a single "average" price elasticity to describe everyone's behavior is
nevertheless appropriate if these differences in price elasticity are distributed
randomly in the population. But if the "average" price elasticity differs substantially
among income classes, it would be appropriate to reflect these differences in
simulations of alternative policies.
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It is worthwhile therefore to examine whether the price elasticity does vary
with income. There are several ways to do this. The simplest method is to extend
the current specification by allowing an interaction term, the product of the
logarithm of price and the logarithm of income. This allows the price elasticity to
vary continuously with income but forces the variation to assume a smooth
and monotonic form with the same relative sensitivity to income changes at all
levels. The results of such a specification with the 1970 data are presented in equation
(4.1):

(4.1) In G = 5.351 In P + 0.519 In Y - 0.602 In Y. In P + 0.307 MAR
(0.475) (0.031) (0.042) (0.049)

+ 0.395 AGE + 0.114, 1970 = 0.406.
(0.038) (0.306)

The coefficient of the cross-product term implies that the absolute price elasticity
rises substantially with income. Indeed, for incomes below $7,455, the implied
price elasticity has the wrong sign. This indicates that the attempt to fit such a
smooth and monotonic relation between price and income is not appropriate.
In order to fit the observations well at high income levels, the functional form is
forced to be inappropriate at low levels.

A more general specification allows the price elasticity to vary among income
classes and imposes no particular parametric form on the relation between income
and price elasticity. There are two ways in which this can be done. A separate
equation can be estimated for each income class, thus allowing not only the price
elasticity but also the income elasticity and the effects of marital status and age
to vary by income class. Alternatively, a single regression can be estimated with
a separate price elasticity by income class but a common income elasticity and
common effects of marital status and age. Both methods have been used.

Table III presents the estimated price and income elasticities in four income
classes when all coefficients are allowed to vary. For incomes above $20,000, the

TABLE III
PPICE AND INCOME ELAsTian, Dy INCOME CLASS'

Income 1962 1970
class Price Income Price Income

(S,000's) P(50) Y P(30) Y

4-20 -3.67 0.53 -0.35 0.80
(0.45) (0.07) (0.52) (0.10)

20-50 -0.97 0.61 -0.85 0.89
(0.26) (0.19) (0.31) (0.16)

50-100 -1.10 1.90 -1.12 0.87
(0.19) (0.20) (0.22) (0.20)

100+ -1.29 1.02 -1.74 1.03
(a4) (0.04) (0.08) (0.04)

All -1.09 0.76 - 1.28 0.70
(0.03) (0.19) (0.06) (002)

L aMd oe @eparata reuaoim for nch income clam ith dummy miabin for
m&Aitl stim ad agt Prim is beod oe a disfiacad gpia4o.sWu ratio of 0. 50.
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results in both years are similar to the constant elasticity regressions of equations
(2.4) and (2.5). There is some indication that the price elasticity increases with
income but, except for the highest income class in 1970, the differences are relatively
small. The results for taxpayers with incomes below S 2,000 differ substantially from
the basic constant elasticity regressions. The results also differ greatly between 1962
and 1970. The estimate for 1962 is - 3.67 with a standard error of 0.45. In contrast,
the 1970 estimate is only -0.35 with a standard error of 0.52. Both of these estimates
require further comment.

Consider first the high price elasticity for 1962. This value is not very different
from the low income price elasticity estimated previously with the Federal Reserve
Board survey data for 1962: - 2.50 with a standard error of 0.91 [11).16 It should be
remembered also that this price elasticity reflects a response to a relatively small
price differential among lower income households. The vast majority of households
with incomes under $20,000 faced a price of 0.8 or greater. Eliminating the
deduction would therefore raise their price by less than 25 per cent. Even with a
price elasticity of - 3 this would reduce their giving by less than 50 per cent.

The estimated price elasticity for low income households in 1970 reflects the
collinearity between price and income in this subsample. In higher income groups
there are some taxpayers with low marginal rates and other taxpayers with high
marginal rates. But among low income taxpayers there are no high marginal
rates. The large standard error of the price elasticity indicates that these data are
just not sufficiently rich to provide accurate information on both price and income
elasticities. However, by restricting the income elasticity and the effects of marital
status and age to be the same at all income levels it is possible to obtain more
precise estimates of the price elasticity. In effect, this procedure avoids the
collinearity problem by using information about the effect of income at all levels
in the estimation of the effect of price at each level. Equation 4.2 presents the
estimated equation for 1970 with five separate price elasticities:

In G - -2.264 In P(50) < 10 - 1.818 In P(50)10/20
(0.418) (0.235)

- 1.469 In P(50)20/50 - 1.168 In P(50)50/100

(4.2) (0.135) (0.085)
- 1.267 In P(50) > 100 + 0.782 In Y

(0.061) (0.031)

+ 0.365 MAR + 0.403 AGE - 2.843, 1970 = 0.403,
(0.050) (0.039) (0.324)

where P(50) < 10 is equal to P(50) if the taxpayers' income is less than $10,000
but equal to 0 otherwise, P(50)10/20 is equal to P(50) if the taxpayers' income is
between $10,000 and $20,000 but equal to 0 otherwise, etc. The implied price

"' Some new evidence based on a special survey conducted by the Survey Research Center of the
University of Michigan provides further support for relatively high price elasticities for low income
households. The alternative price elasticities based on different estimating methods for households
with incomes under S30,000 in 1973 center between -2.0 and - 3.0. See Boskin and Feldstein [71.
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elasticity in the lowest income class is now -2.26 with a standard error of 0.42
and thus rather similar to the corresponding price elasticity with other bodies of
data. The other price elasticities at income below $50,000 are also slightly higher
than the constant price elasticity of equation 2.4 wnile the price elasticity between
550,000 and $100,000 is very slightly lower.

These attempts to estimate separate price elasticities for individual income classes
indicate the difficulty of obtaining such information. The disaggregated results are
generally much less accurate than the overall price elasticity. The low income
itemizers are an unrepresentative sample of low income households. Nevertheless,
the current estimates and the previous evidence on this question do present a
reasonably consistent and clear picture. First, there is evidence in all the sources of
data that the price elasticity exceeds one for incomes over $20,000. There is some
indication that the elasticity may increase at the highest income level. Any estimate
less than one has a large enough standard error to preclude excluding the possibility
that the elasticity exceeds one. Second, although the estimates for taxpayers with
incomes below $20,000 are more uncertain, the evidence generally supports the
previous finding of a higher absolute price elasticity that is probably in the range
of -2 to -3.

5. SIMULATED EFFECTS OF ALTERNATIVE TAX CHANGES

This section uses the basic parameter estimates for 1970 (equation (2.4)) to
calculate the effects of alternative changes in the income tax treatment of charitable
contributions. The simulations show, for each income class, the change in the
average gift, the change in the average income tax, and the change in net disposable
income after both taxes and contributions. The effect on aggregate giving and on
gifts to particular types of donees will also be presented. All of the estimates are
for 1970 and use the 1970 Treasury Tax File."

Any change in the income tax law will alter the price of charitable contributions
that a taxpayer faces. Let P, be the current price faced by individual i and P, be
the price after a proposed change in the tax law. Similarly, let G, be the current
charitable contribution of that individual and G, the contribution after the change
in the tax law. Consider first how the calculation of the effect of a tax change would
be done if all households filed itemized returns. For a change in the tax law that
alters only price and not incomes or the demographic dummy variables, it
follows that the predicted change in the individual's contribution is:
(5.1) In G,' - In G, = - 1.285(1n Pj' - In P).

" The use of equation (2.4) with its constant price elasticity represents a possibly restrictive simpli-
fication. The previous section suggests that this may understate the relative effects of tax changes in the
highest and lowest income groups. An actual policy analysis should also consider alternative simulations
with varying price elasticities.

Is These calculations assume that the government does not change tax rates to offset any change in
total revenue resulting from the change in the tax treatment of contributions. Allowing for such a
compensating change would have relatively little effect on charitable giving since the average propensity
to spend on charitable giving is only about three per cent.
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Since the current actual giving is known for individual t, equation (5.1) can be used
to calculate the expected giving under the alternative tax system. If the tax change
alters income as well,"9 the change in giving is the following:

(5.2) In G' - In G, = - 1.285(ln P, - In P) + 0.702(In Y, - In Ye).

To extend the calculation to taxpayers who do not itemize, it is necessary to
estimate the amounts of the contributions that are currently made by these
individuals. Let di be the estimated gift in 1970 by individual i who used the
standard deduction. Similarly, let 10, be the gift that the individual would make
under the alternative tax treatment of charitable contributions. Since (, is unknown,
the value of 0, cannot be estimated from.the expected change in giving as it was on
the basis of equation (5.1) for taxpayers who itemize. Instead, we now estimate
0, and 0' separately on the assumption that the only relevant difference between
itemizers and non-itemizers with the same income is the different price that they
currently face.20

Because the estimated equations for itemizing taxpayers do not explain their
giving perfectly, there is a residual difference between actual giving and the giving
predicted on the basis of equation (2. 1). Each residual reflects the use of a loglinear
approximation and the omission of variables other than income, price, and the
two demographic effects. These residual differences are automatically taken into
account for itemizing taxpayers by the method of equation (5.1). For the non-
itemizing taxpayers, an estimate of the residual is calculated by averaging the
residuals of all itemized returns in that individual's income class; for this purpose,
nine income classes are used. With u, estimated in this way, the calculated value of
giving by non-itemizer i is simply the .value predicted by equation (2.1) with the
appropriate values of P and Y, plus the estimated residual u,.

The Treasury Tax File provides a weight for each individual return. The estimates
for each individual can therefore be aggregated to yield totals for each income class
and for all households that file returns.

The data for estimating the effect on individual donees are much less adequate
than the data that are available for estimating the effect on all types of donees
together. Every second year the Internal Revenue Service publishes the value of
itemized charitable contributions in 17 adjusted gross income classes. For 1962
only, the published report divided these contributions into five major types of
charities: (i) religious organizations, (ii) educational institutions, (iii) hospitals,
(iv) health and social welfare organizations (including United Funds, the Red Cross,
and specific disease associations), and (v) a residual group including libraries,
museums, zoos, musical organizations, and literary, educational, and scientific
foundations. This is the only source of data on the distribution among different
types of charities of the contributions of middle and high income households.
Feldstein [9] used these data to estimate separate price and income elasticities for

19 This is true for such proposals as the minimum tax that affect not only the tax treatment of charity.
20 Feldstein and Clotrelter [Ill, using survey data on giving by itemizers and non-itemizers, show

that there is little difference between the income-at-price elasticities estimated for itemizers only and
for the whole sample and that a variety of other economic and demographic factors have no effect on
giving when income and price are taken into account. This is confirmed by Boskin and Feldstein (7),
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giving to the five different types of donees. That analysis showed that gifts to
religious organizations and to health and welfare organizations have lower price
and income elasticities than gifts to the other types of charities. This was confirmed
by estimates using three different specifications. The current simulations use the
quite conservative assumption that the price elasticity is actually the same for all
of the donees and that only the income elasticities differ.21 This tends to reduce the
sensitivity of gifts to educational institutions and hospitals relative to the sensitivity
of gifts to religious and health welfare organizations. Since the educational
institutions and hospitals are still much more sensitive than other types of donees
this type of conservative assumption is probably warranted by the general
inadequacy of the data on giving to individual types of donees.

Consider first the implications of completely eliminating the deduction without
substituting any other provision that encourages charitable giving. The simulation
indicates that this would reduce total giving in 1970 from $17.3 billion22 to
$12.8 billion, a decrease of 26 per cent. Eliminating the deduction also increases total
tax revenue by $3.5 billion. This implies that the current deductibility induces
$1.29 of additional charitable giving per dollar of revenue lost.

Table IV shows that the reduction in contributions differs substantially among
the five major types of donees. Religious giving falls least, only 22 per cent. This
reflects the concentration of religious giving in the lower income households for
whom the price change implied by eliminating the deduction would be least.
In contrast, gifts to educational institutions and hospitals would fall nearly
50 per cent. Community health and welfare organizations are more similar to
religious organizations while the residual category contains museums, orchestras
zoos, and other charities favored by higher income donors.

Table V presents detailed results of the effects by income classes.23 The average
contribution in 1970 is given for broad income classes in column 3 and the corre-
sponding prediction if the deduction were eliminated appears in column 4. The
ratios of predicted contributions to actual contributions that are presented in
column 5 show that the relative reduction in giving is much greater among high
income classes than in lower income classes. While taxpayers with adjusted gross
incomes between $10,000 and $15,000 would reduce their gifts by 22 per cent
(from an average of $290 to $225), a reduction of 75 per cent is predicted for tax-
payers in the $100,000 to $500,000 class (from $9,184 to $2,246).

Eliminating the charitable deduction would raise the average taxes paid in every
income class but the increase would be greatest at the higher income levels.

" The actual technique is to assume that each individual's total gift is divided among donees in
proportions that depend on his income class but not on the specific provisions of the tax law.

22 In 1970 total giving on itemized returns was $13.0 billion. The remaining $4.3 billion is our
estimate of the total giving by taxpayers who filed non-itemized returns (i.e.. who used the standard
deduction This amount is estimated for each non-itemized return and aggregated with the appropriate
weights. Note that this procedure omits a small amount of giving by those households with income so
low that they are not required to file returns. Our re-estimate is nevertheless higher than the estimate
of individual giving that is produced by the American Association of Fund Raising Counsel (2] using
methods that we believe are much less accurate.

23 A similar table based on aggregate data was published in Feldstein [8]. In comparing the tables
it should be borne in mind that the current estimates are for all taxpayers while the previous table
referred only to taxpayers who filed itemized returns.
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TABLE IV

EFFECTS OF ELIMINATING THE CHARITABLE DEDUCTION

Contributions in 1970
(in millions of dollars)

Predicted with Percentage
Actual no deduction change

Religious organizations 10,441 8,158 -22
Educational institutions 679 355 -48
Hospitals 289 156 -46
Health and welfare organizations 2,499 1,819 -27
All others 3,417 2,281 -33

Total giving 17,324 12,770 -26

TABLE V
DISTRIBUTIONAL EFFECTS OF ELIMINATING THE CHARITABLE DEDUCTION, 1970

Number of
AGI class itemized returns Average charitable contributions Net disposable
($1,000's) (1,000's) G, G, G;,'G, Tax ratio income ratio

(1) (2) (3) (4) (5) (6) (7)

0-s 28,350,064 90 86 0.949 1.029 1.000
5-10 21,540,224 207 175 0.844 1.033 1.001

10-15 13,686,661 290 225 0.778 1.034 1.001
15-20 5,532,010 392 277 0.707 1.037 1.002
20-50 3,568.912 690 408 0.591 1.045 1.003
50- 100 353,158 2,022 756 0.374 1.053 1.006

100-500 74.631 9.184 2,246 0.245 1.090 1.017
500-1,000 1,795 72,038 12,646 0.176 1.148 1.048

1,00()+ 655 257,678 54,912 0.213 1.135 1.099

Average 237 175 0.737 1.042 1.002

TABLE VI
EttF('s oF ALTERNATIVE TAX TREATMENTS OF CHARITABLE GIVING

(Billions of 1970 Dollars)'

Percentage change
Change in Gifts to

Total Tax Total educational
No. Proposal gifts payments gifts institutions

I. Eliminate deduction -4.555 +3.521 -26 -48
2. 25 per cent tax credit +0.685 -0.725 +4 -24
3. 30 per cent tax credit +2.304 -2.060 +13 -17
4. Floor on deduction: 3 percent of AG! -3.515 +2.727 -20 -36
5. Constructive realization of gifts -0.458 +0.287 -3 -8
6. Limit maximum charitable deduction

to taxes paid -0.073 +0.046 -0.5 -2
7. 30 per cent optional credit, all returns + 3.448 - 2.957 + 20 + 8
8. 30 per cent optional credit,

itemizers only +1.532 -1.308 .+9 +4
9. Extend the deduction to non-itemizers +1.241 --0.993 + 7 + 3

10. Increase standard deduction -0.975 -8.259 -6 -3
(min. $1,500, max. 32,500)

4All price elasticities based on appreciated asset ipfis valued aI "discounted gain-lo-value ratio". Total gits 17.3 billion. Educational
gifts: 5679 million.

60-529 0 - 80 - 20
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Column 6 shows the ratios of the tax payments if the deductions were eliminated
to the actual tax payments in 1970. Although taxes rise by only 3.4 per cent in the
$10.00 to $15,00Qcl~astaxes rise by 14.8 per cent in the class of taxpayers with
incomes of S500,000 to 51,000,000.

The distributional effect of eliminating the deduction is quite different if we
focus on the change in net disposable income rather than the change in tax
payments. Net disposable income available for personal consumption or saving is
defined as adjusted gross income minus both the taxes actually paid and the
charitable contributions. Because charitable contributions fall sharply in the
higher income groups when the deduction is eliminated, their predicted consump-
tions and savings increase despite the greater taxes that they pay. Column 7
presents the ratio of predicted net disposable income to actual 1970 net disposable
income. Net disposable income rises at every income level, with the increase
ranging from less than 0.3 per cent for incomes under $50,000 to more than five
per cent over $500,000.

Most of those who have suggested eliminating the charitable deduction have
proposed that some alternative be introduced to encourage charitable giving.
Table VI summarizes the effects that several different common proposals would
have on total charitable giving, total taxes paid, and on charitable gifts to educational
institutions. Perhaps the most common proposal has been to replace the deduction
with a tax credit. While the deduction makes each individual's price depend on
his own marginal tax rate, the tax credit would make every taxpayer face the
same price.14 Proposal number 2 of Table VI shows the predicted results of
replacing the current deduction with a uniform tax credit of 25 per cent. With
this rate of credit, total giving and the total tax collections of the Treasury remain
approximately at their current levels: giving increases by $0.69 billion while taxes
fall by $0.73 billion. Although the aggregates are essentially unchanged, the impacts
on particular donees and particular individuals differ substantially. Gifts to
religious organizations actually increase by about 9.8 per cent while gifts to
educational institutions fall by 24 per cent. The net disposable income of individuals
with incomes between $10,000 and $15,000 would remain almost unchanged while
individuals with incomes above $500,000 would increase their net disposable
incomes by 6.4 per cent. Proposal 3 shows that even a 30 per cent tax credit, which
would cost the Treasury an additional $2 billion in forgone revenues, would still
leave educational institutions with a 17 per cent reduction in gifts.

Another common proposal is to continue the current deduction but to limit it
to contributions in excess of some percentage of income. Proposal 4 shows the
effect of a three per cent of adjusted gross income floor. Total giving would fall by
20 per cent and gifts to educational institutions would fall by 36 per cent. This
probably overstates the effect because it assumes that individuals do not accumulate
the contributions for several years in order to take advantage of the deduction.

2 A tax credit is equivalent to a matching grant except that the tax credit in these simulations is
limited to the individual's tax liability, i.e., the tax credit is nonrefundable. A refundable credit is exactly
equivalent to a matching grant. In practice, the difference would be small because of the relatively small
aggregate giving by individuals who do not currently file taxable returns.
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The frequent comparison of this floor to the current medical expense floor is
inappropriate because of the much greater ease with which charitable gifts can be
postponed and "bunched" to obtain the deduction,

Several critics of the current tax treatment of charitable gifts have proposed
cAanging the treatment of gifts of appreciated property by treating such gifts as
realization for tax purposes. This would eliminate the desirability of donating
property and would substantially increase the effective price for high income
donors. Proposal 5 shows that this change would have a relatively small total
effect but would reduce gifts to educational institutions by eight per cent. Moreover,
the net disposable income would rise for high income taxpayers. For individuals
with incomes over $500,000, the simulation shows that net disposable income
would rise by two per cent if the constructive realization of property gifts were
instituted.

Much of the public and political criticism of the current tax treatment of
charitable gifts occurs because some high income individuals make substantial
charitable gifts but pay no income taxes. Although the current rules that limit
charitable giving to no more than 50 per cent of adjusted gross income were
intended to prevent such avoidance of tax, individuals with sufficient non-
charitable deductions are still able to pay no tax while making substantial deductible
gifts. There is a simple way to eliminate this problem by changing the nature of the
contribution limit to a limit in relation to tax paid instead of the current limit in
relation to adjusted gross income. For example, each individual's charitable
deduction might be limited to no more than the amount of tax that he actually
pays in that year. Proposal shows that this would have very little effect on total
giving (a reduction of 0.5Yr cent) or on gifts to educational institutions (a reduc-
tion of 2 per cent).

Not all proposals to change the tax treatment of charitable gifts would reduce
giving. Some have proposed to increase the incentive to lower income households
while maintaining the current deduction for higher income households. One way
to do this is by an optional credit, leaving individuals the opportunity to use either
the deduction or a credit of, say, 30 per cent. Proposal 7 shows that such an option
would cost an additional $3 billion of forgone revenue but would increase total
giving by 20 per cent and educational gifts by 8 per cent. If the optional credit were
limited to itemizers only (on the grounds that non-itemizers are implicitly given
a tax reduction for charitable gifts in the standard deduction), the cost to the
government would fall to only $1.3 billion while gifts would increase by only
9 per cent (see Proposal 8). A quite different type of stimulus would be achieved
by extending the opportunity for charitable deductions to those who do not
itemize other deductions (Proposal 9). This would cost approximately S I billion in
lost taxes and would stimulate giving by 7 per cent, primarily to religious organiza-
tions. Some change of this type may be regarded as important to offset the effect
on giving that would otherwise result from the currently proposed increase in the
standard deduction. Proposal 10 shows that increasing the minimum standard
deduction to $1,500 and the maximum standard deduction to 52,500 would, in
1970, have decreased total giving by some 6 per cent.
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6. CONCLUSION

This paper has presented a detailed analysis of the sensitivity of charitable giving
to alternative tax treatments. Three different sets of estimates were developed:
cross.section estimates for the 1962 and 1970 Treasury Tax Files and estimates
based on the change in tax rates at each income level between these two years.
All three sets of estimates agree in placing the key price elasticity between - 1.0
and - 1.5. This value implies that the current deductibility of charitable gifts is
a very efficient incentive, yielding more in additional gifts than the Treasury
forgoes in potential additional revenue.

The price and income elasticities estimated in the current study are also very
similar to the values obtained in Feldstein [8) and Feldstein and Clotfelter [11)
with very different types of data. Feldstein (8) used total contributions on itemized
returns as reported by the Internal Revenue Service for each adjusted gross income
class in even years from 1948 through 1968. The basic estimate of the price elasticity
with that data was - 1.17. The analysis of Feldstein and Clotfelter used a large
survey of individual households with a sample that was heavily weighted toward
high income households. With that data the key price elasticity was - 1.15. In
short, there is very strong evidence from a variety of sources for the current
conclusion about the relatively high price elasticity of charitable giving.

Legal discussions of the appropriate tax treatment of charitable gifts have
stressed the abstract logic of a consistent definition of taxable income (Andrews [3),
Bittker [6), and Surrey [15)). In contrast, we have emphasized the empirical effects
of alternative policies on both donees and donors. We believe that the effect of
alternative tax treatments on the volume and distribution of gifts among donees
and on the distribution of tax liabilities and of net disposable income among
taxpayers are the crucial aspects for evaluating these proposals. We hope that the
evidence presented in this study will provide a useful foundation for future policy
discussions.2s

Harvard University
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EFFECTS OF THE CHARITABLE DEDUCTION ON CONTRIBUTIONS BY

LOW INCOME AND MIDDLE INCOME HOUSEHOLDS: EVIDENCE FROM

THE NATIONAL SURVEY OF PHILANTHROPY

Michael J. Boskin and Martin Feldstein'

Economists and tax lawyers have long debated
the efficacy and propriety of the income tax
deduction for charitable contributions.' The effect
of the deduction is to lower the individual's net cost
of giving if he itemizes his deductions. More
specifically, the net cost to the donor per dollar
received by the charitable donee is equal to one
minus the individual's marginal tax rate.' If the
elasticity of total giving with respect to this price (or
net cost) is absolutely greater than one, the
charitable deduction causes donees to receive more
in additional gifts than the Treasury forgoes in
revenue. Alternatively, if the price elasticity is
absolutely less than one, the deduction is less than
fully efficient in this sense.

In a series of recent papers, Feldstein and his
collaborators (1975a; 1973b; Feldstein and Clot-
felter, 1976; Feldstein and Taylor, 1976) obtained
estimates of the price elasticity that cluster around
- 1.2 from a variety of different data sources. All
but one of these studies (Feldstein and Clotfelter,
1976) are based on the gifts of only those taxpayers
who itemize their deductions. Since substantially
more than half of the households either do not
itemize deductions or do not file any tax return, the
estimated price elasticities have been obtained
primarily from the top half of the income
distribution. While this part of the population
accounts for a disproportionate share of charitable

Received for publication February 2, 1976. Revision
accepted for publication August 2, 1976,

'We are grateful to James Morgan for the survey daLe
used In this paper; to Joseph Pechman for insisting on the
imporianct of obtaining estimates for these income
groups. to William Basky and Henry Moore for
programming asistance; and to the Commission on
Private Philanthropy and Public Needs foe financial
support. A more detailed analysis of this data is presented
In an earlier version presented as Harvard Institute of
Economic Research Discussion Paper No. 427 and
Stanford University Center for Research in Economic
Growth Research Memoranda Series No. 150.

ISee, e.g., Aaron (1972) Andrews (1972) Bittker 1972),
Kahn (1960), McDaniel (1972). Surrey (1972), Taussig
(1967), and Vickrey (1962).

'This refers to gifts of cash or of depreciated property.
Gifts of appreciated property have a lower net cost
because no tax is paid on the appreciation.

contributions, extrapolation to the entire population
may not be warranted. A variety of policy proposals
that are currently being considered, eg., a tax credit
for all taxpayers for charitable gifts or extension of
the charitable deduction to non-itemizers, would
alter the price of giving for households that do not
now itemize. An accurate estimate of the price
elasticity for this income group is required to predict
the effects of such policies. The results presented in
the current paper indicate that oweholdr with
iroros under $30,000 are verry uensrit to lax.
indvred relations in the cost of gitinS; th estitated
)wice elaticities genralty exceed twO.

1. The Data
The data for this study were collected by the 1974

National Study of Philanthropy, a special household
survey conducted by the Survey Research Center of
the University of Michigan (Morgan el al., 1975).
Because our focus is on the behavior of low and
middle income households, data for households with
incomes over $30,000 were deleted. We have also
deleted all households that reported incomes below
$1,000. The key variables used In the analysis will
now be described.

Charitable Contribustiors: The dependent variable
of our study is the household's gifts to charity in
1973 in the form of both cash and property. Because
we will estimate a loglinear equation to obtain
constant price and income elasticities, the small
fraction of households that report no contribution
poses a problem. We believe that most of those who
report no giving actually did give a small amount
which has since been forgotten or was regarded as
too-small to mention. Three alternative modifica.
tions of the reported giving have therefore been
examined. First, we assigned a gift of SI to all those
who reported no giving; if reported giving is
denoted G, this estimate is 6 -6 if G >0 and
61 - I if G-0. The second alternative assigns $10
instead: G10-G if 6>0 and 10-0 if 6-0.
Finally, we try adding $10 to everyone's reported
giving; this variable is denoted 6+10. We also
estimated equations using a regression specification
that directly accounts for the non-negativity and

s351
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piling up at zero of charitable contributions. The
results of this procedure (which are available upon
request) are quite similar to our basic results.

Price: For households that itemize their deduc.
tions, the price of a $I charitable girt is I - m, where
m is the household's marginal tax rate. For those
households that do not itemize, the price is simply 1.
Because charitable deductions are almost always a
small part of a taxpayer's itemized deduction, we
assume that the decision so itemize is exogenous.3

wo different definitions of the marginal tax rate
have been studied. P1 was the estimated marginal
tax rate that the individual would face if he made no
charitable gift, i.e., P1 is the price for the first dollar
of charitable giving. Alternatively, P2 uses the
estimated marginal tax rate that the individual
would face if he made the average charitable
contribution in his income class. Both measures
assure that the individual's price measure is
exogenous, i.e., not a function of his own amount of
charitable giving,

The relevant marginal rate was estimated for each
taxpayer on the basis of his reported total income,
the number of his dependents, marital status, and
either the relevant standard deduction for non.
itemizers or an estimate of the amount of
noncharitable deductions bated on Internal Rev.
enue Service averages for homeowners and others by
income class (U.S. Treasury, 1974).

Income: The survey collected information on the
respondent's income bracket but not his exact
income; we have used the midpoint of each narrow
bracket to measure gross income.' The net income
variable, Y, is defined as gross income minus the
federal income tax liability that would have been
paid had no charitable contribution been made,

Age: The fraction of income contributed to
charity increases with age. The current study
therefore includes three age dummy variables to
measure proportional shifts in giving: A 3554-I if

'No adjustment is made for the sIpeial tax treatment of
appreciated property since such gift are very unimportant
in the income ranle that we are concerned with In this
paper, In 1970, the last year for which data are currently
available, only 4% of charitable gifts were not in the form
of cash for taxpayers with incomes below $30,000.

4 The bracket Intervals correspond to units of 1-2, 2-4,
4 -, 1005, 15-20 and 20-30 thousand dollars.

'Feldstein and Taylor (1976) show that collinearity
between price and Income need not be a serious problem;
the inclusion of both nonitemizers and itemisers In the
current study further reduces the correlation. The survey
collected some data on wealth but did not obtain any
information tin debts or the value of pension rights; we
have therefore not explored the implicatins of wealth
here, Feldstein and Clotfelter (1976) found that higher net
worth did increase charitable giving (for fixed levels of
income and price) but that the inclusion of a net worth
variable did not aiter the estimated price elasticity.

the head of the family is aged between 35 and 54
and equal to zero otherwise, A 5564 - I if the head is
55 to 64, and A65+ - I if the head is over 64. The
omitted category is households with heads under age
35. Separate estimates were also made with the
sample limited to households containing a married
couple with the head between the ages of 35 and 54.
This should eliminate the special problems of
transitory income associated with young households,
the aged, widows, etc.

II. T Basic Results

Equation (I) presents the basic estimate of the
price and income elasticities for the sample of
households with incomes between St,000 and
$30,000:

ln(G+ I0)i 5 InPI + 0.6) InY

.07) (0.09)

+ 0.8 AGE65 + - 2 .17
(0.09) (0.49) (1)

N-1621, R-0.30, SS,-2125.75.

Note first that the estimated price elasticity ( - 2.54)
is very large and significantly greater numerically
than I. The elasticities and age effects are all
estimated quite precisely.

The estimated price elasticity is quite consistent
with the much less precise results obtained for low
and middle income groups in the previous studies
(Feldstein and Clotfelter, 1976, and Feldstein and
Taylor. 1976).$ The estimated price elasticity for low
and middle income households in thus substantially
larger than the corresponding elasticity for higher
income groups. The previous studies for the entire
population found overall price elasticities that
clustered around - 1.2 (Feldstein, 1975a, Feldstein
and Clotfelter, 1976, and Feldstein and Taylor,
1976).

The estimated price elasticity of -2.54 implies

'For the s studies the data. income classes, and
estimated price elasticitie are an follows: 1963 Federal
Reserve Board Survey. $i,7l2 .01-S0M -,.50 (S.E. 0.91);
1962 Tresury Tax File, S4l,0042000 -3.67 (S.E.
0.45); 1970 Treasury Tax File, $4,000-$20,000. -0.35
(S.L 0.$2). Feldstein and Taylor (1976, section 4) explain
that the data for 1970 itemized tax returns contain too
little independent variation in price and income to permit
estimation of separate price and income elasticities for this
group. Using a single equation for all 1970 Tax File
observations but allowing separate price elasticities by
income class indioates a price elasticity of -2.10 (SE.
0.40) for 54,000-10,000 and -I.59 (SE. 0.23) for
$10000-20.000.
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NOTES

that contributions are very sensitive to their tax
treatment. The current deductibility of contributions
substantially increases the total value of gfts by
these lower and middle income households. For
each dollar of revenue that the Treasury forgoes
because of the charitable deduction, donees receive
an additional $2.54.

As we noted above, several alternative adjust.
menu were made to deal with households that
reported no gift to charity. Replacing these zero
reports by $10 (instead of adding $10 to all reported
gifts) slightly increases the estimated price elasticity
to -2.65 (S.F 0.28). Since the logarithmic trans-
formation becomes quite steep as we approach zero,
the adjustment that adds only $1 to the 0 reported
by some households yields a high price elasticity
that may overstate the difference in giving for small
price differences: - 2.99 (S.E. 0,39),

The age coefficients of equation (I) confirm the
importance of age as a separate determinant of
giving. For example. the basic estimates of equatioit
(I) imply that those aged 35 to 54 give 58% more
than those less than 35, that those 55 to 64 give 34%
more than those age 35 to 54, and that those over 64
give 49% more than those aged 35 to 54. To show
that this effect is basically a proportional shift and
does not involve a changing price elasticity, we
present a reestimate of equation (I) with the sample
limited to households headed by a male between the
ages of 35 and 54; the price elasticity is - 2.76 (SE.
0.53).

Finally, we can report that the substitution of P2
(the price based on average gift) for PI (the price
based on the first dollar of giving) has essentially no
effect on the estimated parameters. The price
elasticity is -2.51 (S.E. 0.36).

All of our basic results thus indicate that the price
elasticity of charitable giving is numerically
somewhat larger than - 2 for those households with
incomes between $1,000 and $30,000. We turn next
to the question of whether the price elasticity varies
within this income range. When equation (1) is
reestimated for households with incomes between
$1,000 and $20,000, the price elasticity is -2.36
(S.E. 0.31) and the income elasticity is 0.69 (SE.
0.06). More refined tests indicate no difference in
price elasticity between those with incomes below
$10,000 and those with incomes between $10,000
and $20,000. Since the current tax law lowers the
price of giving to charity only for those who itemize
their deductions and since a substantial percentage
of low income and middle income households use
the standard deduction instead of itemizing, the
question arises as to whether the difference in
charitable contributions across households which we
attribute to price really reflects an effect of
itemization itself. To this we now turn.
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Ill. h TUN M Itemizadom Effect?

To test for the presence of a pure "itemization
effect" in addition to a price effect, we consider two
alternate approaches. First, we use the sample of
non-itemizejr all of whom face a price of I, to
estimate the income elasticity of charitable giving.
This estimate is clearly not "contaminated" by
either collinearity or any possible itemization effect.
This income elasticity is then used as "prior
information" which is imposed as a constraint on
the itemizers in the sample to estimate the price
elasticity. Since this price elasticity is based on data
for itemizers only, there is again no itemization
component in the estimated price elasticity.

Equation (2) shows that the income elasticity for
non-itemizers is 0.63:

ln(G+10)- 0.63 tnY+ 0.31 AGE3554
(0.06) (0.11)
+ 0.86 AGE 5564

(0.13)
+ (.71 AGE 65+ - 1.60

(12) (0.66)
(2)

(non-itemizers only) N - 724, RI -0. 16,
SSR - 890.19.

Using this as an extraneous estimate of the income
elasticity for the itemizers, we find a price elasticity
of - 2.3:

ln(G+t0)-0.63lnY- 2,32 InPI
(0.60)
+ 0.55 AGE 3554

(0.09)
+ 0.67 AGE5564

(0.12)

+ 1.07 AGE 65+- 1.54
(0.16) (0.16)

(3)
(itemizers only) N - 897, R 0.08,

SSR- 1221.58.
Similarly, imposing this income elasticity on the full
sample yields a price elasticity of -2.7, The
estimated price elasticity therefore reflects a genuine
price effect and not the effect of itemization per se.

A more direct test of the itemization effect Is,
obtained by estimating separate constant terms for
itemizers and non-itemizers. Any itemization effect
would show up in different constant terms. This is
formally equivalent to estimating two separate
equations for the two groups subject to the
constraint that the income elasticity and propor-
tional age effects are the same for the two groups.
For our basic specification, this yields the equation
(4) where item -I for itemizers (and 0 otherwise)
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and non-item-I for non-itemizers (and 0 other-
wise).

In(G + 10)- -2.14 item, - 2.44 non.item
(0.50) (0,52) -

- 1.38 InPI+ 0.72 In y
(0.64) (0.06)

+ 0. 41 AGE35s + 07AE 5564(0o0) (0,o9)

+ (0 )AGE 6S+ (4)

N- 1621, R-0.30. SSR -2120.95.
The two constant terms are similar in magnitude

and not significantly different. Comparing equation
(4) with equation (I), we may use the sum of
squared residuals from each to construct an
F.statistic to test the hypothesis that the coefficients
of the itemizer and non-itemizer dummy variables
are equal. This yields an F(l,167)m3,SS; the
difference between the constants is insignificant. In
any case, the difference between -2.14 and -244
is so small that the estimates clearly imply no
economically significant effect of itemization.

IV. Cooclusion
We have examined a new and rich body of data

on philanthropic activity by households with
incomes below $30,000. Using a variety of estimat-
ing equations and subsamples of the population, we
find that in each case charitable contributions are
quite price elastic throughout this range of income.
Almost all of the evidence indicates a price elasticity
that is absolutely greater than 2.

Our experience in discussing this work has taught
us that some economists are at first surprised and
skeptical about the high price elasticity because it
seems "contrary to intuition and common observa-
tion." We do not agree with this view. Among
families with adjusted gross incomes between
$10,000 and $15,000 who itemize their deductions,
the average price of giving is about 0.80 and the
average annual giving is about $300. Eliminating the
deduction would raise the price to I, an increase of
25%. Would eliminating the deduction reduce
average giving in this group by $1001 If so, the
elasticity is approximately -2. We doubt that
intuition and common observation are capable of
answering this question. We therefore do not find
that the statistical estimates are in conflict with our
informal judgment about the behavior of individuals
in this group.

This discussion does imply an important caution
in interpreting high price elasticities for low income
families. An elasticity of - 2 may not be appropriate
for very large decreases in price faced by this group.
For example, a 50% credit would lower the price
from 0.80 to 0.50, a reduction of 37%, A price

elasticity of -2 would imply an increase In giving
from $300 to $768. i.e., from a net coat of $240 to a
net cost of $3$4. While this cannot be excluded as
impossible, it may be larger than is likely. It is not
possible to learn how the elasticity might chnge
outside the range of current and past experience for
this group.

Fortunately, however, the current estimates are
appropriate for the analysis of the policies that are
more likely. The extension of the charitable
deduction to non-itemizers, or the availability of an
optional credit at 25% or 30%, are well within the
range of experience that we have studied. The
current estimates therefore have important policy
implications: Tax incentives to encourage giving by
low and middle income households would induce a
substantial increase in the flow of funds to
charitable organizations,
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THE INCOME TAX AND CHARITABLE GIVING

(Martin Feldstein*)
Thank you, Mr. Chairman. I am very pleased to have this opportunity to testify

about the impact of income tax rules on charitable giving and about the potential
impact of the Fisher-Conable and Moynihan-Packwo bills.

As the other witnesses have made very clear, a great many issues must be
considered in shaping the policies that affect the role played by nonprofit institu-
tions in our society. Even the more limited problem of the proper tax treatment of
charitable giving raises a number of legal and philosophical questions. My remarks
this morning will focus on the much narrower subject of the impact that changes In
tax rules would have on the amount of charitable giving and on the Treasury a tax
receipts.

As an economist, I have been interested more generally in the many ways in
which our tax rules affect the behavior of individuals and firms. One of the subjects
that I have studied in considerable detail is the effect of tax rules on charitable

iving. More recently, a group of us at the National Bureau of Economic Research
ave been developing a computerized model that can be used to calculate the impact

of tax rule changes on total tax revenue and on such economic magnitudes as the
volume of charitable giving and the supply of working hours. This computerized
model, like the one used by the Treasury and by the staff of the Joint Committee
bases its calculations on the large sample of individual tax returns that is provided
for this purpose by the Internal Revenue Service. But unlike the Treasury and Joint
Staff computer models, the NBER TAXSIM model is specifically designed to take
into account the response of taxpayer behavior to changes in tax rules. The develop_
ment of this behavioral response model which I should note is being financed
primarily by a grant from the National Science Foundation, is still at a relatively
early stage. We are therefore very pleased to have been asked by Congressmen
Fisher and Conable to use the tax model to calculate the effect that their proposal
would have on charitable giving and on tax rates.'

THE BASIC ECONOMIC QUESTION

Before discussing these calculations, it will be useful to begin by reviewing briefly
the statistical evidence on which the calculations are based.

The deductibility of charitable contributions by individuals who itemize their
deductions has two effects. First, it obviously reduces their taxable income and
thereby reduces their tax liability. Second, it reduces the "price" of charitable
giving and thereby increases their incentive to give to charity. Let me clarify this
second effect. Someone who does not itemize his deductions gives up one dollar for
every dollar that the charitable organization receives. In contrast, an itemizer with
a 30 percent marginal tax rate gives up only 70 cents for every dollar that the
charitable organization receives. For such an individual, the deductibility of charita-
ble gifts lowers the "price" of giving from one hundred cents per dollar received by
the charity to only 70 cents, is reduction in price encourages individuals to give
more than they would if gifts were not deductible. (Let me emphasize that I am not
saying that people make charitable gifts only because they are tax deductible. I am
only saying that deductibility causes them to give more than they otherwise would.)

The basic economic question is the relation between the lost tax revenue that
results from the deductibility of charitable gifts and the extra charitable giving that
is induced. More specifically, how much does charitable giving increase per dollar of
tax revenue foregone?

The answer to this question depends on the sensitivity of individual giving deci-
sions to the price per dollar of charitable gift. Economists use the term "price
elasticity" to measure this sensitivity. The price elasticity of charitable giving is the
percentage increase in the amount given to charity per percentage point decrease in
the price of giving. For example, if a 30 percent decrease in the price of giving
induces a 30 percent increase in the amount of giving, we say that the price
elasticity is one. Similarly, if a 30 percent decrease in the price of giving induces a
45 percent increase in the amount of giving, we say that the price elasticity is 1.5.

The higher the price elasticity, the more increased giving there is per dollar of
foregone revenue. An elasticity of one represents a particularly important value. If

'President, National Bureau of Economic Research, and Professor of Economics, Harvard
University. The views expressed here are my own and should not be attributed to any organiza-
tion.

' Other economists who have participated in the development of the TAXSIM model include
Daniel Frisch, Daniel Feenberg and Larry Lindsey. Larry Lindsey prepared the specific calcula-
tions used in this testimony.
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the elasticity is one, deductibility increases giving by just as much as the lost tax
revenue. If the elasticity is greater than one, deductibility increases giving by more
than the lost tax revenue while, if the elasticity is less than one, giving rises by less
than the lost revenue.

In a more complex legislative proposal like the Fisher-Conable bill, the relation-
ship between the price elastically and the efficiency of the deduction is more
complicated. I will return later to the nature of this complication. It is still true,
however, that a higher elastically implies a greater efficiency, i.e., more additional
giving per dollar of lost tax revenue.

Of course, I am not saying that a tax proposal is good only if charities gain more
than the Treasury foregoes. Any tax-reduction dollars that the charities do not get
go to the taxpayers and are not "wasted". Nevertheless, the relation between
foregone tax revenue and Increased charitable giving is an important consideration
in judging any tax proposal that is aimed at stimulating charitable gifts.

It is important therefore to ask what we know about the price elastically of
charitable giving.

WHAT DO WE KNOW ABOUT THE PRICE ELASTICITY OF CHARITABLE GIVING

In collaboration with several other economists, I have done a number of statistical
studies to measure the price elasticity of charitable giving. The statistical method
separates this price or tax effect from the effect of income and other factors that
influence charitable giving. The studies found that the price elasticity is between 1.0
and 1.4. There is a remarkable degree of consistency and relative precision in these
studies, even though they are based on different years and different types of data.

This is not the place for an elaborate or detailed analysis of these studies. The
results have been published in several economic journals; I am submitting these
articles for the record of these hearings. Let me point, however, to the key findings.
The first study' examined the data published by the IRS on charitable giving in
each of 27 adjusted gross income classes between 1948 and 1968. The changing tax
rates as well as differences in the rates among income classes were used to estimate
the price elasticity. The basic estimate in this study showed a price elasticity of 1.24.
The second study," done jointly with Professor Charles Clotfelter, analyzed data that
were collected by the Census Bureau in a survey of more than 1400 households in
1963 and 1964. The basic estimate in this study found a price elasticity of 1.15. My
third study,, done jointly with Dr. Amy Taylor, used the very large sample of
individual tax returns that were made available by the Treasury Department. A
sample of more than 13,000 tax returns for 1962 implied a price elasticity of 1.09
while a similar sample of more than 15,000 returns for 1970 implied an elasticity of
1.29. Each of these estimates is based on the differences in tax rates among taxpay-
ers rather than the changes in tax rates that occurred in the 1960's. By combining
the data for both years, however, we were able to estimate the elasticity implied by
the tax cuts; the elasticity estimated in this way was 1.39.

Subsequent studies by others using different types of data and data for different
years have confirmed these results and indicated that the price elasticity lies
somewhere between 1.0 and 1.4. 1 should note that these estimates refer to the
response after individuals have had time to adjust to new tax rates; Professor
Clotfelter has done research on the difference between the short-run and long-run
Sesjponses which I assume he will discuss in his testimony.

These estimates refer to the entire 'population or to all taxpayers who itemized
and not to any particular income class. In several of the studies, we tried to
estimate completely separate price elasticities for individuals in different income
classes. Only with the very large tax return samples was there enough information
to obtain any reliable estimates of this type. In the range of incomes over $20,000,
these estimates indicated some tendency for higher income groups to have higher
price elasticities than lower income groups. Evidence on the price elasticity for
those with incomes below $20,000 cannot be reliably estimated with the tax return
data because income and tax rates are too closely associated.

In a separate study' designed to measure the price elasticity for this lower and
lower-middle income group, Professor Michael Boskin and I used survey data col-
lected in 1974 by the University of Michigan Survey Research Center on households
with incomes below $30,000. Because these are survey data rather than tax return

"'The Income Tax and Charitable Contributions" National Tax Journal, 1975.
a "Tax Incentives and Charitable Contributions in the United States," (with Charles Clotfelter)

Journal of Public Economics, 1976.
'"The Income Tax and Charitable Contributions," (with Amy Taylor) Econometrics, 1976.
"Effects of the Charitable Deduction on Contributions by Low Income and Middle Income

Households," Review of Economics and Statistics, 1977.
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data, they contain information on contributions by nonitemizers as well as by
itemizers. This provides much more price variation at each income level. Our
analysis found a quite higher price elasticity, 2.54, for this group and indicated that
this was a true price effect and not just the difference between itemizers and
nonitemizers. There are, of course, problems with survey data of this kind that
mean that the results must be interpreted cautiously. I am frankly reluctant to
accept that the elasticity for this group is higher than two. But it certainly shows
that there is no reason to believe that the price elasticity for the current nonitem-
izer roup is any lower than the 1.3 that was estimated for itemizers with the 1970
tax data.

Before turning to the simulation calculations of the aggregate implications of
these estimated elasticities, it is useful to pause for a moment and ask what such an
elasticity implies for a "typical" family. In 1975, the most recent year for which
data are available, among families with adjusted gross incomes between $10,000 and
$15,000 who itemized their deductions, the average price of giving was about 0.80
and the average gift was approximately $400. A price elasticit of 1.3 implies that if
contributions were not deductible, the average gift would fall by about $110 to $290.
A fall of this magnitude is certainly not contrary to my intuition or to any other
evidence that I know.

THs FISHER-CONABLE PROPOSAL

The Fisher-Conable proposal to extend the charitable deduction to taxpayers who
do not itemize would undoubtedly increase total charitable giving. The aggregate
increase depends on the price elasticity, the number of current nonitemizers in
every tax bracket, and their current charitable gifts. The loss in tax revenue that
would result from the Fisher-Conable proposal depends primarily on the amounts
that nonitemizers in every tax bracket would give. In addition, the proposal would
lose additional revenue because some itemizers would switch to using the standard
deduction if they could continue to itemize their charitable gifts.

Our tax simulation model is specifically designed to calculate the effects of such
individual behavioral responses to a change in tax rules. The figures that I will
present this morning will also show how the calculated changes in giving and in tax
revenue depend on the assumed elasticity value. I should note that the simulation
model is still being developed and some further changes in the method of calcula-
tion might later be judged to be appropriate. The basic features of the results will,
however, almost certainly remain unchanged.

The TAXSIM calculations are based on a sample of more than 25,000 individual
tax returns prepared by the Treasury and the Internal Revenue Service. Unfortu-
nately, the most recent year for which such data are currently available is 1975. My
estimates for 1975 could be mechanically extrapolated to 1980 by increasing all
magnitudes by approximately 50 percent. Alternatively, a much more exact calcula-
tion for 1980 could be prepared that would reflect the current tax rules and tax
rates. I would be happy to prepare such estimates for 1980 or 1981 if the Committee
or the Treasury would provide the necessary baseline estimates on the numbers of
taxpayers, their incomes, etc.

These calculations show that, if the Fisher-Conable proposal had been in effect in
1975, charitable contributions would have been about $3.8 billion more and tax
revenues would have been about $3.2 billion less. The precise changes in giving and
in tax revenues depend on the price elasticity value that is used. The figures that I
have just mentioned-a $3.8 billion increase in giving and $3.2 billion decrease in
tax revenue-are based on a price elasticity of 1.3, the best of the estimates in my
most recent sttudy.6 With a very low price elasticity of only, 1.0., the TAXSIM
calculations indicate that contributions would have been $3.0 billion higher and tax
revenue $3.1 billion lower. And with an elasticity of 1.6, contributions would have
been $4.6 billion higher while tax revenue would have been $3.3 billion lower. Note
that in every case these calculations reflect the reduced tax revenue that results
when current itemizers switch to nonitemizing as well as the reduced tax revenues
from the nonitemizers themselves.

More detail about these calculations is shown in Table I for three different price
elasticities. In 1975, taxpayers who itemized their returns made charitable contribu-
tions of $16 billion. The contributions of nonitemizers is, of course, not recorded in
the tax returns and must be estimated. The actual 1975 contributions of nonite-
mizers are estimated with the TAXSIM model using the sample of 1975 taxpayers
who used the standard deduction. The charitable gift that is estimated for each such
taxpayer depends on the price elasticity of giving. The first row of Table 1 shows
that the price elasticity of 1.3 implies 1975 total giving by nonitemizers of $12.3

, "The Income Tax and Charitable Contributions," (with Amy Taylor), Econometrica, 1976.



311

billion; with an elasticity of one, the implied giving is $12.6 billion while the
elasticity of 1.6 implies jpving of $11.8 billion. The second row shows the calculated
amount that these nonitemizers would have given if the Fisher-Conable bill had
been in effect. The third row shows the extra giving associated with the Fisher-
Conable bill. The corresponding tax loss for these itemizers is shown in row 4.

The next four rows show the impact that the Fisher-Conable bill would have had
on those taxpayers who itemized in 1975 but who would have switched to the
standard deductions if they could have continued to deduct charitable ifts as well.
Regardless of the elasticity assumption, this group reduces its tax burden by about
$300 million. This extra disposable income causes a slight increase in charitable
giving (about $19 million).

The total increase in giving is shown in row 9 and the corresponding tax reduc-
tion is shown in row 10. The efficiency" of the tax change, i.e., the increased giving
per dollar of tax loss, is shown is row 11.

TABLE .- THE FISHER-CONABLE PROPOSAL AND CHARITABLE CONTRIBUTION'
[in bi s of dollars]

Price elasticity

13 10 16

Standard deduction taxpayers:
1. Cont ibutrions with existing law .............................................................
2. Contrbutons with Fishe - oau e ..................................................................
3. Increased contributio ...........................................................................
4. R educed taxes ............................................................................................

Taxpayers switching from itemizing to staixlard deduction:
5. Contributions w ith existing law ......................................................................
6. Contributions with Fisher-Conable .............................................................
7. Increased contributions ...................................
8. Reduced taxes ............................ .............. ......... ...... .........

A$ taxpayers!
9. Increased contributions ........................................
10. Reduced taxes ....................................
I. Efficiency ..........................................................................

12.320 12.595 11.774
16.126 15,552 16364
3802 2.957 4.589
2.907 2.803 2.973

3.252
3.271

.019

.304

3.824
3.211
1.191

3.282
3.271

.019

.304

3.282
3.271

.020

.304

2.976 4609
-3.107 3274

.958 1.408

'Al figures are calculated with the NBER TAXSIM Model and refer to 1915

Table 2 provides more detail on the change in giving and in taxes by individual
AGI classes. These figures relate only to nonitemizers and are based on the price
elasticity of 1.3. Taxpayers who had incomes of $10,000 to $11,000 in 1975 and who
did not itemize gave an estimated $251 to charity. If the Fisher-Conable rule had
been in effect, their contributions would have averaged $341, or $90 more. The
deductibility of contributions would have reduced their tax liability from $1136 to
$1067, a reduction of $69.

Let me conclude by emphasizing that all of the figures in this paper refer to 1975.
They are calculations of what giving and taxes would have been if the law in 1975
and earlier years had been modified to allow a deduction for charitable gifts by
those who use' the standard deduction. Let me repeat also that I and my colleagues
would be pleased to prepare calculations based on the present tax law for 1980 or
1981 if the Committee or the'Treasury provide the basic benchmark estimates of
income and other variables.

TABLE 2.-AVERAGE CHARITABLE CONTRIBUTIONS AND TAX LIABILITY BY ADJUSTED GROSS INCOME

Adjusted gross wo Returns (in Charitable contrilution Tax liabily
thousands) 1975 law Fhfer Conable Change 1915 law Fshew-Conable Change

eow $1,000 ..................
$1,O00 . ........................
$2,000 . ........................
$3,000 . ........................
$4,000-. .......................
$5,000-. .......................
$6,000 . .....................

5,513
5,008
5,141
4,795
4,241
4,025
3,319

61
121
141
190
233
198
245

61
127
145
213
219
245
312

0
0
4

23
46
48
67

-2
-15
-26

21
122
412
412

-2
-15
-30

2
87

215
363

0
0

-4
-19
-35
-35
-49
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TABLE 2.-AVERAGE CHARITABLE CONTRIBUTIONS AND TAX LIABILITY BY ADJUSTED GROSS
INOME--Continued

Adusted go 5Returns (m Caritable cotritio Tax liability
ros enoaeousands) 1ee 1915 law Fi ue.tonable Cangk e

$7,000-......................... 2.910 253 331 79 650 591 -58
$8,000 . ........................ 2.113 189 258 68 821 715 -51
$9.000- . ....................... 2.512 259 352 93 1,009 939 -69
$10,000 . ..................... 2,324 251 341 90 1,136 1,067 -69
$11,000- . ..................... 1.936 280 389 110 1,371 1,293 -83
$12,000 . ...................... 1,655 249 347 97 1, 95 1,420 -74
$13,000 ............ 1.615 301 430 123 1,603 1,510 -93
$14,000 . ...................... 1,322 264 375 111 1,855 1,169 - 86
$15,000 ............. 4,615 - 360 521 161 2,389 2,225 -124
$20,000 ............. 1,642 385 591 206 3,543 3,383 -161
$25,000 . ...................... 547 537 890 353 5,081 4,805 -275
$30,000 . ...................... 219 616 1,196 519 8,004 7,596 -408
$50,000 + ...................... 525 757 1,816 1,059 23,524 22,659 -865

Note -AN figures refer to tax returns that did not itemize deductens, Estimates are for 1915 and are based on a prce elastoly f 1.3.

STATEMENT OF CHARLES T. CLOTFELTER

SUMMARY

Because it would allow non-itemizers to deduct charitable contributions in calcu-
lating taxable income, S. 219 would create an incentive to give by reducing the net"price" of giving. This statement makes three points regarding this incentive effect
and the associated price elasticity.

First, the measurement of this elasticity is important in an assessment of this bill
because it is necessary to compare the benefits of increased contributions with the
costs of revenue losses. However, the measurement of the price response is only part
of a complete evaluation of the bill. Specifically, the bill is not necessarily undesira-
ble if the elasticity is smaller than one in absolute value, nor is it necessarily
desirable if the elasticity is larger.

Second, despite the great gains that have been made in measuring the elasticity
itself, there remains some uncertainty regarding its value for non-itemizers. While
most estimates for low and middle income households are not inconsistent with an
elasticity of minus one, these estimates are too imprecise to allow great confidence
about the exact value.

Finally, there are likely to be lags in the response of taxpayers to an increase in
tax incentives. My estimates imply that actual increases in giving in the first two
years following implementation of this bill may be no more than 70 percent of the
predicted long-run effect.

STATEMENT'

Mr. Chairman and members of the committee, I am pleased to have the opportu-
nity of testifying on S. 219, a bill that would effectively extend the deduction for
charitable contributions to taxpayers who do not itemize their deductions. Because
it would allow non-itemizers to deduct charitable contributions in calculating tax-
able income, this bill would create a new incentive to give by reducing the net
"price" of contributions. I would like to make three points regarding the bill and its
likely effects on charitable giving and tax revenues.

My first point has to do with the interpretation of the elasticity of contributions
with respect to the tax-defined "price" of giving. It is certainly true, as Professor
Martin Feldstein has pointed out before, that a price elasticity of minus one implies
that the dollar increase in charitable giving resulting from a tax incentive will
exactly equal the resulting revenue loss to the Treasury. Elasticities larger than one
in absolute value imply that the increase in contributions will exceed the fall in
revenues. Although this is quite true, it does not follow, as has been implied ia some
discussions of this issue, that'the deduction is necessarily "efficient" if this price

1 Associate Professor of Public Policy Studies and Economics, Duke University and part-time
consultant, U.S. Treasury Department. The views expressed here are my own and do not
necessarily reflect those of Duke University or the Treasury Department.
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elasticity is larger than one In absolute value. Rather, the desirability or efficiency
of this deduction must be judged by comparing the benefits of increased contribu-
tions-some of which have been discussed at great length in these hearings-against
the cost of reduced revenues. Only if benefits and costs were measured exactly by
dollar changes in giving and revenues would an elasticity of minus one have special
significance for the desirability of this bill. But if. for example, a dollar of contrihu-
tion had greater social benefit than a dollar of tax revenue, this extention of the
charitable contribution might be desirable even if the price elasticity were smaller
in absolute value than one.

This point does not, however, lessen the importance of determining empirically
the price elasticity of charitable giving. No matter what comparative social weights
of contributions versus tax revenues are arrived at, a complete evaluation of the
desirability of extending the deduction requires both determining the value of this
elasticity and simulating the deduction's likely effects, as Professor Feldstein and
others have done. Thus, while measurement of the price response is necessary to a
complete assessment of this extension of the charitable contribution, the measure-
ment of that response does not itself constitute a complete assessment of the bill.

My second point concerns the magnitude of the elasticity itself. Professor Feld-
stein has conducted extensive empirical analysis of this question, and his work is
unsurpassed in methodological soundness and rigor. Other researchers, using differ-
ent data sets and various models, have made similar findings. A recent review of
empirical findings and new estimates based on 1975 tax return data showed that the
estimated price elasticities in seven studies ranged from -1.1 to -1.3.' The price
elasticity that is relevant to the present bill is, however, not the elasticity applying
to all households, but rather that applying to non-itemizers. Since non-itemizers are
predominantly at low and moderate income levels, one way of estimating the
relevant elasticity for non-itemizers would be to obtain estimates for low and middle
income households. Unfortunately, estimates of the price elasticity for this group
vary considerably and are typically subject to large possible estimation errors. For
example, point elasticity estimates from two studies of low and middle income
households ranged from -0.A to -2.5. With few exceptions, however, these esti-
mates cannot be made with sufficient precision to reject the possibility that the
elasticity is in fact -1. In short, estimates of the elasticity applying to low and
middle income households are not inconsistent with an elasticity around - 1, though
such estimates are too imprecise to allow great confidence about the exact value.

It may be useful to illustrate the range of our knowledge, or ignorance, of this
elasticity as it applies to non-itemizers. Table 1 shows the approximate long-run
effects of extending the charitable deduction to non-itemizers under various assump-
tions regarding the price elasticity of giving. The calculations underlying this table
are based on an average response applied to total contributions andare therefore
not as precise as simulations based on changes in giving by individual taxpayers. If
the midpoint of previous aggregate studies (-1.2) is used, the implied increase in
contributions is $3.7 billion, while the revenue loss would be $3. billion. At the
extreme elasticity values, however, the incentive and revenue effects would be
dramatically different, with ratios of giving increases to revenue losses ranging from
42 percent for a value of -0.4 to 214 percent for -2.5. For comparison, the implied
effects with an elasticity of -1 are also illustrated, showing the giving increase
equalling the revenue loss. In this context, it is Erso worth pointing out that the
officially estimated revenue loss of $2.4 billion aparently assumes the new deduc-
tion will have no inducement effect on giving.

The final point I would like to make concerns the speed with which non-itemizers
respond to this deduction. Because of habit and lags in receiving information and
solicitations, non-itemizers are unlikely to respond completely and immediately to a
newly created incentive to give. Based on analysis of taxpayers' giving behavior over-
time, I would predict that only a portion of "long-run" giving effect of this law will
be realized in the first few years following implementation. Table 2 presents simula-
tions of the possible time paths of contributions and revenue losses attributed to
non-itemizers. Because taxpayers respond to changes in price only with a lag, a
period of several years is required before actual giving approaches the long-run
evel, such as those given in Table 1. In this case, it takes six years before the
increase in actual giving is 90 percent of the increase in long-run giving. As a
consequence, even though a long-run elasticity of -1.2 is assumed, simulated reve-
nue losses actually exceed increases in giving for the first three years after enact-
ment of the new deduction.

I See Charles T. Clotfelter and C. Eugene Steuerle, "The Effect of the Federal Income Tax on
Charitable Giving," paper presented at the Brookings Institution, October 1979.
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It is important, however, to use caution in applying these estimates. For one
thing, the estimates are based on giving over time among itemizers. It is possible
that lags among non-itemizers may be larger or smaller than those among
itemizers. Second, the estimates of lags, like other empirically estimated param-
eters, can only be narrowed down to statically-defined confidence intervals. For the
lag structure shown in Table 2, the upper and lower bounds are given in Table 3. If
taxpayers show the quickest response, therefore, still less than 70 percent of the full
impact of the new deduction would be realized in the first two years after enact-
ment.

TABLE 1.-APPROXIMATE LONG-RUN EFFECTS OF EXTENDING DEDUCTIBILITY TO NONITEMIZERS
UNDER VARIOUS ELASTICITY ASSUMPTIONS, 1978

IPolar r b ns]

Contritbtins by Non-Itemizs Increase in
Assa 4S5ticiy before, Ae , Increase I nM e p= No I

liv~lrevenue lass

- $ 0.4 1........................................................................... 1 2.1 $ 13 2 $1.1 $2.6 42
- 1.0 ............................................................................ 12.1 15.1 3.0 3.0 100
- 1 . ............................................................................. 12.1 15.8 3.7 3.2 118
- 2.5 .............................................................................. 121 2 1.1 9.0 4.2 2 14

0 USA. quoted by Ga 1 Rudem Aw v'y Mwn4, January 1980, p 1?
e -.. inl ta rtre of 20 percent is suwmd Where G, and G, are before a aftar liig and b is the assumed east ty, the new

ront m s IL by hnear modeG,_(08)bG.
'Revenue lss is (0 2)G, This amount does not include aly revenue loss associated rath itemizers whose dleflions other than contribution

wouldfilt below the zero tile amout

TABLE 2.-SIMULATED TIME PATH OF CONTRIBUTIONS AND REVENUE LOSSES, 10-YEAR PERIOD
FOLLOWING ENACTMENT

[Oirs in Mins]

Increase in

Year Increase In actual ii,
Yern _ Actual giving jir front Revenue loss Pyear 0 rocease m

living

0 ...................................................................................... 12.1 12.1 - - -
I .................................. ................................................... 15 .8 13 .4 1.3 2.7 3 4
2 .............................. 15.8 14.2 2.1 28 51
3 ..................................................................................... 15.8 14 .8 2.1 3 .0 72
4 ...................................................................................... 15.8 15 1 3 .0 3 .0 8 2
5 ...................................................................................... 15.8 15 4 33 3 1 89
6 ......................................................... . ......................... 15.8 15.5 3.4 3.1 93
7 ................................. 1.................................................... 15.8 15.6 3.5 31 96
8 ..................................................................................... 15 8 15 .7 3.6 3.1 9 7
9 ..................................................................................... 15.8 15 .7 3.6 3.1 9 8
10 .... ............................................................................. 15.8 15.8 3. 3.2 99

Assumptions 1. Lngrun price elasticity is -12 2. Where G and G,* are actual and tngirun gI nj levels in year L I is a coelicet of
adjustment equal to 3T,and G, is calculated as in Tal ,- (G1,)(G-,)-,.

TABLE 3.-SENSITIVITY OF TIME PATHS OF GIVING AND REVENUE LOSSES TO COEFFICIENT OF
ADJUSTMENT

Coefficet of Adjustment
027 037 047

1. Percent of long-run giving achieved in Cost 2 years after enactment (percent) ........
2. Number of years required (or 90 percent of long-run level to be acieved (years)...

44 57 69
8 6 4
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TABLE 3.-SENSITIVITY OF TIME PATHS OF GIVING AND REVENUE LOSSES TO COEFFICIENT OF
ADJUSTMENT-Continued

Coefkieot oi dmste, t
027 031 0,47

3. Number of years required for increase in contribution to equal revenue loss when
cg-run price elasticity is -1.2 (years) . ................................................................ 6 4 3

Note.-See lale 2 for assuo 'ons ued M cculatios.

STATEMENT or R. G. PENNER, AMERICAN ENTERPRISE INSTITUTE

I would like to thank this committee for the opportunity to testify. The views
presented are my own personal views and do not necessarily reflect the views of the
staff, advisory panels, officers, or trustees of the American Enterprise Institute.

I am the only panelist who had not done statistical work on the effect of tax laws
on the quantity of charitable contributions, and I have, therefore, been assigned the
unpleasant task of acting as an outside referee in this fairly active, sophisticated
game of numbers.

It is hardly necessary to point out that the results of statistical analysis regarding
any aspect of human behavior have to be looked at with a jaundiced eye, since
individuals refuse to cooperate with social scientists in that they seldom act accord-
ing to the strict laws that we would like them to follow in order to make policy
analysis easier. With regard to charitable giving we know that variables such as
age, income, wealth, and marginal tax rates must all be important, but they vary
together and it is difficult to separate their impact. An added problem arises
because taxpayers-especially those at high income levels-often have considerable
control over their marginal tax rate through the timing of their deductions and
through their choices over the form of their income. As a result, there is a complex
interaction between the charitable deduction and other special provisions of the tax
law, and that interaction is difficult to model for purposes of statistical analysis.
Therefore, it is often ignored.

On the other side, there are aspects of the charitable contributions problem which
make it easier to analyze than many other problems in the economics of tax law.
We have had long experience with the charitable deduction and a considerable
amount of reasonably good data can be obtained from tax returns and consumer
surveys.

With regard to the current charitable deduction, I have no doubt that giving
would fall drastically if it were eliminated.' Only a few older studies contradict this
conclusion and they faced considerable statistical difficulties.

When one asks, "How drastically would if fall?" the uncertainty increases. In the
discussion regarding changes in the law, a great deal of emphasis is placed on
whether the fall in charitable giving resulting from a less generous law would
exceed or fall short of the tax revenue gain. I believe that this emphasis is mis-
placed. First, a fall in charitable giving would probably necessitate some increase in
budget outlays and that should be considered. But even when the net dollar gain to
the Treasury is compared to the net dollar loss to charitable organizations it is quite
erroneous to assume that the various dollars are of equal social value.

My organization, the American Enterprise Institute, is sponsoring a fascinating
project called "Mediating Structures." As stated by Robert Woodson, the basic thesis
of the project is as follows: "Long before the attempt to combat social problems fell
,under government control, elements in the communities themselves expended con-
siderable effort on such problems. As the magnitude of local problems grew to
reflect the complexities of our modern world, government activity gradually expand-
ed to supplement private sector efforts.

"But somehow this government activity grew without consideration for the extent
to which local initiatives served the community. As a result, government all too
often supplanted local initiative, instead of supplementing it. To put it another way,
the legitimacy, the authority, and, therefore, the function of the institutions that

'For a review of recent work leading to this conclusion, see Charles T. Clotfelter and C.
Eugene Steuerle, "The Effect of the Federal Income Tax on Charitable Giving," paper prepared
for a Brookings Conference, mimeographed, 1979.

'Michael K. Taussig, "Economic Aspects of the Personal Income Tax Treatment of Charitable
Contributions," National Tax Journal 20 (March 1967), pp. 1-19.

60-529 0 - 80 - 21
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mediate between governments and individuals has been eroded over time as govern-
ment gradually accumulated responsibility over problem areas."

If one accepts this thesis-and I have considerable sympathy with it-it may be
that the "crowding out" of family, church and other charitable activities has gone
too far and that a dollar spent by private meditating institutions has much more
social value than another dollar in the coffers of the Treasury. In this case, a tax
change which increased giving by less than the dollar loss to the Federal budget
could still be profitable socially. But clearly anyone reaching this conclusion must
base it on a large number of personal value judgments. I could easily understand
someone else placing a lower value that I do on the social output of churches, art
galleries, etc. and deciding that a change would not be worthwhile unless charities
gained considerably more than the Treasury lost.

Having made the point that no magic should be attached to whether a change in
law changes charitable giving more or less than it changes tax revenues, it is still
obviously the case that a more lenient treatment of deductions looks better, the
heater the increase in giving. With regard to present tax treatment, evidence can
be found on both sides of the question as to whether it stimulates more or less
giving than the revenue loss. In almost all cases, the stimulus to giving is substan-
tial, and I would suggest that the weight of evidence leans in favor of the proposi-
tion that the increase in giving exceeds the revenue loss, but this proposition must
be stated with considerable uncertainty.

With a bill such as H.R. 1785 it is important to know the responsiveness of the
sub-class of individuals most affected by the bill and it could be greater or less than
the average responsiveness to current tax treatment as estimated in the studies
discussed above. H.R. 1785 affects only those who now rely on the standard deduc-
tion and most individuals of this type are found in the bottom half of the income
distribution,

Again, evidence exists on both sides of the questions as to whether the responsive-
ness of individuals tends to rise or fall as income rises. My intuition suggests that
responsiveness would rise with income because higher income individuals cannot
afford to take any action without considering tax factors while lower income indi-
viduals may not be quite as conscious of the tax consequences of their behavior.
This suggests that the response to H.R. 1785 would be less relative to the revenue
loss than it would be if the entire population was affected. But it must be empha.
sized that some evidence can be found which contradicts this conclusion.

On the basis of a simulation model created by Professor Feldstein H.R. 1785
appears to stimulate giving in excess of the revenue loss.' I have no reason to
question this simulation, but note that H.R. 1785 has not been subject to nearly as
much scrutiny as the present charitable deduction and additional studies could
easily contradict this conclusion.

It should also be noted that the response to H.R. 1785 could be quite different in
the short and long runs. It takes time for individuals to become conscious of and
modify their behavior as the result of new tax laws. Therefore, responsiveness could
increase as time goes on.

For anyone sympathetic to the activities of the charitable sector the benefits of
H.R. 1785 are quite obvious. However, like all good things, the bill does have costs
and in a time of budget stringency it is necessary to ask whether the revenue loss
attached to this bill might be used in better ways-for example to offset some of the
increased tax burdens resulting from inflation pushing people into higher brackets.
It should also be noted that the rapid growth in the standard deduction has had the
salutary effect of simplifying tax preparation for a lot of taxpayers. This simplicity
has been eroded somewhat by the creation of the earned income tax credit and
other credits for items such as energy conservation. Adding a new deduction for
non-itemizers would further complicate tax forms and add to the preparation time
for taxpayers. While H.R. 1785 does this for a particularly meritorious cause, I
would hate to see a precedent established which would open the door to a whole
series of new deductions for non-itemizers.

Senator MOYNIHAN. Now, we have the distinct privilege of hear-
ing from Mr. David M. Roderick. As we know, he is chairman and

' Occasionally opposite results are obtained by the same authors depending on the statistical
techniques _use. See Martin Feldstein and Amy Taylor, "The Income Tax and Charitable
Contributions," Econometrica 44 (November 1976), pp. 1201-1222. Clotfelter and Steuerle find
responsiveness increasing with income using some statistical approaches while other approaches
lead to more ambiguous results, op. cit., pp. 40-47.

' Mimeographed materials.



317

chief executive officer of the United States Steel Corp. Is Mr.
Roderick not here yet?

Mr. MosKowrrz. He was supposed to be here. I am Jack
Moskowitz, senior vice president, United Wa of America.

Senator MOYNIHAN. We know him as U.S. Steel. You know him
as United Way. Would you like to take his place?

Mr. MOSKOWITZ. We leave it to you, Mr. Chairman. He is on his
way. He had a press conference this morning. That is why he is at
the tail end of the witness list.

We could submit his statement for the record. I will leave it to
your discretion.

Senator MOYNIHAN. Why do you not submit it for the record. Is
Mr. Watts here?

Mr. MOSKOWITZ. Mr. Watts will be unable to make it and would
like his statement submitted.

Senator MOYNIHAN. Would you submit those for the record? That
will be a part of our record, and we will consider it done. This is a
time when everybody is supposed to be in four different places. I
can now name three committees where I should be.

We are here because this is the one we care about, but the
budget is going on, intelligence is going on, so we thank you very
much.

We will put Mr. Watts' and Mr. Roderick's testimony in.
Mr. MOSKOWITZ. If I could make one statement---
Senator MOYNIHAN. Would you sit down? We will swear you in?
Mr. MOSKOWrTZ. I do not want to be sworn in, but I do want to

introduce you to William Aramony, the national executive, United
Way of America.

Senator MOYNIHAN. We are glad to see you.

STATEMENT OF JACK MOSKOWITZ, SENIOR VICE PRESIDENT,
UNITED WAY -OF AMERICA, ACCOMPANIED BY WILLIAM ARA.
MONY, NATIONAL EXECUTIVE, UNITED WAY OF AMERICA
Mr. MOSKOWITZ. Mr. Watts and Mr. Roderick, who are both

members of the United Way of America Board, have a deep inter-
est in this amendment and, as individuals, are strong supporters of
your bill.

Senator MOYNIHAN. Good. That we appreciate. That we care for,
and we will be looking for you in the lobbies. We often find you
there for a good cause.

[The prepared statements of the preceding panel follow:]

STATEMENT OF DAVID M. RODERICK, CHAIRMAN, UNITED STATES STEEL CORP., AND
MEMBER OF THE BOARD OF GOVERNORS, UNITED WAY OF AMERICA

SUMMARY

United Way of America supports the Moynihan-Packwood bill (S. 219) to allow all
taxpayers a deduction for their charitable gifts whether they itemize or not because
it accomplishes two beneficial purposes. It reduces taxes for those who need it
most-moderate income Americans. (Almost 80 percent of the benefits go to families
with adjusted gross incomes of less than $30,000.) Secondly, charitable giving to
institutions supported by these Americans is increased by an amount larger than
the tax revenue losses.

The Moynlhan-Packwood bill is sound public policy and will benefit middle income
Americans. It provides a much needed tax reduction for these Americans and
enhances the institutions and social welfare programs in their own communities.
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Approval now of the Moynihan-Packwood bill is more critical than eyer. The six
increases in the standard deduction since 1969 have eroded the giving base. While
simplifying filing for many lower and middle income people, these Increases have
also inadvertently eliminated the tax incentive to give for over seven out of ten
people.

In 1970, 48 percent of all taxpayers itemized deductions, just over 26 percent did
so In 1979. If rewards for giving go primarily to those in the upper income brackets
the charitable deduction may soon be seen as a tax loophole for the rich.

The result of the dramatic drop in the number of taxpayers itemizing has been a
corresponding drop in charitable contributions. According to recently revised giving
estimates by the American Association of Fund.Raising Counsel, in 1970, 1.99 per.
cent of personal income was contributed to nonprofit organizations. In 1978 that
figure was down to 1.92 percent. Had Americans continued to give as much of their
personal income to charities as they did in 1970, contributions would have been $1.2
billion higher in 1978.

A recent Gallup survey of 1978 charitable donations indicated that people who
itemize personal deductions on federal income tax returns give significantly more
than those who take the standard deduction. This is true in every income bracket,

Failure to pass the Moynihan-Packwood proposal will result in forcing the chari-ties to look to the rich for support. This trend is dangerous because without broad
support, public charities will lose their viability and democratic base.

Money a person gives away to charity should not be considered as income for
purposes of determining the federal tax due. It is a way of channeling money into
socially desirable paths end encouraging people to participate in voluntarism.

STATEMENT

Mr. Chairman, I'm David M. Roderick, Chairman of the Board of United States
Steel Corporation, President of United Way of Allegheny County, Pennsylvania and
a member of the Board of Governors of United Way of America. I am pleased to
have the opportunity to a pear before this Subcommittee today to offer testimony in
support of the Moynihan.Packwood bill, S. 219.

This bill to allow taxpayers a deduction for their charitable gifts whether they
itemize or not is essential to maintaining a strong voluntary sector. United Way of
America endorses this change In our tax laws because it will accomplish two
beneficial purposes. First, it reduces taxes for those who need it most-moderate
income Americans. Almost 80 percent of the benefits go to families with adjusted
gross incomes of less than $30,000. Secondly, charitable giving to Institutions sup-
ported by these Americans is increased by an amount larger than the tax revenue
loss. For these reasons, we believe the Moynihan.Packwood bill is sound public
policy.

America has always relied on voluntary organizations to meet community needs.
The broad range of organizations represented here yesterday and today is In itself
testimony to the fact that the private nonprofit sector reaches into almost every
field of human interest. It supports an incredible variety of institutions including
symphonies, museums and libraries, religious organizations, health clinics and hos-
pitals, colleges and universities-and civic and social service organizations such as
the Salvation Army, 4-H Clubs, United Ways, day care centers, half-way houses and
co-o.p. Taken together, they constitute an Indispensible part of American life. This
is a phenomenon unique to our country.

From 1962 to 1964 my family and I lived in France. I am dismayed about the fate
of private charities and philanthropic giving in that country and other Western
European nations. The people there have come to view charity as the responsibility
of government and government alone. Donations by wealthy individuals or founda-
tions, no matter how altruistic the motivation, are seen as elitist and self-serving. In
many cases contributions for worthy purposes are simply not accepted or are argued
over for years.

There Is justifiable fear in our own charitable community that America may soon
follow the path of these western European states. During the last decade we have
seen an erosion In the giving base. The increases in the standard deduction since
1969 have enabled millions of taxpayers in the lower and middle income brackets to
switch to the standard deduction. While this has simplified filing for many, it has
also inadvertently eliminated the tax incentive to give from over seven out of every
10 taxpayers. Whereas in 1970, 48 percent of all taxpayers itemized deductions, just
over 26 percent did so in 1979. Importantly, the largest portion of itemizers is the
wealthiest segment of our population. If rewards for giving go primarily to those in
the upper Income brackets, are we not in danger following the sad example of
those countries that now frown on philanthropy
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The results of the dramatic drop in the number of taxpayers choosing to itemize
has been a corresponding decline in charitable contributions. According to recently
revised giving estimates by the American Association of Fund-Raising Counsel, in
1970, 1.99 percent of personal Income was contributed to non-profit organizations. In
1978 that figure was down to 192 percent. Now seven one-hundredths of a percent.
age point may not sound like much, but in 1978 alone, it equalled $1.2 billion
dollars. Had Americans continued to give as much of their personal income to
charities as they did at the beginning of the decade, contributions would have been
$1.2 billion higher in 1978.

A recent Gallup survey of 1978 charitable donations indicated that people who
itemize personal deductions on federal income tax returns give significantly more
than those who take the standard deduction. This is true in every income bracket.
On average, itemizers contribute three times the amount contributed by non-
itemizers. There is no doubt that a tax incentive-or lack of one-is an important
determinant of the amount a person donates to charity, and may even be a factor in
whether he or she gives at all.

Now, for a moment, I would like to discuss not dollars, but what they make
possible. The purpose of our organizations is not to amass dollars but to provide
services. That takes money, of course, but it is vitally important for all of us to
remember that we are here today because many or our neighbors in our own
communities have very real unmet needs.

As a volunteer in the United Way movement I am privileged to be part of the
largest charitable fundraising, planning and allocations organization in the world.
Today there are over 2000 local United Way organizations throughout the United
States. In 1978, total contributions exceeded $.3 billion.

United Ways are not service delivery agencies. The money collected by United
Way campaigns is allocated to member agencies skilled in providing basic human
needs.

The United Way family consists of many familiar agencies like the Red Cross,
YMCA and YWCA, Scouting, and other organizations. Some agencies-neighbor-
hood centers, day care programs and senior citizen centers-are not familiar nation-
ally, but are well known in the communities they serve. Hundreds of smaller service
and neighborhood organizations, not affiliated with any national association, also
depend on United Ways for support.

Now let me say that if Congress does not accept the Moynihan-Packwood propos-
al, United Ways will survive. The large universities, musuems and other long-
standing institutions will survive also; but many of the financially fragile entities so
important to American life, such as local community organizations, day care cen-
ters, co-ops and the like may well go under. Those that remain will be continually
caught in the dilemma of having more and more people to serve with fewer and
fewer resources--especially since federal, state and local budgets are drastically
cutting back public dollars for social services, education and the arts.

In closing, let me tell you why I endorse this bill as a businessman as well as a
volunteer.

U.S. Steel Corporation is a major employer of people and the health and welfare
of our employees and of the communities in which we operate is of the utmost
importance to our business success. Our employees must be able to come to work, to
perform conscientiously and to go home to satisfying personal lives with family and
friends. It is important that parents have quality day care centers for their young
children, after school programs like scouting, recreational programs at the Y, visit-
ing home nurses to care for an ill or elderly family member, and counselling
services when emotional or family problems arise. Without these services to rely on,
our absentee rate would be affected, as would job performance-and our workforce
would be generally less dependable. Communities need the services non-profit orga-
nizations provide. Directly or indirectly they enrich all of our lives every day.
Pa sage of the Moynihan-Packwood bill will help ensure their continued viability
and preserve this most unique aspect of American life.

(From the New York Times, July 2. 1978)

PRIVATE CHARITY GOING OUT OF STYLE IN WEST EUROPE'S WELFARE STATES

(By Jonathan Kandell)

STOCKHOLm-A few years ago, toward the end of his life, King Gustaf VI Adolf
decided to make a final bequest from the royal coffers to his Swedish subjects. He
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would contribute a sizable amount, running into the hundreds of thousands of
dollars, to a national association for the handicapped.

The donation was never accepted. And, in fact, the would-be recipient admonished
the King for even attempting as a private individual to fulfill what was considered
in modern-day Sweden a function of the government.

Increasingly in Western Europe, philanthropy is acquiring a bad name. Leftists
assert It delays the expansion of government-controlled social benefits and softens
popular attitudes toward private wealth

Even moderates are voicing disapproval of what they call the elitism of philan-
thropists' and their foundations' dispensing large amounts of money and patronage
without the controls of electoral mandates or the accountability of government
bureaucrats.

CHARITABLE GROUPS ARE NUMEROUS

In sheer numbers, West European charitable associations seem impressive
enough. There are 120,000 In Britain, 32,000 in the Netherlands, 19,500 in Switzer.
land, 15,000 in Sweden, and 4,000 in West Germany. But most of them are small
and exist In name only. Fewer than 5 percent sill make sizable donations. Public
sentiment that philanthropy should be the responsibility of governments has forced
throusands of small charities to depend increasingly on funds from state and local
authorities.

The refusal of West European governments to allow tax deductions for large
individual donations has reduced the number of tycoon-philanthropists of the sort
that achieved fame before World War II. Even those wealthy persons who continue
to contribute often find that the publicity surrounding their donations can
boomerang.

Last March, for example, Marcel Dassault, the aircraft manufacturer and reput-
edly one of the richest men in France, decided to finance an indoor swimming pool
for his constituents in Beauvais a district he represents as a conservative Gaullist
legislator in the National Assembly.

The mayor, Walter Amallem, a Socialist, inaugurated the pool with some acid
comments as the 86-year-old Mr. Dassault stood by.

To give ourselves over to patronage, consigning our fates to the powerful and the
rich, seems to us contrary to the spirit of the republic and of democracy," said the
mayor. "We should have preferred action by the nation, the fruits of efforts by the
whole community, eliminating charitable practices that degrade those who benefit
from them."

It is doubtful that Mr. Dassault even heard the rebuke. He was caught up in a
shouting match with some Communist councilors, hurling abuse at him from across
the pool. "My workers are the best paid in France," Mr. Dassault yelled. "And I also
was once poor before I was successful."

Less raucous, but no less controversial, has been the case of Pierre Guerlain 72,
the perfume manufacturer, whose offer to donate 10,000 acres of lake and land For a
wildlife reserve was approved after four years of negotiations with the French
Government.

His credentials as a nature lover were never questioned-he was once administra-
tor of the World Wildlife Fund. But bureaucrats reportedly held up the bequest for
fear that it would give Mr. Guerlain a windfall of publicity or set off rumors that he
had been given a tax break. Mayors in some of the communities bordering the
preserve felt that the Government should reserve the option of eventually using the
land for housing.

In Sweden, where popular feeling against private philanthropy probably runs
highest, there have been few recent cases of large private donations.

I would say that sort of philanthropy is suspect nowadays," said Lars Bergstig,
information secretary in the Budget Ministry. Even among wealthy people there is
a feeling that you don't become popular by giving away money, by establishing a
grant or foundation in your name.'

SWEDEN ALLOWS NO TAX DEDUCT/ON

Nor would a philanthropist in Sweden be allowed a deduction from his taxable
income for a charitable donation.

"In the past, philanthropy was an important substitute for social benefits for the
poor," said Mr. Bergstig. "But we've had such a fast buildup of public welfare
services since the end of the war. All political parties now believe that philanthropy
should be the function of the state and local communities. And the mentality of
Swedes today is that if you need money for disease research or support for the arts.
you go straight to the Government. After all, isn't that why we pay all those taxes?"
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According to Mr. Bergtig, many of the thousands of small charitable trusts that
still exist can no longer fulfll,their original aims.

"There are five to ten small trusts in Stockholm alone that specify that their
money should be spent for.the-moral improvement of wayward women,' he recalled.
"Can you really imagine giving away money for that in Sweden today? Then we
have old charitable funds to make it possible for young people to go to a university
or study abroad. Well, the Government more than takes care of that nowadays.

"The trouble is that even if there are no longer recipients who qualify for many of
the old charitable funds, no new legislation has been passed to alter their provi-
sions. It just would not be worth the controversy."

TAX EXEMPTIONS EXIST IN BRITAIN

In Britain, charities are exempted from income tax, corporation tax and capital
* gains. But individual donors are not. And in recent years, most of the charities have
had trouble raising money, or maintaining their endowments.

"Operating and administrative costs continued to rise and inflation persisted in
eroding the value of capital," stated a report last year by the charity commissioners
for England and Wales. "These trends impinged adversely on the ability of charities
to sustain existing programs and to start new ones, from their own resources and
also on the ability of the public to subscribe fresh funds."

Increasingly, British charities depend on government financing. Earlier this year,
a survey by the Charities Aid Foundation, an umbrella group for many voluntary
organizations, disclosed that only 40 percent of donations to British charities came
from individuals, wills, trust funds and corporations. Government grants covered
most of the rest.

TREND TOWARD STATUTORY FUNDING

"It would be naive to suppose that charities which are effectively dependent on
statutory funding will be left with the freedom of initiative any longer than it suits
the convenience of the state," said Redmond Mullin, assistant director of the Chari-
ties Aid Foundation.

This view was also put forward in a report last year on philanthropy by the
National Westminster Bank, but with a slightly different perspective:

"In recent years there has been increasing political interest in charities, and their
attractive, tax-sheltered status must have played a role in this. Some charities such
as private schools or hospitals are seen as havens of wealthy privilege that enable
the rich to buy certain services at a cut price; others are attacked on the ground
that they launch political propaganda under the guise of charitable activity."

STATE'S ROLE DOES NOT RESOLVE ISSUE

But a government monopoly of philanthropy, as has occurred in the patronage of
the arts in Britain, has not put an end to the controversy.

In the United States, businesses are allowed to give away up to 5 percent of their
income, free of tax. In Britain, business gifts to the arts are free of tax only if the
Government determines that they are part of actual business or advertising ex-
penses. As a result, private donations account for only $1.8 million a year, or less
than 1 percent of total patronage for the arts.

But the Government, particularly at the local level, tends to donate its money to
the more conventional artistic activities that are free from public controversy,
according to advocates of private philanthropy.

The stringent tax laws against potential private art patrons have also been
blamed for the large-scale outflow of works of art abroad. Neither the museums nor
the Government are able to match offers by foreign collectors for paintings put up
for sale by their British owners.

A PARTIAL LIST OF AGENCIES AND SERVICES RECEIVING UNITED WAY ALLOCATIONS

American Diabetes Association, American National Red Cross, American Social
Health Association, Arthritis Foundation, Big Brothers, Big Sisters, Boys Clubs, Boy
Scouts, Camp Fire Girls, Catholic Charities, Child Adoption Services, Child Guid-
ance Clinics, Day Care Centers, Epilepsy Foundation of America, Family Counseling
Services, Foster Care of Children, Girls Clubs, Girl Scouts, Homemaker-Home
Health Aide Service, Homes for Dependent and Neglected Children, Hopitals, Infor-
mation and Referral Services, Inner City Projects, Legal Aid Services, Leukemia
Society of America, Mental Health Services, Medical Clinics, National Association
for Mental Health, National Association for Retarded Citizens, National Association
of Hearing and Speech Action, National Council on Alcoholism, National Council on
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Crime and Delinquency, National Cystic Fibrosis Research Foundation, National
Easter Seal Society for Crippled Children and Adults, National Hemophelia Founda-
tion, National Kidney Foundation, National Multiple Sclerosis Society, National
Recreation and Park Association, Neighborhood Centers and Settlements, Planned
Parenthood Services, Residential Treatment Centers for Children, Salvation Army,
Services for the Ag'ng, Services for the Handicapped, Services for Unwed Mothers,
Summer Camps, Temporary Shelters for Children, Travelers Aid, United Cancer
Council, Inc., United Cerebral Palsy Association, United Seamen's Service, United
Service Organizations (USO), United Way Planning Organizations, Urban League,
Visiting Nurse Services, Volunteer Bureaus and Voluntary Action Centers, Volun-
teers of America, YMCA, YWCA, YMHA, YWHA.
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STATEMENT OF GLENN E. WArS, PRESIDENT, COMMUNICATIONS WORKERS OF
AMERICA

Mr. Chairman and members of this committee, my name is Glenn E. Watts, and I
am President of the Communications Workers of America (CWA). CWA represents
more than 625,000 working men and women in this nation. Our members are prime
examples of persons who would be affected by the passage of S. 219, the bill to
extend the charitable contribution deduction to all taxpayers, sponsored by Senators
Daniel P. Moynihan (D-NY) and Bob Packwood (R-Ore). You heard yesterday and
will hear more today from persons representing a wide variety of public charities
who support this legislation. Though I personally have served on the Board of
Directors of the United Way of America, I am before you today as a representative
of working men and women to tell you why I believe this legislation to be in their
interest and in the interest of working people generally.

Over the past decade this Committee and the Congress as a whole has sought to
reform the tax laws to make them more equitable and to simplify the annual duty
all of us have to fill out our forms and pay our fair share. I am proud that the
Communications Workers of America has supported these reforms.

I am afraid, however, that one of the unintended consequences of our efforts has
been to reduce the incentive of charitable giving in this country, especially by those
like the members of CWA, whose modest contributions support their local churches,
United Wayrs, Boy Scout troops, YWCA's and the like. As others before me have
said, there is something uniquely American about our attachment to local voluntary
associations and the work they do in our communities.

Congress has taken great strides in the last twenty years to aid the poor, the sick
and the under-educated in this country through far-reaching social legislation that
has enjoyed the support of CWA. This legislative initiative has been supplemented
and helped by the thousands of volunteers, who give of their time and money to
help bring about their own brand of social change in their respective communities.

I am proud to say that my Union has been in the forefront of this community
involvement effort. In fact, CWA enjoys the distinction of being known as "the
commun. v-minded Union." Our Union members and millions of other people like
them are ;r-ople of modest means who are dedicated to the support of their local
voluntary groups. Much of the money for such groups is raised by the local United
Way and the average contribution may be only $10 or $20 a month voluntarily
contributed by payroll deduction.

It used to be th at when a worker filled out his tax return he or she indicated
contributions to charity and deducted them from gross income. This was at once a
clear signal to the worker of the importance government attached to the work of
such charitable organizations and a financial incentive for continuing to give.

In theory this still remains true. The charitable deduction still remains. But as a
practical matter fewer and fewer people decide to use it. People are encouraged
instead to use the standard deduction, now called the zero bracket amount. Accord-
ing to information compiled by Martin Feldstein at Harvard in 1978 nearly 50
million tax returns filed by persons whose adjusted gross income is less than $20,000
per year use the standard deduction. It is in this category that most members of
CWA and other labor organizations fall. These are the people that S. 219 is designed
to encourage to give. It is true that most people give to charity. According to
research done by the Gallup organization on contributions made in 1978, 84 percent
of the persons interviewed gave to charity. But there was a dramatic difference in
the level of contributions by those who itemized their deductions and those who did
not. For a family whose income was between $15-20,000 the average donation by an
itemizer was $652, by a non itemizer $222. This contrast held true for each income
f roup for which there were sufficient persons in the sample to provide reliable data.
t is these taxpayers that S. 219 is aimed at.

Slowly and inadvertently over the last decade or so we have taken away the
incentive to give for most ordinary people. As more and more taxpayers take the
standard deduction the only people for whom the incentive remains are the
wealthy. This is not only unfair, it threatens the broad popular base of voluntary
contributions on which our charitable organizations rely for the vitality and plural-
ism that are their hallmark. S. 219 would turn this around. It would give a member
of CWA the same incentive to give as others have.

Several questions have been raised about this legislation by friends of organized
labor, and I would like to address myself to them. Some have asked whether giving
a separate deduction for charitable contributions sets a bad precedent and means
that deductions for mortgage interest, casaulty losses, medical expenses and the like
will all then be made "above the line" deductions. I do not think so. Almost since
the inception of the income tax code, the charitable deduction has been treated
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differently. The worthiness of the cause, the absence of personal gain to the donor
and the natural overlap of function between charities and the federal government
have led policymakers to recognize the charitable deduction as unique. The history
of the special place for the charitable deduction in our tax system will prevent it
becoming a precedent for other deductions.

Others have suggested that the deduction be made a credit so that a taxpayer
could subtract from his or her tax a percentage of contributions made, up to a
specific dollar ceiling. While this has superficial appeal, it has a basic flaw which
makes it unacceptable. The issue is whether money contributed to charity should be
considered taxat le income. Under current law and under S. 219 monies given to
charity are subtracted from annual income in order to arrive at a figure called
taxable income. This figure is the amount which is subject to tax by the government
at rates set by the Congress. Various credits against the tax owed can then be
taken, but they do not disturb the notion that income, as a matter of principle, is
subject to tax.

I would contend that money given away to charity is simply not taxable income.
This is an important matter of tax principle which is violated if a charitable
contributions credit is substituted for the deduction.

Finally, there is the concern expressed about the revenue loss associated with this
legislation. It is a concern I share. Various estimates by the Treasury, the staff of
the Joint Committee on Taxation and several private economists range from $2
billion to $3.5 billion per year, depending on the level of new contributions the
legislation encourages. Without question this is a large sum of money. However, the
various private studies that have been done on the charitable contribution have
concluded one thing: the charitable deduction if efficient. Studies conducted by
Harvard Professor Martin Feldstein consistently show that for every dollar of
Treasury loss the nation's charities gain from $1.15 to $1.30 in new contributions. In
the income brackets of most working people the ratio of new contributions to
Treasury revenue loss may be as high as 2 to 1.

I share the concern of others who seek to insure that the federal government has
funds adequate to carry out its important social programs. In these inflationary
times, it is recognized that it costs more just to continue programs as the same level
of service. But this is true of the work of voluntary organizations as well. In many
ways government and the charitable community are similar expressions of the
shared purpose of community good works. But it must also be kept in mind that if
community voluntary groups don't do this work, it may have to be picked up by
state and federal governments with a resultant increase in taxes. Voluntary agen-
cies carry out these good works efficiently and with an eye to the needs and desires
of the local community. There is a need for a balance between what can and should
be done by government and what may be better accomplished in the local communi-
ty by a voluntary agency. This legislation, S. 219, will help restore that balance by
reinvigorating the voluntary community, which has been historically, such a unique
part of the American scene.

Senator MOYNIHAN. And with that we will close these two days
of hearings, thanking our witnesses, thanking our staff and our
indefatigable reporter.

[Thereupon, at 12 noon, the subcommittee recessed to reconvene
at the call of the Chair.]

[By direction of the chairman the following communications were
made a part of the hearing record:]
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easier seal society
60 YEARS OF SERVICE TO HANDICAPPED PEOPLE

Ofic of Govesmonal Affair

January 29, 1980

Honorable Harry F. Byrd, Jr.
Chairman
Subcommittee on Taxation and

Debt Management Generally
United States Senate
Washington, D. C. 20510

Dear Mr. Chairmen:

This statement represents the commentary of the National Easter Seal
Society on S. 219. a bill which amends the Internal Revenue Code of 1954 to al-
low the charitable deduction to taxpayers whether or not they itemize their
personal deductions. We respectfully request that this statement be included in
the hearing record with respect to the hearings your Subcommittee has been holding.

The National Easter Seal Society, a major voluntary agency organized
0 years ago, provided 453,811 individuals with direct services in fiscal 1977-
978. The services are provided by affiliated societies which operate 2,000
programs and facilities including 100 comprehensive medical rehabilitation cen-
ters and numerous workshops and special education programs. In 1977, 79.52 of
the Easter Seal dollar was spent for program services while only 20.5Z was ex-
pended for fundraising and management. Our nationwide income for fiscal 1978,
the latest year for which figures are available, was $99,430,000. Of this amount,
$46,118,222 was contributed income from the public ($46.38% of our total income).

We have reviewed S. 219 and strongly urge: its adoption by the Subcommittee.

In the peat two years, we have seen a great erosion of our income through
inflation. Concurrently, there has been a decline in the amount of individual
discretionary income available for voluntary contributions to agencies such as
ours and a dryLng-up of government grants. We have seen a retreat by the govern-
ment all across the country for support for special programs, including those
that affect the Easter Seal clientele -- the handicapped population. With present
world conditions and the Administration taking uteps to increase our national de-
fense arsenal, It Is realistic to assume more dollars will be diverted from social
programs to defense programs. Thus, the voluntary sector will be looking for more
dollars to keep needed social programs in operation, resulting In our handicapped
population becoming more dependent upon the private sector and public charities.

While these facts are disturbing, historically Easter Seals was estab-
lished on the premise that individuals can take care of their needs and help their
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fellow man without governmental intervention. In recent years, however, we have
seen federal programs taking over many of these responsibilities. Additionally,
as tax laws have become more stringent and taxes have risen to cover the myriad
of social programs, charitable dollars have proven more difficult to obtain. Added
to the problem have been tax reforms which have made the option of taking the stan-
dard deduction more economically advantageous than itemizing the various individual
deductions. Obviously, as more taxpayers opt for the standard deduction, charities

-experience a loss in contributed Income.

The Coalition of National Voluntary Organizations (CONVO) recently com-
missioned the Gallup Organization to conduct a survey to determine the giving pat-
terns of Americans. Among the more significant conclusions to be drawn from the
survey on taxpayer Itemizers and nonitemizers is that on the average, those who
itemize their personal deductions give more than three times as much as those who
take the standard deduction. Even in the family Income category of $15,000 -
$20,000, this 3 to I ratio is evident.

Although the correlation is not perfect, the ratio of average contribu-
tions for Itemlzere to the average for nonitemizers increases with Income is as
follows

AVERAGE CONTRIBUTIONS

HOUSEHOLD INCOE ITEHIZERS NONITENIZERS RATIO

Under $5,000 $ 203 $112 1.8
$5,000 - 9,999 300 165 1.8
$10,000 - 14,999 324 249 1.3
$15,000 - 19,999 652 222 2.9

- $20,000- 49,999 658 281 2.3
$50,000 and over 1,253 227 5.5

Total $ 652 $210 3.1

Since income tax rates are progressive with income, these data lend
considerable support to the argument that tax incentives are an important deter-
minant of the levels of charitable giving.

The underlying issue raised by S. 219 was addressed in the 1975 report
of the Comission on Private Philanthropy and Public Needs. The report stated,
"That to increase inducement for charitable giving, all taxpayers who take the
standard deduction should also be permitted to deduct charitable contributions
as an additional, Itemized deduction." The Comission also stated in the report,
'We do contend that private giving is essential to the nature and quality of life
in American society. Because of the fundamental importance of the dollars spent
and the urgent need to increase the number of donors and the number of dollars they
give, the principal governmental incentive to private giving should be recognized
as a special deduction, broadly available to all taxpayers, whether or not they
use the standard deduction."

To those whooppose the legislation on the basis of loss of tax revenue,
we believe that a very good argument can be made to refute such a premise. With
additional contributed income, our Easter Seal affiliates can accelerate rehabili-
tative and restorative services to the handicapped, making these individuals less
dependent on federal and public assistance. Expenditures by rehabilitation organ-
izations have been shovn to be cost-effective in terms of reducing the cost to the
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government for assistance to handicapped individuals. The added services in the
areas of physical and occupational therapy vil equip the handicapped to become
more self-sufficient, enter the work force and become members of the taxpaying
public contributing added dollars to the Federal Treasury to offset the los in
revenue which will occur from those tax deductions allowed for the charitable con-
tributions as provided for in S. 219. In addition, many of the disabled, now
beneficiaries of federal public assistance programs, will be able to forgo such
assistance as they become self-sufficient taxpayers earning their own living and
support. Thus, the benefit would be twofold. Many handicapped persons with proper
rehabilitation wilL become self-supporting taxpayers and will no longer be in need
of costly federal support which necessitates the expenditures of a substantial amount
of tax dollars.

Because of the foregoing, Easter Seals strongly urges the Subconittee
to favorably report out S. 219 and we thank you for the opportunity to present
our views.

Sincerely,

Roberts Van Beek
Assistant Director of

Governmental Affairs

RV:3cg
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AMERICAN CANCER SOCIETY
Miaourl Dlvlulon, Inc.

JEFFERSON CITY, MISSOURI 55103 PHONI: 1314) #W6319

Mede Ih C Jones Jr
Cha'.an Of the B0rd

Jame% Hgew M O

ChaiesH Eyeemann J?
Ch4aman Elect

Ms Aoberl Hart.$
Vce Presdr.P

Gwgo O..Ph.nr
Vfc. P1.,dent
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Fratk ( 8enna
Charles E Lockhiral U D

January 28, 1980

Mr. Michael Stern
Staff Director
Committee on Finance
Room 2227, Dirksen Senate Office Building
Washington, D.C. 20510

Dear Mr. Stern:

The Missouri Division, Inc., American Cancer Society
Board of Directors wishes to go on record with the
following statement relative to S.219, the Charitable
Contributions Bill (sponsored by Senators Packwood
and Moynihan, etc.):

The adoption of S.219 represents a needed
change in the tax law to stem an un-
intended, but very real deterioration
of the uniquely American institution of
volunteerism and the charitable
contribution. The American Cancer
Society supports the proposed legislation
and urges members of the Senate to vote
in favor of this bill.

Very truly yous,

Jamj2 Hueser, M.D.
President of Board of
Directors

jhh

cc: Meredith C. Jones, Jr., Chairman
C. Stuart Exon, M.D., Chairman of

Public Issues Committee, Missouri Division
Gerald G. Quick, Executive Vice President
Alan Davis, Vice President for Governmental
Relations

Tom Mahaffey, Midwest Area Vice President
Members of the Board of Directors

60-529 0 - 80 - 22

.9I
P.. Box 10"
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WALL DRUG STORE
510 MAIN STREE

GOUiiLDI"b 5770
GATEWAY TO THE BADLANDS

alli'mfou *j

January 17, 1980

Mr. Michael Stern, Staff Director
Committee on Finance
Room 2227, Oirksen Senate Office Bldg.
Washington, 0. C. 20510

Dear Sir:

I would like to submit this letter as written testimony In favor

of S. 219, the Charitable Contributions Bill, which would permit

donors to deduct charitable gifts whether or not they Itemize

their other deductions on their income tax form.

I feel that enactment of this bill would not only benefit low and

middle income people, most of whom do not itemize, but would also

encourage charitable giving by providing all taxpayers with more

incentive.

For many, many years the Federal income tax laws have allowed the

charitable deductions for two good reasons: to encourage support

of the private philanthropic organizations, and to avoid taxing

income that is given away rather than consumed. However, in

actuality, this principle is viable for only those who itemize



their deductions. In recent years fewer people have been doing so

because of the increase in the standard deduction. Along with the

more prevalent use of this standard deduction has come a decline

In charitable giving.

In conclusion, It Is my opinion that S. 219 would encourage citi-

zens to contribute to the many worthwhile and necessary charitable

organizations In our country.

Sincerely,

Bill Hustead

Wall, South Oakota 57790

BH:gee
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OEON SMAK SPEAREAN'FESIVAL A$
ASHLAND OR VI0

LA, Maij lgrampi A

S06516466034 01130140 ICS IPI 570'I~s
50G4811111 MON TOIN ASHLAND OR I& 01-30 IMFR iT?

SENATOR R089RT PACKWOOD
311 DIRXSEN SENATE OFFICE SL00
WASHINGTON DC 8010

ATTENTION all "

OEAR SENATOR PACKNOOD

THE OREGON SHAKESPEAREAN FESTIVAL ASSOCIATION WOU60 LIKE TO O0 ON
RECORD AS STRONGLY SUPPORTING 8119 WITH A MEMBERSHIP OF NEARLY 6.00
FROM THE PACIFIC COAST STATES, THE OREGON SMAKESP[AREAN FESTIVAL IS
ONE OF AMERICA'S MAJOR NOT-FOROPROFIT PROFESIONAL THEATRES,

DURING TH[ PAST DECADE ATTENDANCE AT THE FESTIVAL HAS INCREASED FROM
10000 IN 190 TO MORE THAN 265l§00 LAST SEASON, IT IS OUR CONVICTION
THAT THE INCENTIVE TO INCREASE PRIVATE SUPPORT CREATE NY 4119 :1
CRITICALLY IMPORTANT IF THE FESTIVAL 1I TO CONTINUE TO MEET THE
PUBLIC DEMAND FOR QUALITY PERFORMANCE AND EOUCATIONAL PROGRAMMING,

SINCERELY
WILLIAM W PATTON# GENERAL MANAGER OREGON SMAKESPEAR[AN FESTIVAL
ASSOCIATION

57132 EST

MONCOMP MON
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United WV OF CALIFORNIA
410 ush , 8M P,,w~oe, C.Wmn,,W *10 o~ (m41J 77-430

STATB0-MT
of

UNTM) WAY OF CALIFORNA
to the

U.S. SENATE FINANE OR44nITTE
SUB0 Wt4TM ON TATION AM DET M

S. 219 BY SENATORS MINiHAN AMD PACKMJOO
JAIA[Y 30-31, 1980

In California, private fund raising is not keeping pace with inflation. Non-
profit community service agencies have suffered the greatest cuts in govern-
sent fitdg since enactment of Proposition 13. Service demands on community-
based service providers have increased as a result of cutbacks in public
services.

Fewer people are iteuizing their deductions which results in reduced giving by
lower ad middle income persons. Proposition 13 accelerates the number of per-
sons switching from itemized returns to the standard deduction because of
reduced property tax writeoffs.

S. 219 will remedy this situation by restoring the tax incentive to lower and
middle income taxpayers. Similar legislation was introduced in the California
Legislature on February 14, 1979. This bi-partisan bill, AB 545 by Assemblyman
S. Floyd Mori and twenty-eight co-authors, was approved by-i-T-sembly Revenue
and Taxation Committee in April, 1979. On January 23, 1980, the Assembly Ways
and Means Comittee sent AB S4 to the Assembly floor with a "IDD PASS" recommen-
dation. Identical legislation will be introduced shortly in the State Senate.

In July, 1979, the Field Research Corporation, headed by Mervin Field, conducted
a survey of Californi& public attitudes toward tax deductions for charitable con-
tributions. This survey indicates that people who itemize their personal deduc-
tions give much more to charity than do standard deduction users. In 1978, 19.61
of California taxpayers vho used the standard deduction gave nothing to charity
as compared with only 4.41 of itemizers who gave nothing. 411 of the standard
deduction users gave less than $100 in 1978 as compared with 17.5 of the itemizers
giving less than $100. Contributions increase as income rises in all income ranges.

The Field poll also indicates that tax deductibility of charitable contributions
is a powerful incentive to give. 17.St of the standard deduction users stated that
they will increase their giving if both federal and state income tax laws are
amended to allow above-the-line treatment. When asked if they will give more if
only the state law is amended, IS.1% of the standard deduction users indicated that
they will give more to charity.

URING CALIFORNIA uNITED WAYS, CRUSADES, FUNDS AND PLANNING COUNCIL
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Finally, the Field poll indicates that Californian's favor above-the-line
treatment of charitable contributions by a margin of two to one.

BACKGN

The United Way of California is the state association of California's forty-
one independent local United Way organizations. In 1978, these local United
Ways raised over $110 million to help fund over 1300 local volunteer governed
health and welfare agencies. These agencies generated an estimated three to
four dollars in volunteer effort, fees for service and government grants for
every United Way dollar.

THE VOLNTARY SECTOR

Voluntary associations operate in virtually every aspect of American life,
including environmental and wildlife protection, health, welfare, religious
activities, civic improvement, civil rights, arts and culture. These organi-
zations are not government mandated, nor do they operate for monetary profit.
Most are organized as not-for-profit corporations. Many are exempt from
federal and state income taxes under Section SO(c)(3) of the U.S. Internal
Revenue Code and Section 23701(d) of the California Revenue and Taxation Code.

In California, the Attorney General's Office reported 14,000 registered chari-
table organizations in 1977. These organizations received nearly $1 billion
annually in contributions and an additional $S00 million in grants. An equal
number of charities are not required to register because of statutory exemptions.

INFLATION AND THE VOLUNTARY SECTOR

The voluntary sector is highly labor intensive. Since voluntary agencies provide
services rather than producing goods, they are more susceptible to the negative
effects of inflation. Thus, even though private giving doubled in the 1960's,
this growth did not translate into twice as much purchasing power for charitable
organizations. In an excellent study of giving in the American economy, Nelson
concludes that "of the dollar growth in giving from 1960 to 1972, one-quarter
represented an increase in the actual quantity of services purchased and three-
quarters represented price inflation."

THE VOLUNTARY SECTOR AND GOVERN41EN

By the early 1970's, the fund raising efforts of voluntary agencies could no
longer keep pace with inflation. Many voluntary organizations began to view
participation in government programs as the road to survival. At this precise
tine, many federal assistance programs were consolidated and decentralized.
Local governments received more control over administration of federal urban
social programs. In 1972, Congress enacted the General Revenue Sharing program.
This was followed in quick succession by the Comprehensive Employment and Train-
ing Act (CETA) in 1973, the Housing and Community Development Act (HCIk) in 1974,
The Social Services Amendments (Title XX) in 1974 and the Older Americans Act
Amendments in 1975. These programs all offered major opportunities for voluntary
agencies.

-2-
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Within a few short years, voluntary agencies became an integral part of the
public services delivery system. Yet few public officials and fewer taxpayers
were aware that many publicly supported health, welfare and other services
were being provided not by public employees but rather by the employees and
volunteers of community-based organizations.

During this period, local United Ways began encouraging their funded agen-
cies to use the United Way allocation as seed money to get government grants
to improve or expand community services. This phenomenon grew rapidly as
revenue sharing and block grants became more plentiful. In 1974, for example,
the Ukited Way in the Bay Area of San Francisco allocated $12.S mill ton in
private donations to approximately 200 agencies who raised another $20 million
in government funding. In 1979, the United Way allocations grew to $16.4 mill-
ion while government funding grew to $S7.2 million.

On a statewide basis, over 30 percent of all United Way funded agencies now
receive more than SO percent of their total income from government grants. In
metropolitan areas, the percentage is higher with over 40 percent of the agen-
cies falling in the above category.

A recent study by the National Association of Social Workers (NASW) shows that
the voluntary sector has received the biggest initial funding cuts in the wake
of Proposition 13. NASW studied the impact of Proposition 13 on nine major
human services programs in twelve California counties, representing 75 percent
of the State's population. NASW found that the use of general. revenue sharing
to fund voluntary agencies to provide human services suffered a 22.8 percent
decrease, or 30 percent when adjusted for inflation. Another funding source
utilized heavily by the voluntary sector is Title XX, which received a 12 per-
cent reduction -- becoming the second largest program cutback.

Service demands on co nmity based service providers have increased as a result
of cutbacks in public services. These demands are in a wide range of services
including youth programs, mental health, substance abuse, probation diversion
programs, aging programs, social services and employment training.

THE STANDARD DELUCrlON

The standard deduction was designed as a method to simplify the filing of tax
returns. It was never designed to erode the giving base of charitable organi-
zations. Unfortunately, the increased preference for the standard deduction
has inadvertently reduced the independent fund raising capability of charit-
able organizations.

In California, taxpayers filing itemized returns claimed $2.5 billion in deduc-
tions for residential property taxes in 1978. This deduction will shrink
almost thirty percent (301) in 1979 and sixty percent (60%) in 1980, as a
result of Proposition 13. The effect of this loss of a substantial portion
of the tax deductibility of the average homeowner's second largest tax deduc-
tion will be the creation of more non-itemizers on both federal and state tax
returns.

-3-
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Under current federal and state tax codes, only those who itemize their
deductions can claim a tax incentive for such contributions as (1) cash,
(2) property donated for charitable use or resale in thrift shops, and (3)
cost of mileage and other qualified out-of-pocket expenses incurred in volun-
tary comunity service. Those who use the standard deduction receive no bene-
fit from such donations. These taxpayers are treated the same as those using
the standard deduction and making no charitable contributions.

THE CHARITABLE GIVING BASE

In July, 1979 the Field Research Corporation conducted a public opinion survey
to determine California public attitudes toward tax deductions for charitable
contributions. The survey was conducted for a broad coalition of religious and
charitable organizations headed by the United Way of California. It was finan-
ced by grants from the Bank of America, the Evelyn and Walter Haas, Jr. Fund,
The Hewlett Foundation, the San Francisco Foundation and the San Mateo Founda-
tion.

In total, 1,013 interviews were completed statewide among California adults, 18
years of age and older. All interviewing was conducted face-to-face in respon-
dents' homes using a structured questionaire. The questions were developed
by the Field Research Corporation staff and were reviewed in advance by officials
of the California State Department of Finance, the Franchise Tax Board, and the
Legislative Analyst.

This survey established a number of important facts which support the proposition
that above-the-line treatment of charitable contributions will substantially
increase charitable contributions.

These facts include:

People who itemize their deductions give much more to charity than those
who use the standard deduction. In 1978, 19.6 of California taxpayers
who used the standard deduction gave nothing to charity as compared with
only 4.4% of itemizers who gave nothing. 41% of the standard deduction
users gave less than $100 in 1978 as compared with 17.51 of the itemizers
giving less than $100. Itemizers give substantially more to charity than
those who use the standard deduction.

Tax deductibility of charitable contributions is a powerful incentive to
give. 17.5% of the standard deduction users stated that they will increase
their giving if both federal and state income tax laws are amended to
allow above-the-line treatment. When asked if they will give more if only
the state law is so amended, 15.1% of -he standard deduction users indica-
ted that they will give more to charity. 23.1t of the blacks and 13.4 of
the Hispanics questioned said they would increase their charitable con-
tributions if above-the-line treatment is allowed. 19.6% of the non-givers
and 18.1% of the under $100 per year givers stated they would increase their
giving if the law is amended.

-4-
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*Homeowners give substantially more than renters. In 1978, 19.5% of all
renters gave nothing to charity compared with only 7.8t of homeowners in
this category. 44.40 of renters give less than $100 to charity compared
with 20.9 of homeowners falling in this category, but. 20.2% of the
renters said they would increase their contributions of above-the-line
treatment is allowed.

* In 1978, charitable giving by Californians was higher as age, education
and income level increased. Married people also gave substantially more
than unmarried people. 22.3% of those between the ages of 18-29 would
increase their contributions if above-the-line treatment is allowed.
19.1% of those earning between $1S,000 and $19,999 annually wuld also
increase their giving.

TAX SAVINGS AND WHARITABLE CONTRIBTIONS

The Commission on Private Philanthropy and Public Needs (aka Filer Commission)
stimulated the most important empirical studies to date on the scope and nature
of charitable giving. These independent studies utilized the most sophisticated
opinion research and econometric modeling techniques available. Twenty-five
years of IRS data was analyzed by leading economists to test various assumptions
regarding tax incentives and charitable giving.

The econometric studies confirm that the price elasticities of charitable con-
tributions greatly favor the proposition that charities will gain far more
contributions than the government loses in taxes. The key study on the effects
of the charitable deduction. on contributions by low and middle income households
was conducted by Professors Michael Boskin of Staaford University and Mrtin
Feldstein of Harvard. This study shows that the price elasticity of giving in
households with incows of $1000 to $30,000 is -2.4. In other rds, for each
dollar lost by governments, charities will gain $2.40.

The Moynihan-Packwood (S 219) bill targets the incentive to make charitable
contributions to low and middle income groups. According to the Joint Congress-
ional Comaittee on Taxation, 57.-S percent of the revenue effect will be reflected
on the tax returns of those earning less than $20,000. M4ore dramatically, 77.3
percent of the tax returns affected have incomes below $20,000. As the California
Field Poll indicates, it is precisely this group which plans to start or increase
giving to charitable organizations when the Tax Code is amended.

In addition to the increase in monetary giving, each dollar would generate sub-
stantial volunteer effort. The Governor's Office of Voluntarism estimates that
each dollar generates five dollars in volunteer time. A recent study by the U.S
Conference of Mayors points out that every dollar devoted to the arts and culture
generates another three dollars in related economic effort. This multiplier
effect will greatly increase the availability of community based services at a
time of retrenchment by all levels of government.

GIVING SHOLD BE PRIVATE

This statement has focused on the economic considerations regarding the Moynihan-
Packwood (S 219) bill. It would not be complete, however, without mentioning the

-5-



340

basic philosophical premise underlying this legislative proposal. Simply put,
money that people give freely away to benefit others ought not to be taxed.
These gifts do not increase the giver's wealth, nor do they accumulate in is
or her estate. They are not resources consumed by the giver. They benefit
other people.

PENDING STATE LEGISLATION

In California, a broadly based coalition of religious and charitable organiza-
tions has sponsored a legislative proposal identical to S. 219. In February,
1979, Assemblyman S. Floyd Mri introduced AB 545 to amend the State Revenue
and Taxation Code to allow every taxpayer a~ediiiction for charitable contribu-
tions whether they itemize their other deductions or not. AB S45 was approved
by the Assembly Revenue and Taxation Comnittee in April, 1979. 7,1n January 23,
1980, the Assembly Ways and Means Committee approved this Bill and sent it to
the Assembly Floor with a "Do Pass" recommendation.

SUPPORT URG)

United Way of California urges your support for enactment of S. 219 in this
session of Congress.

Statement submitted by:

Mr. Robert A. Grimm, President
Mr. Louis N. Garcia, Executive Director
UNITED WAY OF CALIFORNIA
410 Bush Street
San Francisco, CA 94108
(41S) 772-4300
January 2S, 1980
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PARTIAL LIST Or AS545 SUPPORTERS

(1) Children, Youth and Family Organizations

Girls Clubs of America
Boys Clubs of America
Family Services Council of California
YMCA
YWCA
oy Scouts of America

Girl Scouts of America
Camp Fire Girls
Family Service Association of America
Project Eden of Hayward
Juvenile Service Council - Volunteers in Probation
Sunny ills Children's Services
Catholic Youth Organization
Jewish Family Service of Los Angeles
La Case Community Canter
California Association of Children's Residential Center

(2) Education and Education Related Organizations

Association of Independent California Colleges and Universities
Parents Teacher Association (PTA)
Occidental College
Pomona College Alumni Association
Life Skills House
Simi Valley Friends of the Library

(3) Health and Health Related

American Social Health Association
Children's Hospital of Los Angeles
American Diabetes Association
Long Beach Childrens' Clinic
National Multiple Sclerosis Society
Assoiation for Retarded Citizens
Pasadena Council on Alcoholism
St. Anne's Maternity Home
Visiting Nurses' Association
Mental Health Association
American Cancer Society
American Heart Association
Easter Seal Society
Planned Parenthood Affiliates of California
Memorial Hospital of Glendale
Newhall Memorial Hospital
Hearing Society of the Bay Area
Salinas valley Memorial Hospital
Rideout Hospital (Marysville)
Grossmont Hospital Auxiliary (La Mesa)
Institute for Burn Medicine (San Diego)
Herrick Memorial Hospital Guild
CEDARS-SINAI Medical Center

C4) Parks and Recreation

East Bay Regional Park District
California Park and Recreation Society

(5) Religious and Religious Related

California Catholic Conference
Salvation Army
Jewish Public Affairs Committee
National Council of Jewish Women
Ventura Council of Churches
Northern California Ecumenical Council
Southern California Council of Churches
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A545 SUPPOR M S (cnt).

(6) Volunteer and Neighborhood Oranizations

California Volunteer Network
Directory of Volunteers in Agencies
Voluntary Action Center of Los Mgeles
Travelers' Aid Society
Volunteers of America
USO
United Way of California
Junior League of San Francisco
Council of California Goodi lls
Catholic Social Services
The Neighborhood Souse (San Diego)
National Urban League
Santa Monica Legal Aid
aravilla Foundation
national Concillo of America

Volunteer Bureau of Alaoed County
Jewish Comunity Center
Episcopal City KiLSIon Society
International Institute

(7) Media

Los Angeles Times
San Francisco Chronicle
San Francisco Examiner
San Francisco Progress
Contra Costa Times
Sacramento Bee
1OBC- TV

(8) Comunity and Business Leaders

Mayor Pete Wilson, San Diego
Mayor Lionel Wilson, Oakland
Mayor Ilane Weinzeb, Hayward
Mayor Peggy Mensinger, Modesto
Mr. A. W. Clausen, President, Bank of America
Sandra Saoley, Supervisor, Sacramento County
MaJor General Richard erkling, USA?, Sacramento
Mayor Tom Bradley, Los Angeles
Mr. Norman Barker, Chairman of the Board, United California Bank
Marin County Board of Supervisors
Orange County Board of Supervisors
Berkeley City Council
League of California Cities
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"INK Revlt Dige
NEWS AND ANALYSIS

MAY 1979

Voluntary agencies flgh
Voluntsy human-se.,ice agencies in for numerous propams proved by

Calfornia are shtng foe survival as a the voluntary ageis undr conct
result of the i impact o Propo o 13 with dues, counties. schools and spe-

The initiative has caused local gov. oa1 distiac-t.
eminent to withdraw or reduce grants The Lelpstare's failure to enact a

The new Jarvis tax-cut proposal
Pro ositon 13 co-.tauhor HowaordJan1 soon a steal o t sign-

tires or a new itisve proposal he
clatms would cut taes in' Caltloiia
anotrr $2.7 bdon.

Jar-n says the stats surplus keeps
growing despite Propostion 13.
which cut property taxes soe 57 bd-
ion. "Because of this surplus. no
beltgliening has taken place. Scat-
tered cutting of services to sCaro
people, but no across-the-board
belt-lightlerng or cutting of frivolous
programs and dupcabng services
has taken place"

The etia tiv would.
e Cut tale Personal ecn

faxes is halt Wo a.

* Inmbate tOO percent indexn
of the personal income tax so that Vs-
dviduals, willno be foce ino highert

brackets because of pay rtaes meet-
ing the Cost-of-h.g The state now
apples a so-caled indexing actor
ony afw t coat of increases
more thn three Percent.

a Eminexathe property fax on
busis intertwiesl.a Freeze the sae tax at pre-
seem levels Isix percent in most coun-
ties).

Jams said he hopes to sar cir-
cuing peitons in July to Qualiy the
measure for the ballot vs June of
IO .0 He needs S53.000 valid signa-
tures.

t to survive
pern unent fundigpn for local go-
emnetnt has made it vushrty Impossi-
ble foe agenoes. such as dm in the
United Way family, to plan for the
future

Those are the main conclusions of a
sees of studies assessing the impact of
the prpositon on voluntary agences.

Ote of these reports. prepared by the
Na tonal Association of Social Wokers.
focused on the state's largest counties
contaning 75 percent ofCaldomis
population The report emphasizes
that voluntary agencies often get far
more money from government than
hrm direct public contributions.

For example in the San Francisco
Bay Ares. United Way alocasons to
member organizations increased front
$12.5 million in 1974 to 516 mihon in
1976, a boost of 29 percent. But dunng
the same period, income from govern-
ment sources leaped from 520 million to
$47 milon, an increase of 133 percent.

Even organizations long reluctant to
Iccfiued an 06"g )

*TAXPAYERS BILL OF RIGHTS'

Texas' Clements wields budget axe
The axe of the budget-cutter came called for the istitution ofa zero-based

down harder in Texas this year than in budgeting system and for reduction by
any other large state attrition of the number ofstate employ-

Wielding the axe was the staWs first ees.
Republican governor in more than 100 Clements set a goal of reducing the
years, Wiliam Perry Clements Jr, who Texas government work force by 25,000
is more familiar handling the tools of during his four-yesr term.
the o cut eld rorhneck. A those can e in the wake ofa con-

Clement cut mote thaA l2 ln s aoa amen placed on the
fromabudget that was sup"sed tohit ballot last year by the Leislatum and
522 bllion for the next two fiscal years. approved by the voters That measure
Tus means that taxes wil be cut some placed a ld on stale spending by t ng
$1 billion in Texas next year - over and it to economic growth in Texas. provid-
above a S1 billion cut voted by the e Dnthe personal and corporate ,ng lax relief for homeowners and
Legislature in 197 . income tx. prohibiting the state from making
The Covernor. who won a surprise a Rrqsire a two-thirds vote of property-tax assessments.

victory over Democrat John HilU Last the Legislature for any tax increase. The bigqueston was how much suc-
Novembet called fora four-point "Tat- a Ghi citizens the right to vote ess Clements will ha%e rounding up
payers Bill of Rigbts" in his state-of- on any proposed local government tax votes for his programs before the Dem-
the-state address. The four points: increase ocratic Texas Legislature.

i Cie# Poer the initiative and Clements, who made mUlons in the Observed one of the Governor's
referendum, making it possible for od-drilting business and served as a Mends If Bilian just remember those
Texans to vote themselves measures deputy secretary of defense during the aren't 181 vice presidents he can fire
Like California's Proposition 13. Nixon and Ford administrations, also when he gets mad, he'U be okay."
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Voluntary agencies
accept government help - family- Some county authorities expected
se ncie. the Salvaon Army that contracts with voluntary agency
and Cathoic Social Service - have could be reduced without a propor-
been relying inceamssly on govern- donate reduction in services Eleed
ment contract for support. county supervisors sometimes as-

SU m that the contract agenciesW a would maintain servicirs by raising pri-Nearly all counties reported reducing vate funds to substitute for the lot pub-
orelimlnatin contracts forhu an ser- Ik fuds
vice due torpoution 13. The large But the report says that nowhere
metrwopoitan counties reported reduc- have United Way or other agencies
dons in social services, health, mental been able to make up for the iloposi-
health, substance abuse, probation- lon 0 reductions an incrased de-
rlated diversion, alng, and employ- mends on voluntary services These
mert and training programs. Reduc- demands have risen because voluntary
dons of 10 to iS percent in overall con- groups cannot refer clents to public
tract espendture were common. The services that art no longer them, or am
cuts came either in across-the-board stiff there but in limited forms. Private
reduconsinallfundedprogramsorby youth agencies like the YMCA and
elimtia tin a few "lesser ri otr pro- YWCA face increased service demands
grams. because summer schools and recta-

In addition, new contract proSms ion penrams have been cut.
scheduled to stare in 1979 were post-
ported indefinitely or never seriously TMe 09010y f5P0flfl
considered after Proposition 13. Es- How have voluntary agencies re-
penditures In human-service areas sponded? Some have been able to raise
could go down further if counties face money from other government
defiats and decide to cut into contract sources, private funding and addi-
funds to cover operating expenses. tional requests to United Way. Still

others have cut staff, services andTax Revolt Digest working hours, or have closed
branches and satellite offices, or ac-

4nt asr sea; It"s cepted fewer clients. Some agencies
PuNshed by the California Center for have assumed a defict, used up re-

Research and Education us

THOMAS R HOMER Did Prop. 13 punish
President and PIublisher Did Proposston 13 reward Caldior.

ED SALZMAN ni"s profligate government spenders
Editor and punish the thfy?

ALICE NAUMAN Before the Jarvls-Gann intasve was
Managing Editor adopted, property tax rates vaned

MAUREEN S. FITZGERALD tremendously from county to county
Prled Duecto and community to community. Gov.

ernmental services also varied ready
TAX REVOLT DIGEST isanon-partisan depending upon the revenues each
report and analyis of the aftermath of entity of local government received
the passage of Proposition 13. the
larvls-Ganrin utiatfve, on thene from various ta sou s
California ballot Funded by The Ford As a result of Proposition 13, all
Foundaton. the dilt is de g d to Californians now pay essentially the
help individuals and organizations same property tax rate-on percentof
throughout the United States com- market value.
prthend the ramifications of the tax. But theamountofmoney available to
revolt phenomenon. each community has not changed

The Caldomia Center foe Rese e shand Educatson in Government is a rady because of the method used by
non-,rofit, exempt corporation the sure to make up local-government
wftcnalsopubheshCalICrImp. ppert, p eriytax losses.
e. C insequently the big spenders have

Subscription rates; 515 for 12 been rewarded. Some legislators from
monthly issues plus special supple- rural California have complained that
meats. V For six issues, plus special some of the urtan counties, such as
supplements. San Frandsco and Los Angeles. were

Copynght979bv the California Cen. th major be andefi Los of " ngel wve
ter for Research anl Education in G tvs
eminent, 1617 ltth St.. Sacramento, This Is because they used to have
California 93814 Telephone: (914) 444. extremely high property tax rates and
2640. because the state based its "badoutr

2

serves (moat had none). snceased the
use of volunteers, added to the load on
United Way central services and asked
paid staff to continue as vohanteere

There's a general belief among
United Way agency's executives that
conditions wi get wore in the short
run. Some counties an cutting all but
mandated programs. In Sacramento
Countcr the board of supervisors has
decided that it can no longer afford to
fund non-mandated human service
program provided by outside agen-
ies. The board's decision wil Ie up
about SI million that has been going to
mor than 30 community service pro-
g7 . me of them have no other

Supervisors s that such agendes
ran apply to be funded as part of
county programs if th responsible de-
partment considers the service essn-
tal and is wailing to pay for the service
from its own budget. bSt county de-
partments may have to drop other pro-
grams. because no additional funds
wiN be provided. Examples of affected
programs include two battered women
agencies and a prechool project for
developmentally delayed children.

Officials are concerned that the re-
ductions have fallen most heavily on
preventive services. A survey by San

United WAy Agency sports that
preventive services responding to less
demanding needs" are being identified
for first cuts.

the thrifty?
allocations on replacement of lost
property taxes The Leislatum'sinten-
ton was to provide schools, cities and
counties with 90 percent of the funds
they would have received without
enactment of Proposition 13.

Thus a county with a high tas rate
received the moss tax relief plus the
most aid from the state. The state allo-
cation program only hurt those who
had already trimmed their budgets to
the bone.

The disparities were the result of
many factors. In some communities.
voters were willing to spend more for
enriched services. Some jurlusdicons
concentrated on keeping local-
government costs down. Some
budgets were tighter because of excep-
tionally good management.

Where passable, employee organiza-
tions are attempting to take advantage
of the new method of financing local
government in Californl. Employees
of one fire district for example. asked
district directors rot to fight apa y-rass
proposal becas se the increase wl have
no effect on the property taxpayer and
the state will have to foot the bill.

tAW PEVOCt D(:GE5?
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Charitable organizations and the three-pronged pinch
Ontable owganautions in Cald r- aftermath of 13: typical agey

nia claim they are feeiasga three-way e Most of these organizations * Because government is cutti
pinch from the effects of, Propositoa depend moae heavily on government back seices., greater demands
13. support than on contributions from the ever are beang placed on the service

And some of these organutions. public United Way agencies. for provided by organiabons outside
including United Way. are seeking example.getaboutthreet tmesasmuch public sector When summer shc
changes in the federal and state money from local, state and federal was eliminated this year. foe examp
income-tax laws in order to relieve at government sources than from thest many more youngsters poured in
least some of the pressure annual appeals. It Is being estimated thear local irstAS Similarly, there

Here are the three ways these or. that government funds are being cut increased demand for marriage,
ganzasions are being squeezed in the back between 10 and 20 percent for a coholism and drug counseling fro

ng

he

to
is

al-
rn

genes that depend on contributions
and government aUocations for sup-
port.

a With the reduction in property
taxes from Proposition 13, fewer
Calfornians will be itemizln$ their
income-tax deductions and will be
using the standard deduction. Charita-
We organizations depend most heavily
on those who itemize to give money
because there is a direct tax benefit
Churches and other chatable, orgar-
rations feel they widl be severely hurt
by the increase in Californtans using
the standard deducion.

The United Way of California. joined
by several other organizations, is lead-
inS a drive to change the federal and
state income-tax laws so that even
those who use the standard deduction
wil be able togSet tax credits foe charita-
ble cont ibutions.



346

stick Fibrosis Foundation
N000 1I[usuu* SI4 .0 . W leckvfl. MO. M51 0 IS01) Ut-StN

Statement of the Cystic Fibrosis Foundation

in support of S. 219 and H.R. 1785

to the Subcomittae on Taxation and Debt Management

of the Senate Committee on Finance

January 30, 1980

Submitted by,

Doris F. Tulcin
National President

GABAS L .ALA
%*0" CK .V

AM PALMING

gOL I I tasl
Ulm loom Am0a.

The Cystic Fibrosis Foundation strongly supports
the enactmnt of S. 219 and H.R. 1785, providing
for an "above-the-line" tax deduction for charitable
contributions, available to all taxpayers whether
or not they iteize their other deductions. Such
a step will strengthen charitable giving and allow
voluntary organizations such as ours to continue
effective service to people in need.
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MR. CHAIRMAN AND M4BERS OF TE SUBCOMMITTEE:

Cystic Fibrosis (CF) is the number one genetic killer of young people in
America. It is a progressive disease that attacks the lungs and digestive
systems of those born with it. Although progress has been made in dealing
with the disease, it is still inevitably fatal, most often in the teenage
years.

Some twenty-five years ago, a group of parents and other concerned individuals
created the Cystic Fibrosis Foundation in the belief that concerted, voluntary
action could improve care of children with CF and encourage research to improve
our understanding of the disease and make longer lives possible.

Through the charitable contributions received by the Cystic Fibrosis Foundation
and the efforts of many thousands of lay and medical volunteers, we have been
able to support a wide range of activities that would otherwise not exist:

" There is now a network of over 120 Cystic Fibrosis
Centers across the country, each meeting standards
of excellence and providing high-quality care to
CF patients. The CFF provides over $2 million in
operating support funds for these Centers, alid also
supports annual meetings of Center personnel to promote
the interchange of ideas. This network of Centers is
a unique resource, and was created by voluntary action.

* The CFF supports a wide range of research and research
training programs to complement the efforts of the
National Institutes of Health. Our research budget
is aimed at the new scientist, and is designed to
provide the support needed at the start of a career.
Many of the leading researchers in Cystic Fibrosis
today began with grants or fellowships from our
Foundation, all supported by charitable gifts.

" The CFF has helped educate both the medical profession
and the general public about Cystic Fibrosis. Early
detection of C? leads to longer, relatively healthier
lives for those affected, and therefore it is important
that people not involved in CF -- whether parents
or general pediatricians -- be able to recognize its
symptoms. For those who provide care, the CFF' s
publications help spread the news of the latest
developments and ideas, allowing patients to benefit
sooner.

" Finally, the CFF is concerned about consumer services.
Through publications, meetings, and other activities --
all supported by voluntary gifts from the public -- CF
consumers (patients and their families) receive
emotional support, learn how to assist in their own
care, find out about opportunities available to them,
and share their feelings about a disease that few
people understand.

ctio
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The Cystic Fibrosis Foundation relies for over 80% of our income on the small
($5 - $100) gifts of middle-income people. Most of these people presently
receive no tax advantage from giving, and many of them are reducing their
charitable gifts to meet other financial demands on their families. Our
experience in dealing with people for whom the tax considerations are relevant
(because they do not use the standard deduction) persuades us that allowing a
tax deduction for charitable contributions is a very effective incentive. We
are confident that there would be a substantial positive impact on the gifts
by middle-income people if all taxpayers could deduct their charitable gifts
regardless of whether they itemize their other deductions, as proposed in
S. 219 and H.R. 1785.

Each of the services and activities supported by the Cystic Fibrosis Foundation
is a valuable addition to the fight against this disease, and every dollar that
we spend is a dollar that does not have to come from taxes, insurance premiums.
or other sources. If we are not able to maintain our programs for the growing
population of people affected by CF. demands will be heard for those services
to be taken over by the government, leading to higher spending and less personal
involvement.

We strongly believe that voluntary action supported by charitable gifts is
working for the Cystic Fibrosis community, just as it is working for thousands
of other organizations across the country. Legislation like S. 219 and
H.R. 1785 will make us even stronger and better able to serve those in
need. We strongly urge this Subcommittee and the entire Congress to act
favorably on S. 219 and H.R. 1785 as soon as possible.
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Michaet SteAn, StaA6 NectoA
Commitee on Finance
DiZ4klen Senate Odfice, &uitdng-Rm.2227
Washington, D. C. 20510

ReP: S.B.#219

Vear Aichaet Stetn,

TUz Z etteA i. 6to u4ge your support o6 Moynahan
and Packwood S.B. #219. Pas6age o6 thi6 bitU is
vitat to the dutue money raising capabitiie4
of aU voeunteeA agencies .

PMeaze vote 6o4 t&i ipotant tegita ton.
Yow'i veAy tAwUy,

Signed .-
/

.- ,
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Mlchae2 Stern, Sta66 Director%
Committee on Finance
Vijkzen Senate Of6ice Buitding-Rm.2227
Wahington, D. C. 20510

Ref: S.B.0219

Dea Achaet Stern,

This6 tetteA i6 to uwge you support o6 Moynahan
and Paekwood S.B. #219. Passage o6 this biU i6
vitaZ to the future money rai&ing eapabiititie
o6 all volunteer agencies.

PMeaze vote 6or thiz important legilation.

VouWA veAy trwly,

Signed' ; c2.
Addue 33i-z93

aJales -



351

M>haet Ste4n, Staf Vi~ectoL
Committee on Finance
ViAkaen Senate Oddice Budng-Rm.2227
Wa6hington, P. C. 20510

Red: S.B.0219

Deal I4Lchaet SteAn,

This £etteA iA to uwge your support o6 Moynahan
and Packwood S.B. #219. Pa4s6age o6 thi6 bit. iz
vitat to the 6utuwe money raising capabiities
od att votunteeA agenca.

Ptea6e vote 6o,% tWi m -lpo'tant tegiAlataon.

Vouaw Ve/y tAtLy,

SiLgned .L-

Add4eiV\

= I I 1
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'Mehaet SteAn, Sta66 Piecto
Committee on Finance
PDiZ,6en Senate 066ice iltding-Rm.2227
Wa.higton, P. C. 20510

Re: S.B.0219

Pea' hichiaet SteAn,

TIU tetteA i to urge youA 6uppoAt o6 Moynalhan
and Packwood S.8. 0219. Pauage o6 tUiz bi.U i
vitat to the duture money 4aiAing capabi!ttez
od att votunteeA agency.

Pteaze vote 6o,% thiL important tegieOttion.

Vouu vey t4uty,

Add'Le6 1 *'s'
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&chaee Ste.n, Stad6 Director
Comnit tee on Finance
Di4ksen Senate 06ice & ading-Rm.2227
Wahington, D. C. 20510

Red: S.8.#219

Death Aichaef Stetn,

Thi better i to uwge youM 6upport o Moynaltan
and Packwood S.B. #219. Pa 6age o6 this biUZ i
vLtat to the 6utne money 'aizing capabiities
o6 all votunteeA agencia.

Ptea4e vote 6o thiz important tegization.

Vou veA tAuy,

Signed

Add~eI6, ' t



354

MichaeZ Stein, Sta6A Director
Committee on Finance
Dil 6en Senate O66ice BudiUng-Rm.2227
WOahington, V. C. 20510

Red: S.B.t219

Dear Michael Ste/n,

Thi6 letteA i.6 to wrge you 6uppo't o6 Moynahan
and Packwood S.B. 0219. Pa66age o6 thA bil iz6
vitat to the 6utuAe money 4aiz4ng capabltes
06 aLL votunteeA agencies.

Pteae vote 6o4 this impo'tmo tegizlation.

VouA' veAg t.uty,

Sig nedz eu d--W
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Micehadt SteLKI SU66 PVi'eto4t
CommiWee on Finance
Pil'tken Senate O6jite &Lmtdinq-Rm. 2227

/wakgton, P. C. 20510

Re6.: S.B. 219

PVea-. 14aet t Steun,

thi tettA i6 to W e YOUA Auppo0t 06 Moynoha
and Packwood S.B. 219. Pao66age o6 thiA bitt iA
vita to the gutUAL money a.ig capabLte
oj at votutteeA agenc.eA.

Pte.e vote go. tkL6 ipo'tant tteg.tation.

You u veAy tAuly,

Sgn edi-L La
Add'ieAs d/4/(
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CIjilb mb %amilp ,crbitc
- ltilENS 1PUS1 mUSLIIINtI eaONEC ' al.?'l Ahl 39t '.311
)16 CRAWI ONS, UI ri AFMA CODE OU4

OUpiAACti PiioNr 3g1 Ptc.uf

PORTSMU tUI, VIRGINIA 23704

Mo,., ,- ,,,.... Janum 2s, 1980

AtL. M4.,de2 StW
Sta64 PiAecto
Cormttee on Finance

'kben O6ice BMg. ft 2221
OkWIWtgton, D.C. 20510

RE: FiheA-Conabte (H.R. 1185)
Moyndmn-Pac&ood (S. ?191

DeaA M'. SttA:

In May 1918 te BoaAd o6 ChiJtd and Famity SeAvce in Po&Jt6mouth
wtote to out Seiatou indicating ou Auppo.t 6o4 the Fi.heA/Coabte
BUU and including d ; Aeotuon adopted by Me bowtd. The boaAd
iA a votwnteeA boa'cd ih i4 te4exeMt&Utve o6 Mhe conwnun4.

We oAe amue ha thMe FiJheA-Conabte &M wiat come up at Senate
and Hou6e heaA n g on Janaoq 30 and 31 and WA to 'iM you
o6 owL 4twng &uppoJt. We ate eneto6sing 6o4t yowt i.n~ouamotion, a
copy o6 the Ae.oW.ton adopted by the booAd oj tJU agency.

IM.. ) o4ot P. Eva.M ACSW

Executive PZ~ecto

DPE:4d
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Cb anb jamitr Otrbitt
CITI26N TOUT "UlLW vwwt. S07 alIV a..o SSP59--SSO* C'aWvPNO sTifsaT A: I ICOS 404

OJTNIACH M4ms1 sl-oa

PORTSMOUTH, VIRGINIA 23704

OH. ,vy. .J4 ,IuAy iS, 1910

The Hone ThahttIC F. By
United states SMwtoA
W17 Ruaai e l " d.

REI oyniha-Packwook (S. 1191
FZikeA-Conobte (H.R. 1785)

lit MA 1978 1 wtote to you on behtj ol the 8oAd o ChiL and Fa^UJ
SmtvirA eeto g a copy aj a kwotutIon adopted by te boa d in
A4Wojt~to tke Ahm-Comabt UUt whid pm"itt tax dedwu.,Uon jo-
Co.0 m jonto tkoae peopte iAo do not itemize theiA deduction&.

It ia oukx WndeuAtiM that thea. aui be hewiMi on thAut bittA
opt .laiwa" 30 W~ 51. ThU 4A to Atmind you od ouA iAAt and

IA.) Vo'rothg P. EVdAn
Executvre 4co

Mad
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Chuub anb $amilp 6erbice
CIIRSNs h uff oUWWINO PNeIs llV as "m Sty-191
*so CR&Wp@oiO oTRItI[T AIICA COOE 104

CUITIACi PASONin 395.5005

PORTSMOUTH, VIRGINIA 23704
@oWNY,, ,VMo J~wa3 25, 1950

glucwTv¢ 64" €Vro

Tke Homobte 0John mea.
Umite4 StAte. Sematoic

Uaton,. 0.c. 20510 "

RE: 10i, ieon-Pcfbwood IS. 19)
FiAhek-CoMb]t IH.R. 178S)

.,A e, at o At.

Ptivt to youk election to the S.nate, I Wtote to SenaoA, Scott OR
beMLj ol the boovd oi CUh i~dd Fealty StAvice and encto4ed a
4tAOtatiot adoPted by t boWn in LUppOtt od the above bUM-I
an eneLo~ine a COpy Oj that COAAPo~dice dot 4 M cAottiOX.

I am singto you again at tkil time d6 tkeAm du to be heaA-
*b n t. W24 opt Jamwat 30 and 31. We &ete yowt Auppoitt.

Ike&.I PoaothV P. Evana ACSW
Enecut've VictctoAt

MaE'd
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WILLIAM L SOTrTr
- ARM=InvI

JUDIUUAW

WAOi"NGTO. D .C. $Ime

May 25, 1978

Mrs. Dorothy P. Evans, ACSW
Executive Director
Child and Family Service
355 Crawford Street
Portsmouth, Virginia 23704

Dear Mrs. Evans:

Thank you for your recent letter enclosing a
resolution in support of legislation which would permit
taxpayers to take a deduction for charitable contributions
regardless of whether or not they itemized other deductions.

We appreciate your interest in this legislation and
its benefit to various worthy charities. We understand
the subject will be considered in the House Committee on
Ways and Means in connection with its consideration of
the Administration's tax proposals. While it is impossible
to predict whether or not it will be included in the bill
as reported by that Comiittee or passed by the House, we
will certainly'keep your views in mind if the subject comes
to the Senate floor for debate. In the meantime, you may
want to write your Congressman expressing support as he
will have an opportunity to vote on this legislation in the
near future.

With kind regards,

Sincerel'y, /

cote U.A.S.

UlLS: khh
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3ath .to m t h tJnpmitting tax payer to
mo•iw r thelx chwnitable %otbz m ther or not they
LtWis thit OSeOtions. Timer-Coable Bill HL 11181)

" .m the wxn-pofit eNa of the private peem re&de ifto
abok evey f lab of human menawsar and

Weas the private pursuit of public prpoee is an red tradition
In £JAL'Uli ard

Whrea Cut of the pluralin which aflcs all kinds of people to take
the iaitaw in all kirnk of activities has -m virtually all of our

Wmv-o pvety ad 111 on Amaicsm mae soft significant n-nay
-0- ibutift to the nwe-yroit mnectar sm 19731 and

1 teses m lutary sector is t primarily by mall contribu-s
(W% of irIv1&*l giving coe from famie with inomes of le than
$20,000) wich keeps allve the persvoal owrn and spirit of generosity in
ou psop*~ -A

W* the onssion an Private Philanthropy and Public Needs iler
COmision) stbyled altmte ways of providing tax inouive for charitable
giving iwelin the ue of tax credits ad o==clwed the deaxtion mytm

1Es ti legislation has been endorsed by the following national
mgmizatlus: Americn Foundatin For The Blind, Iw., merican Heart Associa-
tica. Awai fledWCtes, C .alition of National Vluntary Organizatian, Council
9We Finmial ,AMd to Eucxation, Council on Foandataoi, Coril of Jewish
Fedictioa* O Welfare ftids, he AsmociatIon of Junior Lbuie, Inc., The
roily Soxvice Association of America, Natial Conferenoe of Catholic Charities
sd United U of Amrica; therefore be it

Pleivedd by the Board of child and Faly Service that the Seate support
House Bill 1111 allowing tax payer to take a dxtion for their daitable
o ib t1w t .etherc.o not they are itzeid.

AdVWp May 17, 1978
Board of Directors
Child and Faily Service
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COUNCIL OF JEWISH FEDERATIONS
575 Lexington Avenue
New York, N.Y. 10022

January 28, 1980

STATEMENT BY:
COUNCIL OF JEWISH FEDERATIONS

TO:
SENATE FINANCE COMMITTEE - SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT

REGARDING:
TAX PROPOSALS AFFECTING CHARITABLE CONTRIBUTIONS

The Council of Jewish Federations is a consortium of Jewish

Federations in 800 communities which provide a wide variety of services

to individuals in need, including refugee care, hospitals, aged care,

family counselling, child care, youth and community centers, vocational

guidance and other services.

They are supported by contributions secured from over 1,000,000

individuals. They serve over 1,200,000 individuals annually. The amounts

raised currently in Jewish Federations approximate $500 million

with at least $200 million raised additionally. The gifts of $700 million

by Jewish efforts made possible the provision of services with costs in

excess of $3 billion annually. Thus, contributions have a multiplier

effect because they generate additional support. More important, they

generate additional human services.

The amounts raised In 1979 by Jewish Federations are about 5%

higher than they were four years earlier -- bul the ravages of inflation

have eroded the purchasing power of these gifts ay over one-third in

these four years.
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This amounts to negative windfall. While the Treasury

receives a positive windfall from the escalation of income into

higher tax brackets, charities are faced with the obstinate fact

that giving is voluntary and does not escalate automatically. A

virtually stationary dollar is a declining dollar in terms of

purchasing power.

Since the enactment and steady growth of the Standard

Deduction (now termed the Zero Bracket Amount) the proportion of

taxpayers who are encouraged to forego contributions because they

receive no tax benefit for so doing has increased dramatically: it

is currently from 75 to 80 percent of all taxpayers.

This pattern places too heavy a reliance, relatively, on

the very largest gifts. These gifts are urgently needed, but they,

too, can be endangered if the Standard Deduction continues to erode

the incentive for charitable contributions.

We support enactment of the so-called "above the line"

treatment of charitable deductions by non-itemizers so that all

citizens would continue to be encouraged by their government to

contribute.

It is appropriate, in a democratic society, to encourage

all citizens to give regardless of the size of gifts.

A study conducted of the 1978 gifts of 600,000 contributors

to Jewish Federations in 85 cities indicated that 75 percent of the

gifts were at le els below $500. This is precisely where the combination

of income levelsand the Standard Deduction sharply diminish incentives

60-529 0 - 80 - 24
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to contribute. These gifts could be extended and expanded if the

contribution deduction would be made available to these individuals.

A recent Gallop poll indicated that the giver in the

income bracket of $15,000 to $20,000 who itemizes his deductions

gives three times as much as the individual who takes the Standard

Deduction.

The combination of these factors indicates that the
"above the line" contribution deduction could result in a doubling

or tripling of contributions which could provide additional tens of

millions of dollars to provide human needed services.

A number of concerns have been aired with regard to the

proposal to extend charitable deductions including:

1. Revenue loss: Some say that if taxes are cut, revenue

loss is inevitable. The key question is whether the form of the cut

enriches the human qualities of our society. Charity does so uniquely.

2. Simplification: Adding one line to the tax return to

provide for the charitable deduction is not crucial in attaining

simplification. It has been done for other types of transactions

(e.g. alimony). The contention that extension of the Standard Deduction

is simplification is simplistic: in the name of easing the auditing

load of IRS by an extremely modest extent, potential charitable

contributions-may be simplified out of existence.

The ultimate beneficiary of the incentives is not the taxpayer,

but the human being in need who is aided by the services made possible

-by contributions.
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People are better people if they give. This is the time

to reinforce governmental encouragement for charitable giving by

all levels of givers, including moderate givers, by allowing the

charitable deduction for all taxpayers, regardless of whether they

itemize their deductions.

We have avoided repetition of the detailed case for this

proposal made by other philanthropic agencies but we share their

concern most vigorously.
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& NATIONAL ASSOCIATION OF REHABILITATION FACILITIES

January 22, 1980

Senator Harry F. Byrd
Chairman
Subcommittee on Taxation and
Debt Management

Committee on Finance
U.S. Senate
2227 Dirksen Senate Office Building
Washington, D.C. 20510

Attention: Mr. Michael Stern

Dear Mr. Chairman:

This statement is submitted on behalf of the National Association of

Rehabilitation Facilities (NARF) and is requested to be included in the testi-

mony received by your subcommittee at the hearing on S.219 to be held on

January 30.

NARF is the principal association of rehabilitation facilities in the

United States. Member facilities include rehabilitation hospitals, compre-

hensive rehabilitation centers, sheltered workshops, and work activity centers.

About 99% of the facilities are non-profit organizations and hold a tax-exempt

status under Section 501(c)(3) of the Internal Revenue Code. Rehabilitation

facilities provide a vast range of services including physical therapy, pul-

monary therapy, social adjustment, vocational assessment, training and adjust-

ment, personal care skills and social readjustment for people who are dis-

abled due to disease or injury.

5530 Wisconsin Avenue/Suite 955/Washington, D.C. 20015/Telephone (301) 654-5882
Executive Director/ James Allen Cox, Jr.
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Payment for services rendered by rehabilitation facilities come from a

number of sources. These include federal programs, such as those under the

Rehabilitation Act of 1973, Title XX of the Social Security Act, the Compre-

hensive Employment and Training Act, the Developmental Disabilities Act, Medi-

care, Medicaid, state programs, payment by clients themselves and private dona-

tions. The federal and state programs and individual payments do not pay for

all clients nor do they cover all the actual costs incurred in serving clients

in their own programs. Facilities must look to fundraising to cover these

costs, to initiate new programs and to serve clients who are not sponsored by

a federal or state program and who cannot pay for the services they need.

Frequently, and increasingly, the demand on local charitable organiza-

tions, such as the United Way, is so great that they can provide only a small

percentage of the funds needed by facilities. Corporate contributions depend

on the presence of the corporation in the community and corporate interest

varies. Individuals presently contribute a very small portion to the facility

budgets and generally come from individuals who find it beneficial to itemize

deductions. S.219 would permit taxpayers to take a tax deduction for charitable

contributions whether or not they itemize other deductions. In order to do

so, the charitable contribution deduction allowed would be added to the list

of items deducted front gross income to determine adjusted gross income.

Many more individuals would be motivated to make contributions to facil-

ities and other charitable, educational, and religious organizations if the

provisions of S.219 were adopted. Facility directors strongly believe that

any such change would give them greater success in obtaining contributions.

Increased private contributions may reduce reliance on federal and state funds.

Any loss to the Treasury would be offset by the greater services available
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to the rehabilitation facility client and greater potential for the client's

return to a productive life.

Therefore, we recomend that the subcommittee support S.219 and favor

report It to the full committee.

If you desire any further information on this matter, please feel free

to contact me.

Sincerely,

Executive Director
1-

V.

ibly
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The Shrine to Musk Museum
&

Center for Study of the History of Musical Instruments
USD Box 194. Vermilion. SD 57069 (6051677-53

January 21, 1980

Michael Stern, Staff Director
Connittee on Finance
Room 2227, Dirksen Senate Office Building
Washington, DC 20510

Dear Mr. Stern:

On behalf of The Shrine to Music Museum at The University of South Dakota,

I want to write in support of S.219, the bill which would amend the Internal

Revenue Code to allow the charitable deduction to taxpayers whether or not they

Itemize their other deductions.

In a rural state like South Dakota, much of our financial support must be

obtained from taxpayers in the $10,000 - $25,000 income range, the vast majority

of whom are salaried people without opportunity for significant savings by

itemizing their deductions.

As a small, but uniquely-significant cultural institution dependent on

charitable contributions, we urge the Committee to give S.219 favorable consideration.

Sincerely yours,

AndreaP. Larson, Ph.D.

Director

APL;md

cc: Senator McGovern
Senator Pressler
Representative Abdnor
Representative Daschle
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The Shrine to Music Museum Foundation
USD Box 194, Vermillion, SD 57069 (606) 677.36
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January 22. 1980

Michael Stern, Staff Director
Committee on Finance
Room 2227, Dirksen Senate Office Building
Washington, DC 20510

Dear Hr. Stern:

The Trustees of Shrine to Music Museum, Inc., the non-profit,

tax-exempt foundation which provides financial support for public

exhibiting and programming at The Shrine to Music Museum on the campus

of The University of South Dakota, wish to announce their support of

S.219. the bill which would allow taxpayers to deduct charitable

gifts whether or not they Itemize their other deductions.

The vast majority of our members, as is true of the vast majority

of South Dakotans, come from families with an income range of

$10,000 - $25,000. They support our activities because of their faith

in the importance of what we are trying to accomplish, but they obtain

no personal benefit from their charitable contribution because recent

changes in the tax code have otherwise made it meaningless for them to

Itemize their deductions.

It is essential that these people not only continue to provide

support for our activities, but, if possible, that they increase their

support. We believe that S.219 will provide the necessary Incentive

for that to happen, and we urge its passage.

Sincerely yours,

Barnes Abell, President

BA;md
cc: Senator McGovern Representative Abdnor

Senator Pressler Representative Daschle
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TlSTIMONY IN SUPPORT OF CHARITABLE CONTRIBUTIONS BILL 8.219

My name is Robert V. Williams, and I have resided in

Sioux City, Iowa, all of my life, for 57 years. l.am the managing

partner of Williams & Company, Certified Public Accountants, that

has been in business since 1929 of which I have been affiliated

with the Company for 34 years.

I serve on several charitable boards and foundations,

and our company also audits several non-profit organizations. From

personal experience I have seen the gradual erosion of support for

charitable organizations with a trend of attitude by many of our

citizens in looking to various levels of government to take care

of his fellow man in need.

I abhor the substitution of government taking over the

personal responsibilities of its citizens to perform those acts

which charitable organizations have accomplished so ably in the

past.

Charitable Contributions Bill S.219 will encourage the

individual and proprietory businesses to support charitable causes

and thus relieve the necessity for governmental intervention in

an area that can be accomplished more effectively and efficiently

with voluntary contributions instead of tax dollars.

I urge the Committee on Finance to favorably consider

the passage of Charitable Contributions Bill S.219.
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January 21, 1980

Mr. Michael Stern
Staff Director
Committee on Finance
U.S. Senate
2227 Dirkeen Senate Office Bldg.
Washington, D.C. 20510

Dear Hr. Stern:

Rat Hearings on Moynihan-Packwood bill (S219) to
expand the charitible deduction

Understanding that subject hearings are scheduled for
January 30-31, I request to be allowed to present at the hearings
the views of the National Comittee for Responsive Philanthropy
on the subject of charitable contributions and Federal tax
policy.

From its inception the National Committee has been
interested in the subject. For example, in 1978 we presented
our views before the House Ways & Means Comittee, later that
year ve wrote on the subject in The National Journal. (See
enclosed documents.)

The National Coumittee for Responsive Philanthropy
is a coalition of some 60 organizations, large and small,
mainly new to the charitable world in the past 10-15 years,
which work with several thousand other national and local
organizations across the country pursueing charitable and
educational activities in every conceivable area of public
need: education, health, social welfare, housing, neigh-
borhood revitalization, civil rights, equal employment
opportunites, environmental protection, etc. They primarily
focus on the public needs of the people left out of the American
mainstream: low income families, older people, youth.
vomen.and racial/ethnic minorities.

We hope you will respond favorably to our request to
testify.

Executive DirectorROB: Jon
encl.

810 18th Street, N.W. * 0 408 * Washington. D.C. 20006 e (202) 347-5340

mm =ii nimmm m m
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IlmpmMlv Philanhop
Testimony

of *

Robert 0. Bothwell

Executive Director

of the

National Committee for Responsive Philanthropy

before the

Committee on Ways and Means
U. S. House of Representatives

on

The President's Tax Proposals

and--

Proposed Legislation

to Provide

Federal Tax Incentives

to

All Taxpayers

to Make

Charitable Contributions

Whether They Itemize Deductions

Or Take The Standard Deduction

on Their Income Tax Returns

April 4, 1978
Corrected

810 18th Street. NW. a # 408 a Washington. D.C. 20006 a (202) 37-5340
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THE PRESIDENT'S 1978 TAX REDUCTION AND
REFORM PROPOSALS

TUESDAY, APRIL 4, 1978

HOUSE OF ]REPRESENTATIVES,
COMnrrmE ON WAYS AND MEANS,

Washington, D.C.
The committee met at 9:30 a.m., pursuant to notice, in room 1100

Longworth House Office Building, IIon. Al Ullman (chairman of
tihe committee) presiding.

The CKA. .MAX. The committee will be in order, please.
We have this morning testimony on the President's proposals as they

relate to charitable contributions. We have a very distinguished
paniel wbhic includes Robert l3othwell and Pablo Eisenberg of the
National Committee for Responsive Philanthropy; Jack MNoskowitz,
United Way" of America; William P. Thomnpson, National Conn-
cil of the churchess of Christ; Mr. Norman Sigarman, Council of
Jewish Federations and Welfare Funds; 3atthev Costigan, Protes-
tant Episcopal Church in the United States-Domestic and Foreign
Missionary, Society; David L. Orr, Central Christian College of the
Bible. Moberly, Io.: and Bruce Hopkins, National Assembly of
National Voluntary Health and Social Welfare Organizations.

We welcome you to the committee. Without objection, each of
your statements will appear in the record in full together with any
suipplemental materials you may have, and we would ask you to
sumnmarize your statements within the time limitations.

PANEL CONSISTING OF ROBERT 0. BOTHWELL, EXECUTIVE DIREC-
TOR, NATIONAL COMMITTEE FOR RESPONSIVE PHILANTHROPY;
JACK MOSKOWITZ, VICE PRESIDENT, GOVERNMENT RELATIONS
DIVISION, UNITED WAY OF AMERICA; WILLIAM P. THOMPSON,
PRESIDENT, NATIONAL COUNCIL OF THE CHURCHES OF CHRIST;
NORMAN A. SUGARMAN, COUNSEL, COUNCIL OF JEWISH FEDERA-
TIONS AND WELFARE FUNDS; MATTHEW COSTIGAN, TREASURER,
PROTESTANT* EPISCOPAL CHURCH IN THE UNITED STATES--

' DOMESTIC AND FOREIGN MISSIONARY SOCIETY; DAVID L. ORR,
"PLANNED GIVING COUNSELOR, CENTRAL CHRISTIAN COLLEGE'

OF THE BIBLE, MOBERLY, MO.; AND BRUCE R. HOPKINS,
NATIONAL ASSEMBLY OF NATIONAL VOLUNTARY HEALTH AND-
'SOCIAL WELFARE ORGANIZATIONS

The CrAinm.%-. We welcome you tll to the committee and would
ask that you proceed in the order mentioned.

(5713)
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STATEMENT OF ROBERT 0. BOTHWELL

MR. BOTHWELL. Mr. Chairman and members of the committee,
I am Robert 0. Bothwell. executive director of the National Com-
mittee for Responsive Philanthropy. The committee thanks you
for this opportunity to offer our testimony on the President's tax
proposals and their importance to the nonprofit sector in this country.

As the standard deduction has been utilized by more and more
taxpayers over the years. the percentage of taxpayers who qualify
to itemize charitable deductions has substantially decreased from
48 percent in 1970 to 23 percent currently. The administration has
proposed changes which would further decrease the percentage of
taxpayers who itemize to 16 percent.

This has caused considerable consternation throughout the ranks
of the nonprofit world. Some claim that the above trend has sig-
nificantly reduced charitable contributions since 1970. In addi.
tion they fear that the administration's proposed changes will further
reduce contributions. Others fear that the above trend and the pro-
posed changes are tending to make the deduction of charitable gifts
vulnerable politically as the deduction becomes available to a smaller
and smaller group of generally affluent taxpayers.

A proposal has been advanced, therefore, to permit all taxpayers
to deduct gifts to charity on their income tax returns whether they
elect the standard deduction or itemize their deductions. This pro-
posal is the Fisher-Conable bill, H.R. 11183.

As a voice for one set of nonprofit organizations, we want to sup-
port the general thrust of this recommendation, but also to call atten-
tion to its inadequacies. We propose instead, as an ultimate goal, a
50-percent tax credit for charitable contributions, and as a transi-
tional goal. an optional 30-percent tax credit,

The National Committee for Responsive Philanthropy attempts to
represent the aspirations and interests of the multitudinous non-
profit organizations around the country which are in a constant
state of tension concerning the raising of funds to carry on their
charitable and educational activities because of their smaller size,
recent origins, and often controversial programs.

The committee, incorporated in the District of Columbia in 1976,
is a successor to the Donee Group, publisher of the report "Private
Philanthropy: Vital and Innovative? or Passive and Irrelevant?"
The Donee Croup was a coalition of public interest, social action and
volunteer groups which acted as advisors to the Commission on Pri-
vate Philanthropy and Public Needs-The Filer Commission.

The board of directors and members of the committee represent
organizations which work closely with more than 3,000 local and
State groups in every State in the country. These groups are pur-
suing charitable and educational activities in every conceivable area
of public need---education, health, social welfare, housing, neighbor-
hood revitalization, civil rights, equal employment opportunities,
environmental protection, et cetera. They are principally focusing
on the public needs of the people left out of the American main-
stream: low-income families, older people, youth, women and racial/
ethnic minorities.
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THE OVERALL IMPORTANCE OF TlZ P IVATE NONPROFIT SECTOR

Obviously the national committee, its members and affiliates con-
sider their own private, nonprofit work important. But what is the
overall importance of the private, nonprofit sector I

As Government has grown so magnificently and blunderingly since
the 1930's, the relative importance of the private, nonprofit sector
of the United States has shrunk considerably.'

.evertheless, we think tile entire private, nonprofit sector-the
third sector after business and government-is of critical importance
to this country. Business and government both have problems in
undertaking the activities and ad dressing the issues that the private,
nonprofit sector does. Business has a liard time putting any, con-
cerns before making a profit, while government has difficulty in
making any considerations more paramount than politics. This is
their very nature. But the private, nonprofit sector can put profit
and politics second behind other, often idealistic and altruistic,
concerns.

While this Nation has a system of ehlcks and balances among the
executive branch, the legislature and the courts, so, too, does the
country have an equally important system of checks and balances
among business, Government and the private, nonprofit sector. The
importance of the latter sector is increasing as Government and
business grow larger and further removed from the citizens of this
great country.

Considering the foregoing, do we want to permit further reduc-
tion of the tax incentives for charitable giving at a time in history
when the private, nonprofit sector's size is so considerably less than
the Government's? Do we want to further the decline of this very
important third sector, which acts often as a necessary balance wheel
:relative to business and government interests and activitiesI Do we

I Government's nondefense spending quadrupled from 3900 through 1974. As a eonse.
ence, despite increased private giving for charitable purposes, Government's nonde

'ense spending as a multiple of private giving rose from u to .4, times as much.
In education, local, State and Federal government appropriations were $53 billion in

3970 compared to private giving of $3 billion; most of the latter went to higher educa.
tion. According to a Filer Coission study by Earl F. Chelt, while private giving pro-
vided 00 percent of higher education's Income a century ago, such Ting now provides
only 10 percent. Government funds meauwbile have gone from 10 to 60 percent for
higher education.

In health F. Emerson Andrews has Identified that "of the estimated $58 billion spent
for personal health care In 1970. the private expenditures accounted for o3 percent."
However, the Federal Government's role in health has grown much since the Great
Depression. According to the Filer Commispion "in 2930 the Federal Government was
spending only 15 percent more than private philanthropy. tn 1973, It was spending nearly
seven times as much."

For variouR forms of "welfare" assistance, government expenditures rose from $60
million In 1929 to more than $25 billion In fiscal year 2974. An additional $66 billion was
spent that year on old age, survivors. disability and health insurance under the Social
Security Act of 1935 a.s amended. Private philanthropy, on the other hand, distributed
only $2.5 billion for "social welfare" purposeL

In foreign aid, In 1070 Government aid was almost five times that of private U.S. non-
profit 8geijels carrying an overseas religious and other philantbropie activities.

In arts and humanities, where private giving In 1T5 almost reached $2 billion.
Government's role has been much different, not domineering, more of in equal Rartner;
the Federal Government In particular does not pre-enipt portions of the field.R elilgous
activities of course, receive most of their money through Individual donors.

(The siove data was obtained from the following sonrees : Tiue IilMer) Commission on
Private Philanthropy and Public Needs. Giving In America. Washington. P.C.. 1973: F.
Emerson Andrews, "Philanthropy in the United States: History and Structure., in
John J. Corson & Harry V. Dodson, Editors. "Philanthropy in the 2970's: An Anelo-
American Discussion," The Council on Foundations. Inc.. New York. 1978; and The
American Association of Fund Ratsing Counsel, "GivinS USA-1970 Annual Report," New
York, 176)
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want to increasingly rely on only business and Government to look
out for the Nation s interests I

Our only answer to all three questions is a strong "No."
Therefore, we think Congres should carefully consider not only

how to maintain the strength of the country's third sector but also
how to assist in increasing it.

SOME CRITICAL CO.SIDEnATIOXS IN DECnING 10w TO PRESERVE AND
STENGTIIEN T11E NOXPrOFIT SECTOR TII1.OUO1 TAX POLICY CIJANOES

However, in considering how to preserve and strengthen the non-
profit sector through tax policy, we must first examine two critical
aspects of our current tax incentives for charitable contributions.

One: The present system for charitable deductions gives far more
incentives to affluent taxpayers than to others. The table on the next
page conclusively demonstrates this facL Half-49 percent---of the
Government's tax expenditures for charitable contributions are made
to reduce the tax bills of a tiny 1.4 percent of the country's most
affluent taxpayers in order to induce them to contribute to chari-
table activities, while only 14 percent of the Government's tax ex-
pe nditures in this category are made to induce 83.5 percent of the
Nation's lower- and average-income taxpayers to contribute private
charitable moneys.

I A table follows:]

THE DISTRIBUTION OF FEDERAL TAX INCENTIVES FOR CHARITABLE CONTRIBUTIONS BY EXPANDED INCOME
CLASS-SELECTED TAX EXPENDITURES AFFECTING INDIVIDUALS. FISCAL YEAR 1917

[Amounts In parentheses indicate ptrcentagel

By expanded income dlass s (millions of dollars)

Tax expmnditutes for charitable contribution 04".000 10000-, .000 M0,000 sad op.

For education ...................................... $19f 4) 1121(23) SUS513)
For health ............................................ 70 9 255(32) 41(5)-
Fot all other .......................................... 657(17) 1, 67(40) 1,700(4)

Total .......................................... 746(14) 1.954(31) 2,650(49)-

Proportion o 177 individual tax returns (percent) ........ .S I. 1 4

1 E handed Income Is a broader concept than the a4justeJ gross income that appears In on corme tax returns. In additlo
to aJiusted gross income, it iecludes the untaxed pail of caItal taint. percentage de;lebon in *acts% cl Ct dtpIetior
and other tax trefeltrenc subject to I o minimum tax. However it excildes t1t deduction of investment intel .s up Il
the a.-. o6ln of investment income. II tlkerlOts comes closer to real economic inc.onis We does adjusted &&IS income.

Source: Taile prepared from U.S. Treasury Departirent lales, 'Tax Expenditures Alectirg Indiidulsh. Fiscal Year
1977. Dist:ibulon by E.panded Income Class" and '1977 Indi idUa Tax Returns" as contained In Senator Muslki Now
Release. Feb. 13. 1978 "Muskia says benefits of many tax breaks go mostly to the weal th."

Mr. 1OTIWELL. Even though we might explain that the charitable
delbction is a different kind of deduction--one that does not, in fact,
confer benefits on the itemizer taxpayer, one that does not leave him
or her richer after making a contribution-the public has to be
offended at the distribution of Federal tax incentives that the table
illustrates.

No matter that this inequitable skewing of charitable tax incen-.
tives toward the wealthy is the result of our progressive tax rates
and the process of tax sinplification; the-press will increasingly hive
a field day in calling the charitable deduction "another rich man's
loophole"" as the percentage of itemizcrs decreases more and more.
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And the public's confidence in .the fairness of our tax system will
further bx shaken.

Two: The present system for charitable deductions confers too
much-power on a very small group of taxpayers to decide what non-
profit activities should be supported with tax deductible moneys.

To look at the accompanying table in another way, half-49 per-
cent--of the taxes foregone by the U.S. Government because of the
charitable deduction are now being distributed by a very small group
of taxjavers.-1.4 percent. This has to impact on the kinds of private
nonprofi. activities supported.

T e editor and principal writer of the Report of the Filer Com-
mission on Private Philanthropy nnd Piblic Needs. Wade Greene,
stated in a recent article in The'New York Times Magazine:

In providing greater Ineentive to giving by higher-Income taxpayers. (the pres-
ent deduction for charifable contributions i not only offends notions of equity but
also tends to guide philanthropic resources towards institutions and causes
favored by the rich * 0 4

Is that what y1ou, as Conress, want? Is this what our Nation's
citizens want? The National Fommittee for Responsive Philanthropy
does not regard this situation as health. either for private philan-
thropv or the country as a whole. We tlink it is crucially important
that government encouragement of charitable giving through tax
incentives should lead to more democratically inspired selection of
charities supported with tax deductible monies than present tax in-
centives permit.

SiJMPLE EXTENSION OF TIE CHAnIlTAII DEDUCTION TO ALL TAXPAYERS
O. NLY HLLFWY .r0SrONi)S TO THE IIC'IoLEM.S JUST NOTED, TAX CREDITS
ARP, rEr FFIt &lLE

Extending the charitable deduction. as proposed in H.R. 11183,
would help to alleviate the problems cited above. But H.R. 11183 is
only half a loaf. Clearly all taxpayers would be given tax incentives
to inake charitable contributions. tut the incentives would be grossly
unequal incentives.

Consider that the average married taxpayers-filing jointly, family
of four, income $16.500--would only have'the incentive of saving 2
cents on their tax bill for every $1 contributed, whereas, the highest
bracket taxpayer would still have the incentive of saving T0 cents on
his or her tax bill for ever $1 contributed.. On the other hand. fall taxpayers could take a 50-percent tax
credit for their charitable contributions, this would equalize tax
incentives for giving.

According to 1977 tax tables, all married taxpayers with combined
taable incomes below S55.200 and all single taxpayers with taxable
incomes below ,10.200 would thus have a powerful increased incentive
to give, by reducing their taxes 50 cents for every $1 contribution,
whether they itemize or take the standard deduction. Only a small
proportion of taxpayers would have their tax incentive to give de-
creased under this proposal, and then not inuch.

.Even an optional 30-percent tax credit would be a significant,
transitional step in the right direction.
' All married taxpayers with combined taxable incomes be0w'

$16200 would thus have a recent incentive to give by reducing their
taxes 30 cents for every $1 contributed. Those taxpayers with larger
incomes would still have a more powerful incentive to give if they
utilized the existing itemized deduction provision, which could be in
effect side by side with an optional 30 percent tax credit.
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TIM COSTS AND OThER PROBLEMS OF AN OPTIONAL TAX CREDIT
AND 11OW TO 3IEiT TUEM

How would Congress deal with the costs associated with even an
optional 30-percent tax credit ?

Estimates prepared by Feldstein and Taylor for the Filer Com-
mission showed that the cost to the Treasury would be roughly $3
billion in 1970 dollars and tax circumstances. An increase of $3.4
billion in charitable contributions-that is a 20-percent increase in
total contributions-was projected alongside. Obviously the costs and
benefits would be soinewhat higher in 1978 dolars and tax circum-
stances.

In addition to overall cost problems, the Treasury Department
might object to any proposal to establish an optional tax credit--or to
extend the deduction-for some additional valid reasons-the windfall
to nonitemizers who now receive no tax reduction for their contribu-
tions, expanded possibilities for income tax cheating and increased
administrative costs and verification problems.

May we suggest that Congress can reduce overall cost problems
and meet most of Treasury's possible objections by adding a floor
tinder the proposed optional tax credit. MY rough calculations, using
data from the Treasury Department, the Filer Commission and the
American Association of Fund raising Counsel, suggest that a floor
of I to . percent of adjusted gross income would cut the overall costs
considerably and eliminate any windfall to nonitemizers. Obviously
such a floor would reduce substantially the other problems cited
above.

On the other hand, Congress may not be concerned about a windfall
to nonitemizers, and might see the'proposal for an optional tax credit
for charitable contributions as an excellent way to extend tax relief
to lower and middle income taxpayers, while adding a significant tax
incentive for charitable giving. In this case Congress might not want
to establish any floor at a L

CONCLUSION

,We have indicated the great importance we attach to the preserva-
tion and strengthening of this country's nonprofit third sector.

We have cited two critical problems we see in the Nation's current
tax incentives for charitable giving: (1) How the trend toward un-
democratic concentration of the incentives in the hands of the most
affluent taxpayers will feed the press and public's skepticism about
the fairness of our tax system, and (2) how this trend confers too
much power in the hands of a very small group to decide how tax
deductible contributions to charity are distributed.

We have observed that the proposal to extend the charitable deduc-
tion has merit in expanding tax incentives for charitable giving to
all taxpayers, but that it only halfway addresses the two problems
above.
. And we hare suggested that Congress consider an optional 30 per-
cent tax credit for charit:ablo contributions as a means of stimulating
private giving that also can tend to correct the problems cited above.

On behalf of the Xational Committee for Iesponsive Philanthropy,
we respectfully urge the committee to consider these thoughts as it
wrestles with its markup of the President's tax package and the
recommendations to incorporate the Fisher-Conable bill, .R. 11188,
in Same Thank you.

T The Ciux". Thank you, Mr. Bothwell. Mr. Moskowit.

60-529 0 - 80 - 2*
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Proposals for the Charitable Deduction:
Making the Tax Code More Equitable

A piece of legislation which has been tentatively ap-
proved by the House Ways and Means Committee
presents a rather difficult dilemma for many advocates
of tax reform, a dilemma that affects the direction of a
segment of society that spends more than $90 billion a
year and Includes perhaps as many as six million
organizations-the private, nonprofit, voluntary sector.

The bill calls for a major expansion of an aireadyma-
jor tax subsidy-the deduction for contributions to
charitable organizations. It would allow taxpayers to
take a deduction for charitable gifts, not just the 23 per
cent who now itemize their deductions.

Many tax reformers argue that there are already far
too many subsidies wrllen into the tax code. But of the
85 different subsidies that have filtered Into the tax
system over the years. the deduction for charitable
gifts-and an expansion of that deduction-is one of
the easiest to support. This is because it is not ITT or
IBM or the McCullough Oil Company that benefits, but
the Scouts and symphonies and drug abuse clinics and
women's centers and environmental protection
organizations and other public Interest groups with
which the tax reformers often are sympathetic.

The difficulty of the Issue Is illustrated by the first
Ways and Means Committee vote on It, which was 19-
18 In favor of passage. More Republicans than
Democrats (12 versus 7) supported the measure
despite the fact that It would increase the federal
budget deficit (It will be reconsidered when the House
resumes its deliberations on the President's tax reform
proposals atter the Independence Day recess.)

The bill (HR 11183), co-sponsored by a Democrat.
Joseph Fisher of Virginia, and a Republican, Barber
Conable of New York, has been strenuousy and rather
skillfully advanced by the United Way and a relatively
new group, the Coalition of National Voluntary
Organizations. Editorials have appeared in newspapers
across the country urging its passage.

John Gardner, founder and former chairman of Com-
mon Cause, has become the foremost spokesperson
for it, arguing that the measure Is essential to preserve
what he termed a powerful American tra dition-private
giving for public purposes. Private giving amounts to
about S35 billion a year, but during the past 10 yeas it
has been defining as a percentage of GNP (from 1.98
per cent In 1969 to 1.8 per cent In 1974)

But white private giving Is certainly ital, Gardner's
analysis has been simplistic. The issue is far morecom-
plex than he suggests. touching on sona fundamental
questions about the nature of the privMe nonprofit sec-
tor and the equity of the American tax sstem.

In a recent speech, Gardner warned that charitable
giving could become "the province of only the wealthy"
if the Fisher-Conable bill was not enacted. But present
federal tax incentives for giving already are essentially

the province of the wealthy. Unless a more basic
change than the Fisher-Conable bill is made, these in-
centives will continue to favor the wealthy over the
lowor and middle income taxpayer.

HELPING NONPROFIT ORGANIZATIONS
Governmental encouragement of nonprofit

organizations through the tax system was initiated
more than 50 years ago. However. recent Increases In
the standard deduction havecaused far fewer people to
itemize their deductions (48 per cent in 1970, 23 par
cent in 1977 and an estimated 16 pe cent if President
Carters tax proposals pass), which means that fewer
people have a tax incentive to make a charitable con-
tribution. Advocatesof the bill say this has reduced gv-
Ing by $1 billion a year. (Contributions by living In-
dividuals account for nearly 80 per cent of the private
support of charities.)

To alleviate this problem, the Fiher-Conable
proposal would allow all taxpayers, even those utilizing
the standard deduction, to deduct separefely any
charitable contributions they make. It is estimated by
Harvard economist Martin Feldsteln that the measure
would cost the government $3.6 billion but would
generate $4.1 billion In new contributions to charity.

Should it be passed? Gardner posits two sides of the
issue, making it very clear which side reasonable folk
would inhabit.

On one side are the tax simplifies (who advocate
congressional outlays rather than indirect lax subsidies
to encourage activities the government wants to sup-
port) and the "government-knows-best-types" (who
think that the bureaucracy is wiser than individuals
regarding how their money should be spent). On the
other side are those who wish to "retain the element of
humaneness" In a mass society by encouraging In-
dividuals to support causes they fee are important.

But the issue, like most issues, cannot be painted
with a palette that does no" Include a spectrum of
colors. There are other possible objections, other
plausible positions.

THE MOST IMPORTANT ISSUE
The most Important Issue aboLt the charitable

deduction that has been ignored is the issue ofthetax
system's equity. Halt of the $5.4 billion in taxes
foregone by the government In fiscal 1977 to encourage
charitablegiving went to reducethe tax billsof a minute
1.4 per cent of the country's most affluent taxpayers
(those with incomes exceeding $50.000), according Io
Treasury Department statistics. Leasthan 15 percent of
that 5.4 billion was used to encourage contribulions
by the 83.5 per cent of taxpayers who have Incomes
below $20,000.

These figures clearly Ill strata that government tax

lIgU NAtIONAl. J)IIRNAL 7 5.7I
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policy has strongly favored giving by the rich rather
than giving by lower and middle income people. In the
words of Stanley Surrey. Harvard professor of law and
former Assistant Secretary of the Treasury. the
charitable deduction "works lust upside down" con-
sidering the intended progressive nature of the federal
tax system.

Walter Mondale. when he was a senator, stated well
the problem this poses. "If the federal government is. in
effect, going to be spending money to support or
reward certain activities, we must determine whether it
makes sense to do so under a system which provides
the highest benefits to those with the highest incomes "
Such a system has many negative consequences. For
one, it further erodes confidence in the fairness of the
American tax system. For another, it encourages sup-
port of charities favored by the rich rather than those
supported by middle and lower income people.

"The real problem here," said the former ranking
Republican on the House Ways and Means Committee.
John Byrnes. "is that certain people have a choice as to
how the tax aspect of their income is going to be spent
Others have to let the government say how it is going to
be spent."

VARIOUS PROPOSALS EXAMINED
The Flaher-Conable proposal, by extending the

charitable deduction to all taxpayers, would help deal
with this inequity. But it is not enough. It would do
nothing about the fact that a deduction for the wealthy
is worth far more than a deduction for the less wealthy.

This demands a bit of explanation. If you deduct from
your taxable income a $100 contribution and (because
you are fairly wealthy) you pay 50 per cent of your in-
come in taxes, your tax bill would be reduced $50. This
tax savings makes the actual cost of your $100 con-
tribution only $W0 However, if you make the same con-
tribution and your tax rate is 14 per cent. your taxes
would only be reduced by $14. The actual cost of your
gift is $86. Another words. the same contribution costs a
lower and middle income person considerably more
than a wealthy person.

A much more equitable policy is possible.

Last July, Senalor Kennedy proposed replacing the
charitable deduction with a 30 per cent tax credit that
would give all taxpayers the same incentive to give. If
you contributed St 00. you uould subtract $30 from your
tax biM. It is simple It is equitable.

Its major drawback is that, by reducing tax incentives
for giving by high income taxpayers, it could severely

ROBERT 0. BOTHWELL
EXECUTIVE DIRECTOR

hurl some charities dependent on contributions from
the affluent. It could also seriously reduce over-all giv-
ing.

Rep. Richard O1,er. -N.Y., has proposed a varia-
lion on the Kennedy approach in HR 12497. a bill thai
would give taxpayers the option of either the existing
itemized deduction or a 50 per cenicredit. up to a limit
of $500 This would aleviate the negative effects of
Kennedy's proposal while significantly increasing ft
equity of tax incentives for giving Another good alter-
native would be an optional 30 per cent tax credit with
no limitation. The most important thing is the tax credit
approach.

WHAT WOULD A CREDIT ACHIEVE?
The cost of an optional credit would be

considerable-a bit more than the cost of the Fisher-
Conable proposal. But there would be many benefits.

The most direct one would be the stimulation provid-
ed to the private non-profit sector. According to pojec-
tions by Harvard's Feldstein. an oplional 30 per cent tax
credit would spur 20 per cent more giving. (Rep. Ot-
tinger estimates that his proposal would have a similar
effect ) This would help maintain many of the valuable
services now provided by nonprofit organizations

It would also provide a needed stimulus to many
relatively new groups that have recently made some of
the sector's most important contributions, groups that.
in Rep. Fisher's words, are concerned with "'the con-
sumer, the environment, the health of Our citizenry and
the drive to insure racial, sexual and ethnic equality."
Because of the giving patterns of American
philanthropy, these "social action"groups are often the
most in need of support

An indirect benefit of anychange in tax incentives for
giving is that it would give most non-wealthy taxpayers
3 small tax cut and thus would be a productive way of
partially fulfilling one of the President's economic
objectives-tax relief for low and moderate income
people

Finally, a lax credit incentive for charitable gilts
would be an important (and attainable) step toward
creating that much discussed but still elusive ideal-a
more equitable tax system.

The optional tax credit wouldgo considerably further
than the Fisher-Conable bill In making the system
fairer. Indeed, many of the social action groups Fisher
said would benefit from his proposal would prefer to
struggle along with their present resources rather than
support a bill that would do little to reduce the flt
system's inequity.

TIMOTHY P. SAASTA
ASSISTANT DIRECTOR

Ntatioal Commttee for
Rescicnslve ianthr

%AI10\AI JAll IANA1 7 11, 7A I10
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January 18, 1980

Mr. Michael Stern, Staff Director
Committee on Finance
Room 2227, Dirksen Senate Office Bldg.
Washington, DC 20510

Dear Mr. Stern:

As a middle-class wage earning taxpayer, I am asking for

your support in the passage of Senate Bill 219, which would

permit donors to deduct charitable gifts whether or not

they itemize their other deductions.

The enactment of SB 219 would be an encouragement for

more lower-level income individuals to contribute to charitable

organizations in that it becomes meaningful if they were to

obtain the benefit of a charitable deduction.

Thank you for any consideration given this request.

Sincerely,

Mrs. Marcella Ludens
Box 545
Springfield, SD 57062

skm

cc: Pressler
McGovern
Daschle
Abdnor
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I Rm Idanclle McMirry, head of the Hockaday School, which is

an elementary and secondary school for girls in Dallas, Texas,

and is coordinate with the St. Mark's School for boys in that city.

I am also secretary of the Board of the National Association of

Independent Schools, which is a voluntary association of about. 800

independent nonprofit elementary and secondary schools with an

enrollment of about 300,000 students.

These are schools whicii are almost entirely independent of

church or public control and support and, in the Washington metro-

politan area, include -- among others -- Georgetown Day School,

Sidwell Friends, St. Albans, and Georgetown Preparatory School.

I mention these examples since the term "independent school" may

not be familiar to everyone. Our member schools are found all over

the country, range in size from 27 students to 3,600 students, and

subscribe to racially nondiscriminatory policies. In several of

our schools minority students constitute a majority of the enroll-

ment, and one is an all-black boarding school. Our association

appreciates the opportunity to testify in support of S. 219.

Although I am speaking only for NAIS, it should be noted that,

according to figures compiled by the National Center for Education

Statistics, 1 there are over 17,000 private elementary and secondary

schools in the United States and that these schools enroll about

5 million pupils -- which is about 10% of the country's school-age

population. Over 90% of these schools are served by nonprofit as-

asociations which are members of the Council for American Private

Education and which require adherence to a racially nondiscrim-

inat-ory -policy as to students. We believe that all or most of these

1. The Condition of Edtcation, 1978 Edition, p.8 2
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schools would benefit from enactment of this legislation, which

offers some hope of ending or reducing the serious losses in income

sustained by charitable organizations due to legislation which has

brought about substantially increased use of the standard deduction

in recent years.

Private schools provide many benefits to their communities --

whether for pupils who are unable to succeed in the public schools,

or for those who need greater intellectual stimulus, or for those

who just need closer attention and guidance than public schools

can offer. In addition to the diversity and freedom of choice which

they offer, a good level of quality is assured by the fact that

fee-paying patrons have the option of enrolling their children else-

where if such quality is not maintained. And the benefits to com-

munities are not limited to the schools' patrons and pupils, since

the existence-of these privately supported institutions results

in substantially reduced school taxes for the citizens at large.

The savings can amount to millions of dollars in some of the larger

cities where up to 30% of the school-age population may be enrolled

in private schools. Even more valuable, probably, are the roles

played by many of these schools in preserving sound educational

practices and in develping promising new ones for the future.

The legislation presently under consideration could be of

significant value in maintaining the quality and well-being of

these schools since, unlike colleges and universities, they receive

no financial aid from federal or state funds (although eligible

pupils may receive help in the form of commodities and services),

and for the vast majority of them endowment funds are negligible

or totally lacking. This means that private schools, with few
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exceptions, must depend almost entirely upon tuition fees and

charitable gifts for the support of their educational programs

and plants and also for providing financial aid to the many

families who need help in meeting the cost of such schooling.

Let me cite some figures compiled by NAI8. 2 A typical day

school belonging to our association depends upon gift income --

a combination of current contributions and endowment -- for close

to 12% of its annual financial support. (This figure would be

much higher for church-related schools.) It is important to note

that over 90% of this gift income -- more than $50 million -- is

presently being used to provide financial aid to about 40,000

students, with $15 million of that amount going to about half of

the 20,000 minority students enrolled in our member schools.

Thus, charitable giving constitutes a vital and unique source

of income for private schools, and even this source is somewhat

restricted by the fact that, as a rule, foundations and corpo-

rations are likely to have policies which prohibit or severely

limit any giving to elementary or secondary schools. These schools

therefore -- again, unlike colleges and universities -- must look

to individual donors for whatever help they receive, and figures

compiled for NAIS schools indicate that almost 80% of this gift

income comes from individuals.

The question is frequently raised as to why the tax structure

should be expected to provide help -- however indirect -- for in-

stitutions whose patrons must be relatively affluent because they

have children in private schools. There is a definitive answer

2. NAI8 Statistics, February 1979
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to thic question in Census Bureau statistics published in February

1979.3 These figures shoy that, in round numbers, of the approx-

imately 5 million pupils enrolled in private elementary and secondary

schools: 76% are from families with income under $25,000; 59% from

famIlip- with incomes under $20,000; 38% from Families with Incomes

under $15,000; and 15% from families with incomes under $10,000.

T1, vast majority of these families are therefore in what may

be debcribed as the middle income range, and a substantial majority

of them are presumably among the 72% of all American taxpayers

vho are nov using the standard deduction and are therefore not

eligible for the charitable deduction available to itemizers. In

light of the recent Gallup Organization Survey which indicates

that the average itemizer contributes more than three times as

much to educational institutions as a non-itemizer in the same

tax bracket, it is logical to surmise that the incentive provided

by the opportunity to take a charitable deduction may be a sig-

nificant factor in the differential noted.

If this hypothesis is correct, then passage of the legislation

embodied in 8. 219 could help charitable organizations to recapture

the losses occasioned by the widened use of the standard deduction

and to creat an upsurge in contributions to them. This would enable

our schools and other nonprofit institutions to improve their pro-

grams and to expand their services to many who need them but are

presently unable to afford them. We respectfully urge your favorable

consideration of this bill.

Idanelle McMurry

January 30, 1980

3. Curent Population Reports, U.S. Bureau of the Census, February
1979
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Summary Statement 'f Tcstl oiy for S. 219

presented by

The National Association of Independent Schools

1. Benefits pr v ... by private elementary and secondary schools
to their communities and the nation at large include: diversity;
freedom of cl. -e; intellectual stimulus for able students; close
attention and guidance for the less able; preservation of tradi-
tion and of ... d educational practices; development of promising
new practiceL, and substantial savings for taxpayers. These
Institutions ,.roll about 10% of the nation's school-age popula-
tion, and, contrary to the impressions of some, over 75% of these
pupils come from middle and lower income families.

2. Private schools are excluded by law from public financial assist-
ance and by policy and practice from any significant support from
corporate or foundation sources. Consequently, they are -- unlike
colleges and universities -- dependent almost entirely upon
contributions from individuals for support over and above tuition
charges and other fees.

3. In Its effort to simplify the filing of income tax returns,
Congress in recent years has enacted legislation which has brought
about use of the standard deduction by millions of taxpayers who
formerly itemized their deductions. It is estimated that this
shift in filing procedures -- with about 72% of all taxpayers nov
using .he standard deduction -- has cost the public charities,
including private nonprofit elementary and secondary schools,
about $5 billion over the past 10 years in gifts which they would
otherwise have received.

In light of their dependence cn individual donors and of the
recent Gallup Organization finding that the average itemizer
contributes rnre than three times as such to education In-
stitutions as a non-itemizer (in the same tax bracket), our
member schoolE urge favorable consideration of S. 219 as a
means of restoring to the latter the strong incentive for phi-
lanthropy provided by the charitable deduction.
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January 17, 1980

Mr. Michael Stern
Staff Director
Committee on Finance
Room 2227
Dirksen Senate Office Bldg.
Washington, D.C. 20510

Dear Mr. Stern:

Re: S.3111 - Increased Charitable Deductions

I am associated as a director with a tax exempt foundation and
also have interest in other charities. Therefore, I am extremely
interested in the passage of S.3111 (S.219) to permit deduction
of charitable contributions on standard deduction returns. I
have read Senator Moynihan's comments in support of this Bill and
I am in full agreement with him. I think his final statement sums
it up: "The legislation.. .would take a long step toward the
strengthening of some of the most worthwhile institutions and
organizations in the society, and toward the reinforcing of one
of the noblest impulses that mankind possesses."

I sincerely urge that this long overdue amendment be passed.

Yourp very Iruly,

Vice Chairman &
General Counsel

TKJ : klo
cc: University of South Dakota

Senator Larry Pressler
Senator George McGovern
Representative Tom Daschle
Representative James Abdnor
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United States Senate

Sub-Comm i ttee

of

F i nance Committee

TESTIMONY ON TAX POLICY

(CHARITABLE CONTRIBUTIONS)

by

M. William Howard, President

National Council of the Churches of Christ in the U. S. A.
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V1 name IS M. William Howard. I am President of the National Council

of the Churches of Christ In the U. S. A., a cooperative agency of thirty-two

national religious bodies in the United States having in the aggregate about

40,000,000 members. I do not purport to speak for every member of the con-

stituent churches of the National Council of Churches.

Rather, I am speaking on the basis of formal actions taken by the

Governing Board of the National Council of Churches -- a deliberative body

made up entirely of representatives of the constituent communions in propor-

tion to their size and support of the National Council of Churches and chosen

by each of those communions according to its ow modes of selection.

The Governing Board is intensely concerned, as I am myself, about the safe-

guarding of the vital role of philanthropy in sustaining the work of countless

voluntary organizations and public charities whose presence is such a unique

and important part of American life. Not only do these groups render services

of many kinds to their members and others, but they provide centers of citizen

initiative which are essential to the vitality of democracy. They perpetuate

the healthy impulse of the frontier for private citizens to band together to

remedy their needs without awaiting the intervention of government.

From this impulse have sprung the many private colleges and universities,

hospitals, and homes for orphans and for the aged, which represent priceless

resources for the American people. Churches have been among the foremost founders

of such institutions, and are therefore rightfully concerned for their health and

future. That health and that future are heavily dependent upon their ability to

raise adequate financial support by voluntary contributions from the society at

large, which in turn is dependent to a great degree upon the encouragement of

such giving by the incentives to charity (and the absence of disincentives) In

the Tax Code.
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The essential aspect of the heritablee contribution to be kept In mind,
we believe, is that it is different from the other kinds of expenditures
recognized by the tax cotie. It is not even an expenditure" at all -- in the
sense of paying for goods or services of benefit to oneself in proportion to
the amount spent. To be sure, givers often gain some esteem or approbation as
a result of their philanthropies, but In no other part of the tax code are esteem
or approbation considered taxable. The charitable contribution is essentially

giving money away for the benefit of others.
It is not like the other deductios allowed to taxpayers who itemize their

deductions. It is not like interest paid on money borrowed or medical expenses

or taxes or professional expenses or casualty losses. It is not a "loophole"
for avoiding taxation, since the gifts deducted do not remain under the control
of the giver, but go to benefit the whole community, often with greater efficiency
and effect than the same amount paid in taxes. The prestigious Filer Commission

on Private Philanthropy and Public Needs took a similar view:

...the charitable deduction is a philosophically sound recognition thatwhat a person gives away simply ought not to be considered income forpurposes of imposing an income tax... In the context of personal incometaxation, the Commission believes it is appropriate to define income asrevenue used for personal consumption or increasing personal wealth andto therefore exclude charitable giving because it is neither... We thinkit entirely appropriate, in other words, for the person who earns $55,000and gives away $5,000 to charitable organizations to be taxed in exactlythe same way as the person who earns $50,000 and gives away nothing.

(Giving in America: Toward a Stronger Voluntary Sector, the Reportof the Commission on Private Philanthropy and Public Needs, John H.
Filer, chairperson, p. 128.)

For those not itemizing deductions, however, a "standard" deductiorL is allowed,

which is supposed to include an average allowance for the deductions normally

claimed. This standard deduction does not expand or contract with the flow of
ones philanthropy. One does not need -- nor is one able -- to substantiate the
extent of charitable giving in a particular year. With the increase in the number
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of taxpayers using the standard deduction, therefore, has come a decrease in the

number of taxpayers having an incentive to make -- and document -- charitable

contributions, and a consequent decrease in charitable contributions. During the

past ten years, five increases were made in the standard deduction, each one costing

the public charities more in lost contributions, so that today they receive

$5,000,000,000 less than they otherwise would have received.

This increasing utilization of the standard deduction affects this constituency

of churches particularly, since the bulk of church support comes from the socio-

economic level at which the choice between itemization and use of the standard

deduction is a recurring dilemma. Most contributions to churches (unlike other

charitable contributions) are not strongly affected by the incentive of tax-
members'

deductability -- at least as far as /\ basic will to support their church is

concerned. But the amount and regularity of their contributions can often be

strengthened by the need to keep records to substantiate their tax deductions.

And that is precisely the factor at stake in the choice of the standard deduction

as presently constituted.

A corrective to this situation for the person of average means would be to allow

the taxpayer not otherwise itemizing deductions to take the standard deduction but

in addition to deduct (from gross income) any charitable contributions.

This treatment was suggested by the Filer Commission and has been approved by

many philanthropic organizations. It is embodied in SR219 sponsored by Senators

Moynihan and Packwood, and was endorsed by the Governing Board of the National

Council of Churches in November, 1977 (see attached Resolution on Tax Law Revision).

The general thrust of our concern could be best summarized by saying that we

would favor any reasonable and legitimate enhancement of the tax incentives

encouraging charitable contributions, and we would oppose any impairment of such
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incentives. While we believe that the philanthropic impulse can stand on

its own -- particularly the voluntary support of churches, which is less

dependent upon tax incentives than other areas of philanthropy -- it would,

in our view, behoove Congress to stimulate and encourage charitable giving

throughout the nation for the general good of the commonwealth, since it will

foster greater citizen initiative and self-reliance and thus strengthen the

very fabric of democracy.

Thank you for the opportunity to present these views. I pray God's blessing

upon you as you wrestle with the very complicated and delicate issues of tax

policy.
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January 16, 1980

Dear Committee on Finance:

Please accept this statement as a means of communicating my support for
the Charitable Contributions Bill S.219 sponsored by Senators Packwood
and Moynihan which would permit donors to deduct charitable gifts whether
or not they itemize their other deductions.

Colleges and universities throughout the United States rely heavily upon
private gift support to enhance academic excellence programs. As Director
of Development for The University of Texas at El Paso, it is most important
that we maintain a charitable deduction for non-itemizers as well as
those donors who itemize their deductions on a yearly basis.

I am afraid that as the number of individuals who take the standard
deduction increases, the number who claim the charitable deduction will
decrease. Under present law, only itemizers are allowed to deduct
charitable gifts and therefore I support Senate Bill S.219 for the
benefit of more graduates and friends of universities throughout the
United States as well as at The University of Texas at El Paso.

S cerely,

James M. Pea
Director of Development

rt

60-529 0 - 80 - 26
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Mr. Michael Stern, Staff Director
Committee on Finance
Room 2227, Dirksen Office Building
Washington, D. C. 20510

RE: S.219, the Charitable Contributions Bill

Dear Mr. Stern:

As president of the University of South Dakota Law School
Foundation, please accept these few comments in support of
S.219, the Charitable Contributions Bill. The Law School
Foundation has been able to accomplish a great amount of
good in behalf of deserving law students at the School of
Law, University of South Dakota.

We are supported solely by the generosity of those who
give to the Foundation. Needless to say, the charitable
deduction provides a great incentive for this generosity
and we strongly endorse the strengthening of the charitable
contribution by S.219.

Yours truly,

MAY# ADAM, GERDES & THOMPSON

DAVID A. GERDES

DAG:Jft
cc: Senator Larry Pressler

Senator George McGovern
Representative Tom Daschle
Representative James Abdnor
Dean Richard K. Burke, USD
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THE UNIVERSITY OF NORTH CAROLINA
AT GREENSBORO

Development Offie
Phone 919-379.5677

January 10, .980

'.ne United States Senate
Committee on Finance
Washington, D.C. 20510

Dea": SNrtator:

Out of respect for your time I will be brief in this

statement but I hope you will not regard this brevity as

diminish-ing the importance of the issue at hand.

Enactment of S.219 is important. Without its passage the

continued existence in their present forms of every qualified

charitable institution in the United States is in jeopardy.

As you well know, the purposes of charitable institutions are

s,.tiz ]iA cl1. &elv before qualification is granted so that

contributions to them are deductible. Senator Moynihan has

stated to this Committee that since 1917 the Federal Income

'1."a:: Code !,a, .nnbodied thL- principle that income -iven to

charitable causes ought not be taxed. He cites encouragement

OREENSIORO, NORTH CAROLINA/27412

THE UNIVERSITY OP NORTH CAROLINA is composed of the ixteen IPob emiom intitiJons in North Cevo.io
an *qba opportl.,iy emplo)wr
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of support of private philanthropic and voluntary organizations

and avoidance of taxing income that is given away rather than

consumed as reasons for this deduction. I suggest further that

implicit in the actions of our legislators in 1917 is

recognition of an economical and efficient means of providing

necessary services to the public which would otherwise have to be

provided through the bureaucratic process and therefore funded

from tax coffers.

As it now stands, only taxpayers who itemize deductions for

income tax purposes are able to receive full credit for charitable

contributions. However, a frightening trend is developing as a

consequence of the efficient streamlining of tax reporting by

virture of a more generous standard deduction: fewer taxpayers

are itemizing and therefore fewer taxpayers are receiving full

credit for their philanthropy. This trend will no doubt continue

and I fear that future legislators will lose sight of the original

intent of the charitable deduction and do away with it altogether on

the basis that it is a privilege exclusively for the affluent.

Please support S.219. I sincerely believe that your

support would be in taxpayers' best interests by 1) preserving a

-yster which rewards the individual who manifests his n-.tural

tendency to be philanthropic and 2) insuring the continuance
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of an economical and efficient means of underwriting the

expenses of services which are so vitally important to the

people of the United States.

Respectfully submitted,

(:'-e unrs

Di or of Planned Giving

JES/sh
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January 8, 1980

Mr. Michael Stern
Staff Director
Committee on Finance
Room 2227
Dirksen Senate Office Building
Washington, DC 20510

Dear Mr. Stern:

Please note attached.

It is a response to S .219. 1 hope it can be included in the

written testimony concerning this bill.

Thanks for your assistance.

Very si c r l

/ a J.Carmichael

JJC:hw

enc.



401

As a spokesperson for over 34,000 alumni and friends of Central

Missouri State University who are interested in public higher education,

I urge the passage of S. 219, The Charitable Contributions Bill.

This bill will allow the alumni and friends of CMSU, a former

teachers college, to give to their favorite institution of higher education

and have their gifts receive full benefit for tax purposes, just as more

affluent alumni from prestigious universitites receive when they give to

their alma mater.

Recent increases in the standard deduction has made it impractical

for small donors to itemize their contributions and as a result charitable

gifts to CMSU and similar institutions has suffered or will suffer. The

bulk of our 34,000 alumni are public school teachers or have been out of

school less than ten years, and are in the middle income bracket. The present

federal practice of increasing the standard deduction is in effect negating

the advantages of charitiable gifts for these alumni.

Unfortunately this penalty is happening to the very people whose

present gifts are important to CMSU, who are the hope of future charitable

gifts for the whole private-philanthropic heritage which is a unique part

of the American Dream. Unless these alumni establish the habit of giving

small gifts annually, it is unlikely that they will make significant

contributions to their favorite charity when they have the means to do so.

The passage of this legislation will significantly encourage such

potential donors to continue to support the private sector of philanthropy

and thus reduce the dependency on tax dollars. It is unlikely that needed

funding for higher education will come from taxes in light'of the present

resistance on the part of the public to increased taxation.



402

As a spokesperson for over 34,000 alumni and friends of Central

Missouri State University who are interested in public higher education,

I urge the passage of S. 219, The Charitable Contributions Bill.

This bill will allow the alumni and friends of CMSU, a former

teachers college, to give to their favorite institution of higher education

and have their gifts receive full benefit for tax purposes, just as more

affluent alumni from prestigious universities receive when they give to

their alma mater.

Recent increases in the standard deduction has made it impractical

for small donors to itemize their contributions and as a result charitable

gifts to CMSU and similar institutions has suffered or will suffer. The

bulk of our 34,000 alumni are public school teachers or have been out of

school less than ten years, and are in the middle income bracket. The present

federal practice of increasing the standard deduction is in effect negating

the advantages of charitiable gifts for these alumni.

Unfortunately this penalty is happening to the very people whose

present gifts are important to CMSU, who are the hope of future charitable

gifts for the whole private-philanthropic heritage which is a unique part

of the American Dream. Unless these alumni establish the habit of giving

small gifts annually, it is unlikely that they will make significant

contributions to their favorite charity when they have the means to do so.

The passage of this legislation will significantly encourage such

potential donors to continue to support the private sector of philanthropy

and thus reduce the dependency on tax dollars. It is unlikely that needed

funding for higher education will come from taxes in light of the present

resistance on the part of the public to increased taxation.
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As a spokesperson for over 34,000 alumni and friends of Central

Missouri State University who are interested in public higher education,

I urge the passage of S. 219, The Charitable Contributions Bill.

This bill will allow the alumni and friends of CMSU, a former

teachers college, to give to their favorite institution of higher education

and have their gifts receive full benefit for tax purposes, just as more

affluent alumni from prestigious universitites receive when they give to

their alma mater.

Recent increases in the standard deduction has made it impractical

for small donors to itemize their contributions and as a result charitable

gifts to CMSU and similar institutions has suffered or will suffer. The

bulk of our 34,000 alumni are public school teachers or have been out of

school less than ten years, and are in the middle income bracket. The present

federal practice of increasing the standard deduction is in effect negating'

the advantages of charitable gifts for these alumni.

Unfortunately this penalty is happening to the very people whose

present gifts are important to CMSU, who are the hope of future charitable

gifts for the whole private'philanthropic-heritage which is a unique part

of the American Dream. Unless these alumni establish the habit of giving

small gifts annually, it is unlikely that they will make significant

contributions to their favorite charity when they have the means to do so.

The passage of this legislation will significantly encourage such

potential donors to continue to support the private sector of philanthropy

and thus reduce the dependency on tax dollars. It is unlikely that needed

funding for higher education will come from taxes in light of the present

resistance on the part of the public to increased taxation.
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As a spokesperson for over 34,000 alumni and friends of Central

Missouri State University who are interested in public higher education,

I urge the passage of S. 219, The Charitqble Contributions Bill.

This bill will allow the alumni and friends of CMSU, a former

teachers college, to give to their favorite institution of higher education

and have their gifts receive full benefit for tax purposes, just as more

affluent alumni from prestigious universitites receive when they give to

their alma mater.

Recent increases in the standard deduction has made it impractical

for small donors to itemize their contributions and as a result charitable

gifts to CMSU and similar institutions has suffered or will suffer. The

bulk of our 34,000 alumni are public school teachers or have been out of

school less than ten years, and are in the middle income bracket. The present

federal practice of increasing the standard deduction is in effect negating

the advantages of charitiable gifts for these alumni.

Unfortunately this penalty is happening to the very people whose

present gifts are important to CMSU, who are the hope of future charitable

gifts for the whole private philanthropic heritage which is a unique part

of the American Dream. Unless these alumni establish the habit of giving

small gifts annually, it is unlikely that they will make significant

contributions to their favorite charity when they have the means to do so.

The passage of this legislation will significantly encourage such

potential donors to continue to support the private sector of philanthropy

and thus reduce the dependency on tax dollars. It is unlikely that needed

funding for higher education will come from taxes in light of the present

resistance on the part of the public to increased taxation.
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As a spokesperson for over 34,000 alumni and friends of Central

Missouri State University who are interested in public higher education,

I urge the passage of S. 219, The Charitable Contributions Bill.

This bill will allow the alumni and friends of CMSU, a former

teachers college, to give to their favorite institution of higher education

and have their gifts receive full benefit for tax purposes, just as more

affluent alumni from prestigious universitites receive when they give to

their alma mater.

Recent increases in the standard deduction has made it impractical

for small donors to itemize their contributions and as a result charitable

gifts to CMSU and similar institutions has suffered or will suffer. The

bulk of our 34,000 alumni are public school teachers or have been out of

school less than ten years, and are in the middle income bracket. The present

federal practice of increasing the standard deduction is in effect negating

the advantages of charitable gifts for these alumni.

Unfortunately this penalty is happening to the very people whose

present gifts are important to CMSU, who are the hope of future charitable

gifts for the whole private'philanthropic heritage which is a unique part

of the American Dream. Unless these alumni establish the habit of giving

small gifts annually, it is unlikely that they will make significant

contributions to their favorite charity when they have the means to do so.

The passage of this legislation will significantly encourage such

potential donors to continue to support the private sector of philanthropy

and thus reduce the dependency on tax dollars. It is unlikely that needed

funding for higher education will come from taxes in light of the present

resistance on the part of the public to increased taxation.
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GRACE COLLEGE OF THE BIBLE
1515 SOUTH.IOTH STREET OMAHA. ANEBRASKA 6106

PHONE 402 342.3377

February 8, 1980

Mr. Michael Stern, Staff Director
Committee on Finance
Room 2227, Dirkeen Senate Office Bldg.
Washington, D.C. 20510

Dear Mr. Stern:

I'm writing to express my support of S.219 Charitable 'Contributions
'Bill. My wife and I feel keenly that we make regular contributions
to home and foreign mission services and to our local church as a
matter of sacred trust. We will continue to do so by God's grace.

We thank you for your registering our convictions that it is right and
proper for a government established under God to afford its citizens
the privileges contained in S. 219.

With appreciation,

Virgil R. Dirks

VRD:cdg
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Honorable Harry Byrd
Chairman, Subcommittee on Taxation

and Debt Management
Finance Committee
United States Senate
Washington, D.C. 20510

Re: S. 219

Dear Senator Byrd:

The Finance Comittee has announced hearings by your
Subcommittee on S. 219 will be held on January 30 and 31,
1980. While I do not wish to testify in person, I wish
to make my personal-vites known to the members of the Sub-
committee. These views are my own and are not necessarily
those of any of my clients or my partners.

I am very active in a number of public charities. I
share with all of those active in such charitable work the
concern about the adequacy of support for our system of pub-
lic charities in the U.S. However, I strongly oppose a de-
duction for charitable contributions in addition to the zero-
bracket amount (or standard deduction).

Over the last ten years there have been a number of
hearings on simplification of the Internal Revenue Code. I
have had the privilege of testifying before both the Ways and
Means Committee and the Senate Finance Committee a number of
times on techniques for simplifying the tax laws. I have al-
so been granted the unique privilege of viewing our tax sys-
tem from both the administrator's viewpointas well as that
of the private practitioner, and that of an official of a
major public charity,

If we have a goal of simplification of our tax laws for
most of our citizens, we must maintain the discipline not to
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expand the number of types of deductions. The standard de-
duction or its equivalent is the greatest simplification de-
vice for the average taxpayer. Expansion of the types of
deductions which may be taken in addition to the standard
deduction makes the process of preparing and filing tax re-
turns more difficult and complex. Already, many millions of
persons find the process so difficult that they must use
the services of tax return preparers. Adoption of S. 219, or
a similar measure, would also increase the need for taxpayers
to maintain records which may have to be verified by the IRS.
This too increases the complexity of our tax system. If we
start with charities today, we will be pressed by other worthy
causes and there will be no stopping point. Complexity breeds
complexity.

It is for these reasons that I oppose S. 219 and similar
measures.

If I can help the Committee by amplifying my views, I
will be pleased to do so.

Best regards.

Sincerely,

Sheldon S. Cohen

SSC:bmw

cc: Honorable Russell Long
Michael Stern, Staff Director/
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Statement

to the

SUBCOMMITTEE ON TAXATION & DEBT MANAGEMENT GENERALLY

U.S. SENATE

January 31, 1980

on

S. 219

Presented by

Warren Heemann
Vice President for Institute Relations and Development

Georgia Institute of Technology
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Mr. Chairman and Members of the Subcommittee:

My name is Warren Heemann. I. am Vice Pretident for Institute

Relations and Development at Georgia. Institute of Technology,

and until recently was Vice President for Development at the

College of William and Mary in Virginia, It seems relevant,

if not modest, to mention that I am also the editor of a book

on Cost Effectiveness Analysis in Fund-Raising for colleges

and universities, and currently chair a committee of the

Council for Advancement and Support of Education which is

developing national standards for gift reporting 'and cost

reporting.

I am pleased, as a fund-raising professional, to submit this

statement on the important benefits of S. 219, the charitable

Contributions Legislation, to the nation's higher education

institutions.

It has been my good fortune to be associated with two fine

institutions, William and Mary and now Georgia Tech, which

have very successful fund-raising programs.
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William and Mary, one of the nation's oldest institutions

of higher learning and the birthplace of Phi Beta Kappa,

currently enrolls some 6,364 fulltime students. Georgia

Tech, one of the top engineering schools in the country-

THE top school, some of us would like to believe-- haft a

total enrollment of 11,250.

Both institutions, I should point out, are state-supported.

Indeed, let me stress that state-supported colleges and

universities, as well as independent institutions, are very

actively involved in seeking charitable contributions from

alumni and other private sources.

William and Mary's fund-raising program has been judged the

most successful in the country for schools of its kind--

ranked eighth in the percentage of alumni contributing

annually, second in total dollars contributed annually by

alumni, and first in total dollars contributed from all sources.

Georgia Tech, year after year, ranks first or second among

all the nation's state universities in alumni participation,

with 45 to 50 per cent of its graduates making annual

contributions.

60-529 0 - 80 - 27



412

-3-

Achieving, and maintaining, a high percentage of alumni

donors carries an importance beyond -the total dollars they

contribute. rt demonstrates the breadth and depth of loyalty

and appreciation that the institution inspires among its

former students. And, more practically, it helps the

institution make a persuasive case for major gifts from

corporations and foundations-- which frequently scrutinize

the extent of support which a college or university enjoys

among its own graduates in weighing their own decisions on

contributions.

My own experience, and that of most of my colleagues, leads

to our firm conviction that a successful fund-raising program

for a college or university requires working-- against the

odds-- to involve the young alumni in charitable support of

the institution. This has been and, is being done at both

William and Mary and Georgia Tech, and has proved a vital

factor in the success of their overall fund-raising program.

I say working "against the odds" because recent graduates of

an institution, for one thing, generally do not yet fully

appreciate just how valuable their college experience ha been

for them, personally or professionally.
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Moreover, these younger alumni while still climbing the

lower rungs on their career ladders tend to have less income

than they will realize later on, and fewer deductible outlays

of any sort. As lower-income or middle-income taxpayers, they

are more likely to take the standard deduction on their tax

returns, and less likely to itemize their deductions.

Under existing law, as a result, these young alumni don't

have the same important incentive to make charitable contributions

as do older, wealthier individuals with more deductible outlays

overall who elect to itemize their deductions and thus can

deduct their contributions.

Hence the availability of the standard deduction, without the

opportunity for those who take it to deduct their charitable

deductions separately, helps stack the deck against the best

efforts of colleges and universities to develop sound habits

of charitable giving among their young alumni. S. 219 would

remedy this serious problem.

I would like to emphasize this concept of the charitable

giving habit. In cultivating support from recent graduates

with relatively modest incomes, developing the habit of

regular donations is at least as important as the size of

the gifts they can afford to make.
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As I have already stated, one reason for developing this

habit among young alunui is to increase the overall percentage

of alumni who contribute. There is also another, very Important

reason.

Those recent graduates who develop sound charitable habit.

also become contributors of their time and their energies as

well as their money: they become dedicated, top-notch voluntee".

Having begun making financial investments in the continuing

well-being of their college or university, they apparently

feel a desire to protect that investment, stay in close touch,

and do whatever else they can for their school. This early

interest in contributing time and effort also becomes habit-...

forming, and our nation's higher education institutions benefit

from it enormously.

Indeed, I would hate to think where American higher education

would be without the continuing, dedicated volunteer involvement

of alumni. Not only would we lose all that voluntary labor, but

we university administrators would also lose the valuable

guidance that comes from alumni in the non-academic world on

any number of issues and concerns.
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Lord knows, alumni opinion can be a trial: some graduates

seem to feel they know everything about everything connected

-with running a college or university. Then again, university

administrators and faculty members think t know everything

about everything too: Still, the give-and-take of options,

when it occurs is not only very helpful but also necessary.

And it suggests that alumni are not only- as I have said--

protecting the investments they have made in their school's

well-being through charitable contributions, but are also

expressing a less tangible but equally valuable comnuitment.

X am submitting this statement on behalf of higher education.

But if it is true that better-educated individuals provide

the leadership in most of the nation's charitable, voluntary

organizations, then it follows that the more effective colleges

and universities can be in enlisting their recent graduates as

contributors and volunteers, the better off all charitable,

voluntary organizations will be. College and university alumni

who develop the charitable giving habit can be expected to

extend that habit to financial support of other worthy causes

as well. Alumni who volunteer their time and energies to help

their colleges and universities are prime candidates for

volunteer work with other organizations.
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Americans contributed a total of $39.56 billion, about 2

per cent of our Gross National Product, to all charitable

institutions and organizations in 1978. Generosity on this

scale is truly remarkable. It often seems that everybody we

know is either giving money to, or soliciting money for, a
worthy cause. And that's nothing but good. It is good for

an individual's soul to ask someone for a contribution to
support a cause in which he or she believes. It is good for

our nation's soul to have a citizenry which gives so freely

and without expectation of personal gain. There is no other

nation on this Earth as giving as the United States. How

much richer we all are spiritually because of this. How

diminished we would be as a nation if we lost our generous

spirit.

There is compelling evidence that the increasing proportion

of taxpayers who take the standard deduction rather than

itemize, some 77 per cent of all taxpayers in 1977 against

only 50 per cent in 1970, is cutting into the volume of

charitable contributions by as much as $5 billion over that

period and at a recent rate exceeding $1 billion each year.'
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We urge you to reverse this alarming trend by enacting

S. 219, the Charitable Contributions Legislation. The

presence of the charitable deduction in our tax laws has

long been both a-recognition of our citizenry's generous

spirit and an, incentive to their generosity. S. 219, by

making the charitable deduction available to all taxpayers

whether or not they take the standard deduction, would

reaffirm this recognition and reinforce this incentive.

Thank You.
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January 29, 1980Mr. Michael Stern, Staff Director

Cowittee on Finance
Dirksen Senate Office Building
Room 2227
Washington, DC 20510

Dear Mr. Stern:

This is to advise you that on the above datethe Board of Directors of the United Way of
Torrington endorsed the Fisher-Conable/Hoynihan-
Packwood bills.

We request that this endorsement be entered
with the official records of the Subcommittee onTaxation and Debt Management hearings.

Thank you.

Sin rely,
?\ ,I

I3
Thomas F. Wall
President

, Jr.

pup..-no
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February 4, 1980 123S&Wsb Avenij
Grean Bay. WiscnW 54301
Phone 414 432 3393

Mr. Michael Stern, Staff Director
Senate Committee on Finance
Room 2227 - Dirksen Senate Office Rldg.
Washington, D.C. 20510

Dear Mr. Stern:

This letter is to inform the Senate Finance Committee that the
Board of Directors of the United Way of Brown County, Wisconsin
has had on record since its August 24, 1977 meeting a resolution
strongly favoring the Moynihan-Packwood (S 219)-Fisher-Conable
(HR 1785) hills to allow all tax payers to deduct charitable
contributions whether or not other deductions are itemized.
The motion passed unanimously in 1977, and was reaffirmed by
the Board-at its meeting in August, 1978.

We urge the Senate Finance Committee to endorse this legislation
and ask that our Board's resolution be entered into the official
records of the committee hearings on these hills of January 30-31,
1980.

Thank you for your kind attention to this matter.

,! ." )hier, Ph.D.
Executive Director

JDS/Rt

cc. Senator William Proxmire
Senator Gaylord Nelson
Representative Toby Roth
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January 22, 1980

Michael Stern, Staff Director
Committee on Finance
Dirksen Senate Office Building-Ru. 2227
Washington, D.C. 20510

Dear Mr. Sterns

This is to verify the feeling of the members of the United
Way of Lubbock board of directors in regard to the oynihan-
Packwood bill. We feel it is essential that volunteer con-
tributors to United Way, and any legitimate charity, receive
the benefit of deductible contributions. That essentiality
is paramount if charities are to continue to be funded
through volunteer contributions.

Studies have determined-and I'm sure you are knowledgeable of
the fact-that contributions drop sharply when contributors canno longer itemize. Less contributions eventually translate
into more taxes and less local and volunteer control.

We of the United Way of Lubbock board of directors join the
volunteer voices all over the nation calling for deductions
of charitable contributions and the continuation of voluntary
funding of charitable organizations.

Yours Truly,

President

0
of Lubbock

Lubbok TM 7401
PhnOMS4?-2711
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S OHIO
ROOM NO0CITIZENS MS5MN STREECOUNCILCOUNCIL (614) 224-4146

,DVANON MUVAN .9W

february 4, 1980

the honorable harry f. byrd,
chairman, senate sub-comittee on taxation and

debt management
u.s. senate
washington, d.c.

dear senator byrd:

the ohio citizens' council, on behalf of Its statewide general membership and
affiliated humen service organizations, wishes to offer testimony In full sup-
port of S.219, a bill permitting all taxpayers to deduct their charitable do-
nations whether or not they Itemize their tax returns.

the board of directors of the ohio citizens' council endorses S.219 and its
companion. h.r.1785. as thoroughly appropriate and effective means of broad-
ening the base of support to and participation in the humane purposes pursued
taxpayers (those who generally do not Itemize) which Is already enjoyed by
higher Income taxpayers (those who generally Itemize). in producing a form
of greater equity In taxpaying, S.219 will additionally make available an in-
centive to contribute which Is clearly needed If private, non-profit human
service organizations are to effectively function in the future.

human services are currently threatened in a number of ways: 1) the percen-
tage of personal income contributed to private, non-profit organizations has
declined steadily in the last ton years, a trend associated with increased use
of the standard deduction which allows no consideration for such contributions;
2) private fund-raising efforts have been unable to keep pace with Inflation-
in a highly labor Intensive field such as human services, purchasing power Is
thus severely constrained and 3) the real effects of 1) and 2) have been soft-
ened by the influx of public dollars to purchase the services of the voluntary
sector. it can now be anticipated, however, that public support will rapidly
diminish as movements to balance budets, proposition 13-type reforms, and a
current-reordering of national prior ties take hold. these same policies will
also bring cutbacks in Identifiably public human service programs and so will
increase demand on the voluntary sector to fill service gaps. our concern is
that the volentary sector will lack the capacity to do so.

our support of the charitable deduction may appear to be motivated out of pro-
tectionist Impulses. it is. it reflects our concerns for the actual and po-

& =K J 1 C ? CA AMIN. LW AP W I M . am8VW@ .mm C 4OVAR 0 l , ow 06A CAVok CAlN t a e arm% @WA MM"6 . ft 0, i- VdA"j~ im - Twa RM11
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tential recipients of humn services; for survival of organizations broughtinto being out of recognition of social needs at the community level; andfor the ability of people at all levels of income to participate financiallyand through the increased volunteer activity which Is known to accompanyfinancial contribution, we believe S.219 addresses all of these concerns andhave faith that members of the senate will bear them In mind in their deliber-
ations.

sincerely,

vic. alb
presIdent
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PO. Box 8058
Anaheim, CA 92808

SUMMIT MINISTRIES, INC.
Rev. John M. Montgomery
Mrs. Sandy Montgomery January 7, 1980

Mr. Michael Stern
Committee on Finance
Room 2227, Dirksen Senate Office Bldg.
Washington, DC 20510

Dear Mr. Stern:

It Is my understanding that S.219 is about to be considered by the Senate

Finance Committee Subcommittee on taxation and debt management. This is an area

of vital concern to many Christians as they begin to see that a reduction for

their contribution to the Lord's work is denied unless they itemize their taxes.

I am told that only about twenty percent of the tax forms filed are itemized,

thus, only twenty percent receive a deduction for their tithes and offerings.

Is this in keeping with the Department of Treasury's Publication 561, which

States "our tax laws are designed to encourage charitable giving?" I would

think that if infact the Treasury wants to "encourage" such giving, the Committee

would want to include gifts to 501c 3 Organizations as part of adjustments to

income. It is ironic that alimony and moving e:4penses are considered adjustments

to income, but not gifts to the church.

Mr. Stern, I urge you and the Subcomittee to look favorably on S.219. If

it does not make it this time, the handwriting is on the wall for a future

Congress to do away with the charitable deduction altogether, on the premise

that it is a "tax loophole." This type of thinking slights the millions of

Christians that follow the Bible's charge to tithe.

Go less You and the Committee,

F 'hn M. Montgomery

ki'esident of Summit Ministries

JMM:vs
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J&WOeAJ.
362 WLiagts

Po wot, Virginia 23704

January 23, 1980

Honorable Harry F. Byrd, Jr.
United States Senate
Washington, D.C. 20510

Dear Senator Byrd:

In a few days the subcommittee on taxation and debt management of the SenateFinance Comittee will begin hearings on the Fisher-Conable/Moynihan-Packvood
bills. The Portsmouth Area United Fund Is extremely hopeful that you can
support this legislation which will reverse the trend of smaller and smalleramounts contributed to charitable causes by those individuals who do not
itemize their Income taxes.

Continued equitable support for not-for-profit agencies is a highly important
issue for the entire nation as these agencies do so very much in providingservices that otherwise would need to be provided by government, thus increasingthe cost, as there Is a resulting loss in volunteer time to non-profit agencies
that government, by and large does not enjoy.

Thank you very such.

Sincerely yours,

Jamt~e Adair, President

Portsmouth Area United Fund

JAr bal

cc: United Way of America
Michael Stern, Staff Director
Committee on Finance
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Jame AMoir
- 362 Waskington St.

Powtmouth, Virginia 23704

January 23, 1980

Honorable John W. Warner
United States Senate
Washington, D.C. 20510

Dear Senator Warner:

In a few days the subcommittee on taxation and debt management of the Senate
Finance Comittee will begin hearings on the Fisher-Conable/oynhan-Packood
bills. The Portsmouth Area United Fund is extremely hopeful that you can
support this legislation which will reverse the trend of smaller and smaller
amounts contributed to charitable causes by those individuals who do not
itemize their income taxes.

Continued equitable support for not-for-profit agencies is a highly important
issue for the entire nation as these agencies do so very much in providing3
services that otherwise would need to be provided by government, thus increasing
the cost, as there is a resulting loss in volunteer time to non-profit agen:cles
that government, by and large does not enjoy.

Thank you very much.

Siierely yours,

a ie 7Adair, President

Portsmouth Area United Fund

JA:bml

cc: United Way of America
Michael Stern, Staff Director
Committee on Finance

J
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Jamie .ir
362 W ingo.m St.

Portsmuth, Virgini 23704

January 23, 1980

Honorable Paul S. Trible, Jr.
House of Representatives
Washington, D.C. 20515

Dear Mr. Trible:

In a few days the subcommittee on taxation and debt management of the Senate
Finance Committee will begin hearings on the Fisher-Conable/Moynihan-Packvood
bills. The Portsmouth Area United Fund is extremely hopeful that you can
support this legislation which will reverse the trend of smaller and smaller
amounts contributed to charitable causes by those Individuals who do not
Itemize their income taxes.

Continued equitable support for not-for-profit agencies is a highly important
issue for the entire nation as these agencies do so very much in providing
services that otherwise would need to be provided by government, thus increasing
the cost, as there is a resulting loss in volunteer time to non-profit agencies
that government, by and large does not enjoy.

Thank you very much.

Sincerely yours.,

4ale Adair, President

Portsmouth Area United Fund

JA:bml

cc: United Way of America
Michael Stern, Staff Director
Committee on Finance
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362 Woli.
Po,.,, , Virgin a 23704

January' 23, 1980

Honorable David S. Satterfield, 11t
House of Representative*
Washington, D.C. 20515

Dear Mr. Satterfield:

In a few days the subcomittee on taxation and debt management of the Senate
Finance Comittee will begin hearings on the Fieher-Conable/Moynihan-Packood
bills. The Portsmouth Area United Fund is extremely hopeful that you can
support this legislation which will reverse the trend of smaller and smaller
amounts contributed to charitable causes by those individuals who do not
itemise their income taxes.

Continued equitable support for not-for-prof.t agencies is a hIghly importsnt
issue for the entire nation as these agencies do so very such in providing
services that otherwise would need to be provided by government, thus increasing
the cost, as there is a resulting loss in volunteer time to non-profit agencies
that government, by and large does not enjoy.

Thank you very much.

Sinrely y .s,

( Jae Adair, President
Portsmouth Area United Fund

JAtbal

cc: United Way of Americs
Michael Stern, Staff Director
CoMittee on Finance

60-529 0 - 80 - 28
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Jamie MaJir
362 Was.3i. 8,. t.

Portamoul, Virginia 23704

January 23, 1980

Honorable G. William Whitehurat
House of Representatives
Washington, D.C. 20515

Dear Mr. Whitehurat:

In a few days the subcommittee on taxation and debt management of the Senate
Finance Committee will begin hearings on the Fisher-Conable/Moynihan-Packvp*od
bills. The Portsmouth Area United Fund is extremely hopeful that you can
support this legislation which will reverse the trend of miller and smaller
amounts contributed to charitable causes by those individuals who do not
itemize their income taxes.

Continued equitable support for not-for-profit agencies is a highly important
issue for the entire nation as these agencies do so very much in providing
services that otherwise would need to be provided by government, thus increasing
the cost, as there is a resulting loss in volunteer time to non-profit agencies
that government, by and large does not enjoy.

Thank you very much.

Sincerely your@,

Jamie "idar, President

Portsmouth Area United Fund

JA:bal

ec United Way of America
Michael Stern, Staff Director
Committee on Finance
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362 WsslingomS.
Por,moutL, Virginia 23704

January 23, 1980

Honorable Robert W. Daniel, Jr.
House of Representatives
Washington, D.C. 20515

Dear Mr. Daniel:

In a few days the subcommittee on taxation and debt management of the SenateFinance Committee will begin hearings on the Fisher-Conable/Moynihan-Packwood
bills. The Portsmouth Area United Fund is extremely hopeful that you cansupport this legislation vhich will reverse the trend of smller and smalleramounts contributed to charitable causes by those individuals who do not
itemize their Income taxes.

Continued equitable support for not-for-profit agencies is a highly importantissue for the entire nation as these agencies do so very much in providingservices that otherwise would need to be provided by government, thus increasingthe cost, as there is a resulting loss in volunteer time to non-profit agenciesthat government, by and large does not enjoy.

Thank you very much.

Sincerely yours,

6 5ma~eAdair, President
Portsmouth Area United Fund

JA:bul

cc: United Way of America
Michael Stern, Staff Director
Committee on Finance
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Jamie Adair
362 Wlinton St.

Portsmouth, Virginia 23704

January 23, 1980

Honorable Dan Daniel
House of Representatives
Washington, D.C. 20515

Dear Mr. Daniel:

In a few days the subcommittee on taxation and debt management of the SenateFinance Committee will begin hearings on the Fisher-Conable/Moynihan-Packood
bills. The Portsmouth Area United Fund is extremely hopeful that you can
support this legislation which will reverse the trend of smaller and smalleramounts contributed to charitable causes by those Individuals who do not
itemize their income taxes.

,.Continued equitable support for not-for-profit agencies is a highly importantissue for the entire nation as these agencies do so very much in providing
services that otherwise would need to be provided by government, thus increasingthe cost, as there is a resulting loss in volunteer time to non-profit agencies
that government, by and large does not enjoy.

Thank you very much.

Sincerely yours,

aamie Adair,President
Portsmouth Area United Fund

JA:bml

cc: United Way of America
Michael Stern, Staff Director
Committee on Finance
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AMIEICA HOSPIAL ASSOCAT"O
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JA AU 30, 1980

The American hospital Association, representing soe 6,100 hospital. and other

health Care institutions, SS wall as over 30,000 personal embers, appreciates

ths opportunity to eress our support for 8.219, which would sind the

Internal Reveuo Code to allow the charitable deduction to taxpayers whether

they itemis their personal deductios or use the standard deduction. The

majority of our Institutional ambers are not-for-profit hospitals that depend,

to varying degrees, on philanthropic contributions to conduct health research

and mapower devalopue t programs, and to provide high quality health care in

their co unities. Accordingly, the ARA and Its meers are deeply interested

.In legislation affecting tar incentives for charitable giving.

The Need to gacourage Tax Icentives for PhMropy

During the early history of health and hospital cre In this country, private

contributions comprised a substantial proportion of funds for building and

operating hospitals. Wile other sources, Including the govrament, now
provide a greater stare of funds for these activities, not-for-profit health

CASt.E AOORIE5: AMIRNOMP

__ _ I I I . . . . .... .. .. . .



482

-2-

-care institutions, which represent the largest portion of our health care

-resources, continue to rely on charitable contributions for a variety of

purposes. Some of these include the replacement of obsolete facilities and

equipment; support for health research and education programs; assistance in

maintaining and improving ctmunity health care through assuming such

responsibilities as subsidization of care for indigent patients; and helping

to finance experimental and innovative approaches to the delivery of health care.

These worthy activities are clearly in the public interest, and philanthropic

support for them actually diminishes the financial burden on government.

Moreover, private philanthropy reflects and fosters a highly desirable

participatory attitude by individuals toward the needs of their communities.

Private philanthropic and governmental activities in the health care field--

often addressing different but related public needs and problems-are

complementary expressions of support for better health for the people of the

nation. We feel that the United States can ill afford to forego the

assistance provided by philanthropy.

The Tax System and Philanthropy

Recognition of the many benefits of private giving for public purposes and the

absence of any personal financial gain by donors led the Congress, shortly

after enactment of the federal income tax, to establish tax incentives for

charitable giving. These incentives are usually provided through permitting

a tax deduction for itemized charitable gifts, a deduction that for years has

encouraged voluntary giving and has served our society well.

However, charitable giving has not kept pace with our economic growth, in part
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because of- federal tax policy. Changes in tax policy have discouraged the

Itemization of deductions and increased the percentage of taxpayers using the

standard deduction from 52 percent in 1970 to" more than 75 percent today.

Harvard Univrersity economist Hartin Feldstein argues that a continuing decline

in the percentage of the Gross National Product given to charity is, to a

great extent, due to the unavailability of the charitable deduction to a

majority of taxpayers. It has been estimated that the resulting loss to all

charities has been in excess of $5 billion (1972-78).

The current tax system has caused a shift in the sources of charitable gifts.

Whereas in the past the majority of such gifts came from individuals in lower-

and middle-income groups, today a small group of individuals with high incomes

is responsible for most of the funds that are donated. We believe that

participation by individuals in meeting health needs in their own communities

should not be left primarily to the affluent. When low-and moderate-income

families have little incentive to give, their voice in community life and

decisions is reduced. Accordingly, we believe that a specific charitable

deduction should be available to all taxpayers.

The charitable deduction is not a tax loophole. Unlike other items for which

a deduction is permitted, philanthropic gifts do not enrich the taxpayer.

The extension of such a deduction vould be simple to administer, and ample

precedent exists for allowing certain expenditures to be "above the line."

For example, child care expenses and political contributions are now handled

in this manner on tax returns. The United Way has estimated that the proposed

modification with regard to charitable contributions would prompt an additional

2.5 million taxpayers to use the standard deduction, or "short-fowm" thereby

simplifying the tax system.
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The projected increase in charitable giving that would result from the change

would more than offset any consequent loss to the federal treasury. Professor

Feldstein has estimated that charitable organizations would receive $2.40

in increased contributions for each dollar of government revenue lost through

allowing the deduction of charitable contributions by persons whose annual

incomes are $30,000 or less.

The American Hospital Assoclaton urges approval of S.219 which would assist

in offsetting changes in our .tax lawm which, in effect, have reduced philan-

thropic giving. We coinnd Senators Moynihan and Packvood for their leadership

in introducing this leSislation in the Senate and wholeheartedly support its

enactment.

We appreciate the opportunity to present these views and recommendations.
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900 Greensward Village 1
G-205
Delray Beach, Florida 33445
February 12, 1980

Mr. Michael Stern
Staff Director
Committee on-Finance
m 2227

Dirkeen Senate Office Building
Washington, D.C. 20510

Dear Mr. Stern:

Ref: S.219

I hope the Senate will consider favorably S.219 to amend the

Internal Revenue Code of 1954 to allow charitable deduction to taxpayers

whether or not they itemize their personal deductions.

The legislation would benefit low and middle-income persons, most of

whom do not itemize and to encourage charitable giving by providing all

taxpayers with this effective and humane incentive.

We should encourage support of private philanthropic and voluntary

organizations that comprise such an important part of our society. Of

concern, however, is that the number of those who itemize has dropped in

recent years because the so-called "standard deduction" has increased as a

fraction of the gross national product, for example, philanthropy accounted

for 1.9 percent in 1970 and for 1.79 percent five years later.

The time has come for a change to bolster philanthropy, to allow all

taxpayers with generous impulses, not just wealthy ones who itemize, to

obtain the benefit of a charitable deduction, and to revise the principle

that income devoted to philanthropy ought to be explicitly excluded from

taxation.
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Mr. Michael Stern
Page 2.
February 12, 1980

Organizations such as our colleges, churches, United Fund, Salvation

Army, boys and girls clubs, scouting and others play a more significant role

in American society than anywhere else in the world, and have done so for

centuries.

Government cannot, and surely ought not, compel individuals to make

charitable contributions, but it can refrain from policies that discourage

them from doing so.

.Passage of S.219 would take a long step toward strengthening some of

our most worthwhile institutions and organizations in our society.

Y. X ly/

CAL/nl
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STATEMENT REGARDING S. 219 -- EXTENDING
CHARITABLE DEDUCTION TO TAXPAYERS WHO

TAKE THE STANDARD DEDUCTION

Submitted to: Senate Finance Committee, Subcommittee on
Taxation and Debt Management

Honorable Harry F. Byrd, Jr., Chairman

Submitted by: American Association of Presidents of
Independent Colleges and Universities.
Presidents of 126 colleges and universities
belong to the Association (List annexed
as Exhibit A).

48 New York colleges and universities (List
annexed as Exhibit "Ba).

Mayo Foundation, Rochester, Minnesota. A
charitable corporation dedicated to medical
practice, medical education and medical
research.

National Association for Hospital Development.
Members are executives of over 900
hospitals located nationwide and charged
with obtaining funds from the private
sector to meet hospital needs.

The Christian and Missionary Alliance, a
church denomination serving as a
missionary-sending organization with
over 900 missionaries. The United States
constituency is represented by over
1,200 local church groups. The Christian
and Missionary Alliance operates three
colleges, four retirement centers and
four convalescent and nursing homes.

The Church of the Nazarene, a church denomina-
tion serving both the United States and
Missionary fields with about 600 missionaries
and 7,500 ministers in the United States.
The United States constituency is represented
by approximately 5,000 congregations with
a membership of about 460,000 and Sunday
School enrollment totalling approximately
1,000,000 with 70 Districts. The Church
of the Nazarene operates 8 liberal arts
colleges, one Bible college and one
Seminary.
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The Conservative Baptist Foreign Mission
Society with a constituency of 2,000
churches and a membership of over
500,000. The Society operates 2
seminaries and 3 colleges.

General Council of the Assemblies of God,
a church denomination serving both the
United States and foreign fields with
nearly 1,900 ministers. The United States
constituency is represented by 8,920
churches with a membership of almost
5 million. The General Council operates
27 colleges.

Association of Baptist Foundation Executives,
Middletown, Kentucky.

Baptist Foundation of Alabama, Montgomery,
Alabama.

Beloit College, Beloit, Wisconsin.

Bradley University, Peoria, Illinois.

Carleton College, Northfield, Minnesota.

Carnegie-Mellon University, Pittsburgh, Pa.

Choate Rosemary Hall, Wallingford, Connecticut.

The Church of God, Executive Council, Anderson,
Indiana.

Clark University, Worcester, Massachusetts.

College of the Holy Cross, Worcester,

Massachusetts.

Deerfield Academy, Deerfield, Massachusetts.

Doane College, Crete, Nebraska.

Drexel University, Philadelphia, Pennsylvania.

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

Hendrix College, Conway, Arkansas.

Holy Cross Hospital, Fort Lauderdale, Florida.

Knox College, Galesburg, Illinois.

Lafayette College, Easton, Pennsylvania.
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Statement prepared by:

LeTourneau College, Longview, Texas.

Middlebury College, Middlebury, Vermont.

Millikin University, Decatur, Illinois.

Mount Olive College, Mount Olive, North
Carolina.

Mount Holyoke College, South Hadley,
Massachusetts.

The Mount Sinai Medical Center, New York,
New York, including The Mount Sinai
Hospital and Mount Sinai School of
Medicine.

Northfield Mount Hermon School, East Northfield,

Massachusetts.

Northwood Institute, Midland, Michigan.

Ohio Northern University, Ada, Ohio.

University of Notre Dame, Notre Dame,
Indiana.

Smith College, Northampton, Massachusetts.

The Society for the Propagation of the Faith,
New York City.

Worcester Polytechnic Institute, Worcester,
Massachusetts.

World Literature Crusade, Chatsworth,
California.

Conrad Teitell, member, Prerau & Teitell,
New York City.

Dated: January 30, 1980

-3-
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I. The charitable deduction should be extended to taxpayers

who take the standard deduction. This would further democratize

the charitable deduction and increase charitable giving. We

urge passage of the Moynihan-Packwood Bill (S. 219).

Increases in the standard deduction last decade reduced by

millions the number of taxpayers who itemize their deductions.

The taxpayers who switched to the standard deduction no longer

have tax incentives to make charitable gifts. Accordingly,

we urge Congress to allow a charitable deduction for all

taxpayers -- those who take the standard deduction and those

who itemize. Charitable gifts should be deductible from

gross income--rather than adjusted gross income. This is

not blazing a new Internal Revenue Code trail. The Code

already allows some deductions to all taxpayers whether or

not they itemize. For example, moving expenses and alimony

are allowed as deductions from gross income. Therefore,

this would not be a special rule for charitable contributions.

9

Making the charitable deduction available to all taxpayers

would increase charitable giving, according to econometric

projections made by Harvard University Professor Martin

Feldstein for the Commission on Private Philanthropy and

Public Needs.

The case for allowing the charitable deduction for those who

take the standard deduction (as well as those who itemize)

is based on the charitable deduction being different from

all other deductions--and thus entitled to special treatment.

-4-
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Common rationales for tax deductions are (1) to alleviate

the impact of extraordinary unanticipated expenses, and (2)

to encourage particular activities. Among deductions enacted

for the first reason are those for extraordinary medical

expenses and casualty losses. A deduction for the latter

reason is interest on home mortgages, designed to promote

home ownership. Both types of deductions involve expenditures

to satisfy a taxpayer's personal needs.

The charitable deduction, however, provides an incentive for

an expenditure which benefits the public. Unlike other

deductions, such as the deduction for state taxes, the

charitable deduction is entirely voluntary. Of all the

deductions, it is the only deduction for public purposes

that each individual decides on his own whether or not to

make.

II. Now is the time to increase tax incentives to those who

support schools, hospitals, churches, health, and other publicly

supported charities.

Current news abounds with articles concerning the inadequacy

of the financial resources of all types of charitable organiza-

tions. Never in our history have charitable organizations

found themselves in comparable circumstances--in which they

are unable to carry on assigned roles without using and

depleting endowment and obtaining additional current contri-

butions.
-5-



442

Increases in the standard deduction have reduced tax incentives

to make charitable gifts for millions of Americans. It is

no answer to suggest that direct government funding will

substitute for funds lost through reduction of tax incentives.

Funds syphoned off in general revenues reach the public

through the charitable stream in the most remote way, if at

all. An increase in tax incentives would further the

objective of less, rather than more, government intervention.

Schools, hospitals, churches, health, and other publicly

supported charitable organizations perform a vital role in

our nation. If the services rendered to the general public

by charitable institutions were to be diminished because of

reduced private support, the public would suffer immeasurably.

In no country is private philanthropy as important a part of

the national character as in the United States. The inception

early this century of our federal tax laws encouraged rather

than curbed the generosity of Americans. Since 1917, the

government has stimulated private voluntary support by

granting tax deductions to those who give to charitable

organizations.

Congress has continually increased the tax incentives for

charitable giving, starting out with a 15% ceiling on the

charitable deduction and increasing it over the years to the

-6-
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present 50% of adjusted gross income ceiling--with a 5 year

carryover for any "excess." Tax incentives to charitable

giving have been reduced by increases in the standard deduc-

tion. This is an unintentional reversal of the policy to

encourage charitable gifts.

The government has practical reasons for encouraging voluntary

financial support. We need the services'provided by schools,

churches, hospitals, health organizations and other charities.

If support for their work does not come from private sources,

from where will it come?

Charitable contributions by concerned citizens have enabled

educational institutions to maintain freedom of academic

inquiry. They have insured separation of church and state.

Voluntary charitable contributions have offered the means of

maintaining the historical balance between government services

and voluntary initiatives, the antithesis of a totalitarian

society. The charitable contribution deduction enables our

citizens to participate in making decisions, rather than

concentrating further power in the hands of the government.

The increased tax incentives for charitable gifts over the

years has resulted in expansion and development of charitable

organizations which now more than ever depend upon private

philanthropic support.

-7-
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A vast corps f volunteers give not only their money, but

also their time to charitable organizations. If our private

institutions become government institutions, much of this

volunteer time is likely to be lost.

The Congress has stated on many occasions that the government

is compensated for any loss of revenue by its relief from

financial burdens which otherwise would have to be made by

appropriations from public funds and by the benefits resulting

from promotion of the general welfare.

We urge passage of the Moynihan-Packwood Bill (S. 219).

-8-
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EXHIBIT "A"
American Association of Presidents of

Independent Colleges & Universities
1979 Paid Meership

Acadey of the New Church
Amr. Grad. School of

International Ngt.
Anderson College
Andrews University
Asbwy College
Atlantic Christian College
Augustana College
Aurora College
Azusa Pacific College
Baptist College at Charleston
Baylor University

9 Belhaven College
Benjamin Franklin University
Bere College

* Bethany Nazarene College
a Bethel College

Biola College
Brevard College
Brigham Young University
Brigham Young Univ. - Hawaii
Buena Vista College
Butler University
Calvin College
Campbell College
Central Methodist College
Chowvan College
College of Insurance
College of the Southwest
Columbia College
Conoordia College
Divine Word College
Dordt College
Dropsie University
Ery 9 Henry College

, Evangel College
Flagler College

- Friends University
.Grace College of the Bible
Grand Canyon College
Grove City College
Hanover College

e Hardin-Simons University
Hebrev Union College
Nigh Point College
Hillsdale College
Houston Baptist University

*Illinois Benedictine College
Indiana Institute of Tech.
Internat'l Fine Arts College
Jamestown College
Judeon College

*M edall College
King College

Bryn Athyn, Pa.

Glendale, As.
Anderson, Ind.
Berrien Springs, Mich.
W lmore, Ky.
Wilson, N.C.
Sioux Falls, S.D.
Aurora, Ill.
Azusa, Ca.
Charleston, S.C.
Waco, Tex.
Jackson, Miss.
Washington, D.C.
Berea, Ky.
Bethany, Okla.
N. Newton, Kans.
La Mirada, Ca.
Brevard, N.C.
Provo, Utah
Lale, He.
Storm Lake, Ia.
Indianapoois, Ind.
Grand Rapids, Mich.
Buies Creek, N.C.
Fayette, No.
Murfreesboro, N.C.
New York, N.Y.
Hobbs, N.M.
Columbia, No.
Saint Paul, Minn.
Epworth, Ia.
Sioux Center, Ia.
Philadelphia, Pa.
Emory, Va.
Springfield, Mo.
St. Augustine, Fla.
Wichita, Kans.
Omaha, Neb.
Phoenix, Az.
Grove City, Pa.
Hanover, Ind.
Abilene, Tex.
Cincinnati, Ohio
High Point, N.C.
Hillsdale, Rich.
Houston, Tex.
Lisle, Ill.
Ft. Wayne, Ind.
Miami, Fla.
Jamestown, M.D.
Elgin, Ill.
Evanston, Ill.
Bristol, Tn.

Rev. Alfred Acton

Dr. William Voris
Dr. Robert H. Reardon
Joseph G. Smoot
Dennis F. inlaw
Dr. Harold C. Doster
Dr. Charles L. Balcer
Dr. Lloyd N. Richardson
Dr. Paul E. Sago
Dr. John A. Hamrick
Dr. Abner V. McCall
Dr. Verne A. Kennedy
Mrs. C. A. Kennedy
Dr. Willis D. Weatherford
John A. Knight
Dr. Harold J. Schultz
Dr. J. Richard Chase
Jacob C. Martinson
Dr. Dallin H. Oaks
Dr. Dan W. Anderson, CEO
Keith G. Briscoe

oJohn G. Johnson
Anthony J. Diekema
Dr. Norman A. Wiggins
Dr. Joe A. Howell
Dr. Bruce E. Whitaker
Dr. A. Leslie Leonard
Dr. Bruce M. Evans
Dr. Bruce B. Kelly
Dr. Gerhardt W. Hyatt
Rev. Raymond Quetchenbach
Rev. Bernard J. Haan
Leon J. Perelman
Rev. Thomas F. Chiloote
Dr. Robert H. Spence
Dr. William L. Proctor
Dr. Harold C. Cope
Dr. Robert H. Benton
Dr. Bill Williams
Dr. Charles S. MacKenzie
Dr. John E. Homer
Dr. Jesse Fletcher
Dr. Alfred Gottschalk
Dr. Wendell 4. Patton
Dr. George C. Roche Ili
Dr. W. H. Hinton
Dr. Richard C. Becker
Dr. Thomas F. Scully
Sir Edward Porter
J. N. Andrsorz
Dr. Harm A. Weber

* Dr. Andrew N. Cothran
* Donald R. Mitchell
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* Lewis University
Liona Linda University
Liouisburg College
Macgurray College
Manhattan College
Dr. Martin Luther College

e McPhercon College
* Mercer University

Meredith College
Hid-America Nazarene College
Milligan College
Millikin University
Mississippi College
Mouth College
Mount St. Mary's College
National College of Business
National University
Newport College
North Park College

$ Northwest Nazarene College
Northrop University
Oklahoma Baptist Univ.
Olivet Nazarene College

* Oral Roberts University
Pacific Union College

* Park College
*Park College of St. Louis Univ.
Peace College
Pepperdine University

* Pfeiffer College
Phillips University
Principia College
Ricks College
Robert Morris College
Rockford College
Rockhurst College
Roosevelt University
Rose-Sulman Inst. of Tech.
St. Ambrose College
St. Francis College
Saint John's University
Saint Joseph's College
Saint Mary's College
Sanford University
School of the Ozarks
Sherwood Music School
Simpson College
Southern issionary College
Southwestern Adventist College
Southwes tern University
Sterling College
Tiffin University
Transylvania University
Trinity College

Lockport, ll.
Loea Linda, Ca.
Loui sburg, N.C.
Jacksonville, Ill.
Bronx, N.Y.
New UIm, Minn.
McPherson, Ks.
Macon, Ga.
Raleigh, N.C.
Olathe, Ka.
Milligan College, Tn
Decatur, Ill.
Clinton, Ms.
Monmouth, Ill.
Eitsburg, Md.
Rapid City, S.D.
San Diego, Ca.
Newport, R.I.
Chicago, Ill.
Nama, Id.
Inglewood, Ca.
Shawnee, Ok.
Kankakee, Ill.
Tulsa, Ok.
Angwin, Ca.
Parkville, Mo.
Cahokia, Ill.
Raleigh, N.C.
Malibu, Ca.
Misenheimer, N.C.
Enid, Okla.
Elsah, Ill.
Resburg, Idaho
Coraopolis, Pa.
Rockford, Ill.
Kansas City, Mo.
Chicago, Ill.
Terre Haute, Ind.
Davenport, I&.
Loretto, Pa.
Collegeville, Minn.
Rennselaer, Ind.
Winona, Minn.
Birwingham, Ala.
Point Lookout, No.
Chicago, Zll.
San Francisco , Ca.
Collegedale, Tn.
Keene, Tex.
Georgetown, Tax.
Sterling, Ka.
Tiffin, Ohio
Lexington, Kty.
Deerfield, Ill.

Dr. Paul A. Whelan
Dr. V. Norskov Olsen
Dr. J. Allen Morris, Jr.
Dr. John J. Wittich
Bro. J. Stephen Sullivan
Conrad I. Frey
Dr. Paul W. Hoffman
R. Kirby Godsey
Dr. John Z.Weea
Dr. R. Curtis Smith
Dr. Jesse W. Johnson
Dr. J. Roger Miller
Dr. Lewis Nobles
DeBow Freed
Robert J. Wickenheiser
John W. Hauer
Dr. David Chigos
Dr. Lucille McKillop
Dr. Lloyd Ahlen
Dr. Kenneth H. Pearsall
Dr. B. J. Shell
Dr. E. Eugene Hall
Dr. Leslie Parrott
Dr. Carl Hamilton, Dean
Dr. J. W. Cassell
Dr. Harold Condit
Dean Leon Zee Seltzer, CEO
Dr. Samuel D. Frazier
Dr. Howard White
Dr. Cameron P. West
Dr. Joe R. Jones
Dr. David K. Andrews
Dr. Bruce Hafen
Charels L. Sewall
Dr. Norman L. Stewart
Rev. Robert J. Weiss
Dr. Rolf A. Veil
Dr. Samuel P. Hulbert
Dr. William J. Bakrow
Rev. Christian R. Oravec
Rev. Michael J. Blocker
Rev. Charles H. Banet
Bro. Peter Clifford
Dr. Leslie S. Wright
Dr. M. Graham Clark
Walter A. Erley
Dr. Mark W. Lee
Dr. Frank A. Knittel
Dr. Donald R. McAdams
Durwood Fleaing
Dr. Charles W. Schoenherr
Richard C. Pfeiffer
Dr. William W. Kelly
Dr. Harry L. Evans
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Uion CoLlege
Tniv. of Mary-Bardin Baylor
University of Ritmnd
University of Tampa

SUrbana College
Valparaiso University
Villanova University

s WLke Forest College
Wentworth Institute
Western New England College
Westminster Theological See.
Westmont Collg0
Wheaton College
William Jewell College
Wingate College
Woodbury University
York College of Fa.

Jackson, Tn.
Belton, Tex.
Univ. of Richmond, Va.
Tampa, Fla.
Urbana, Ohio
Valparaiso, Ind.
Villanova, Pa.
Winston-Salm, N.C.
Boston, Mass.
Springfield, Mass.
Chestnut Hills, Pa.
Santa Barbara, Ca.
Wheaton, Ill.
Liberty, No.
Wingate, N.C.
Los Angeles, Ca.
York, Pa.

Dr. Robert 9. Craig
Dr.Bobby E. Parker
Dr. E. Bruce Heilman
Dr. Richard D. Cheshire
Dr. Lawson A. Pendleton
Robert V. Schnabel
Rev. John N. Driscoll
Dr. James R. Scales
Dr.
Dr.
Dr.
Dr.
Dr.
Dr.
Dr.
Dr.
Dr.

Edward T. Kirkpatrick
R. r. otter
Edmund P. Clowney
David K. Winter
Hudson Armerding
Thomas S. Field
Thomas E. Corts
Bethel W. Johnson
Robert V. losus

124 mers as of 11/7/79, of which 86 (or 69%) are church-related

* new mber in 1979 (23)

additional members:

Dallas Baptist College
Oakwood College

Dallas, Texas
Huntqville, Alabama

Dr. W. Marvin Watson
Dr. Calvin Rock
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EXHIBIT NB"

STATE OF NEW YORK INSTITUTIONS

ALFRED UNIVERSITY COLLEGE OF WHITE PLAINS
Alfred, N. Y. 14802 White Plains, N. Y. 10602

CANISIUS COLLEGE HAMILTON COLLEGE
Buffalo, N. Y. 14208 Clinton, N. Y. 13323

CLARKSON COLLEGE OF
TECHNOLOGY HARTWICK COLLEGE

Potsdam, N. Y. 13676 Oneonta, N. Y. 13820

COLGATE ROCHESTER DIVINITY HOBART & WILLIAM SMITH COLL
SCHOOL/Bexley Hall/Crozer Geneva, N. Y. 14456
Rochester, N. Y. 13346

COLLEGE OF NEW ROCHELLE ITHACA COLLEGE
New Rochelle, N. Y. 10801 Ithaca, N. Y. 14850

CORNELL UNIVERSITY KEUKA COLLEGE
Ithaca, N. Y. 14850 Keuka Park, N. Y. 14478

DOWLING COLLEGE KIRKLAND COLLEGE
Oakdale, L.I., N. Y. 11769 Clinton, N. Y. 13323

D'YOUVILLE COLLEGE LEMOYNE COLLEGE
Buffalo, N. Y. 14201 Syracuse, N. Y. 13214

EISENHOWER COLLEGE MANHATTAN COLLEGE
Seneca Falls, N. Y. 13148 Bronx, N. Y. 10471

ELMIRA COLLEGE MANHATTANVILLE COLLEGE
Elmira, N. Y. 14901 Purchase, N. Y. 10577

MARIST COLLEGE MILLS COLLEGE OF EDUCATION
Poughkeepsie, N. Y. 12601 66 Fifth Avenue

EGES

ST. BONAVENTURE UNIVERSITY
St. Bonaventure, N. Y. 14778

ST. JOHN FISHER COLLEGE
Rochester, N. Y. 14618

NIAGARA UNIVERSITY
Niagara, N. Y. 14109

PACE COLLEGE
New York, N. Y. 10038

PAUL SMITH'S COLLEGE
Paul Smith, N. Y. 12970

New York, N. Y. 10011

MOUNT ST. MARY COLLEGE
Newburgh, N. Y. 12550

NAZARETH COLLEGE OF ROCHESTER
Rochester, N. Y. 14610

SARAH LAWRENCE COLLEGE
Bronxville, N. Y. 10708

SIENA COLLEGE
Loudonville, N. Y. 12211

SKIDMORE COLLEGE
Saratoga Springs, N. Y. 12866
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SYRACUSE UNIVERSITY
Syracuse, N. Y. 13210

UNION COLLEGE & UNIVERSITY
Schenectady, N. Y. 12308

UNIVERSITY OF ROCHESTER
Rochester, N. Y. 14627

UTICA COLLEGE OF SYRACUSE UNIV.
Utica, N. Y. 13502

VASSAR COLLEGE
Poughkeepsie, N. Y. 12601

WAGNER COLLEGE
Staten Island, N. Y. 10301

WELLS COLLEGE
Aurora, N. Y. 13026

PRATT INSTITUTE
Brooklyn, N. Y. 11205

RENSSELAER POLYTECHNIC INSTITUTE
Troy, N. Y. 12181

ROCHESTER INSTITUTE OF TECHNOLOGY
Rochester, N. Y. 14623

ROSARY HILL COLLEGE
Buffalo, N. Y. 14226

RUSSELL SAGE COLLEGE
Troy, N.Y. 12180

ST. BERNARD'S SEMINARY
Rochester, N. Y. 14612
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PORTMUOUTH C(NTAL

YMCA

January 25, 1980

Mr. Michael Stern
Staff Director
Comittee on Finance
Dirksen Office Building
Room 2227
Washington, D. C. 20510

Dear Hr. Stern:

It is my understanding that hearings will be held on January 30th
and 31st on the Fisher-Conable (H.R. #1785) and the Moynihan-Packwood
(S. #219) bills by the Senate Finance Coimittee's subcommittee on taxation
and debt management.

This legislation is of vital interest to the Portsmouth Central
Y.M.C.A. because it has become increasingly difficult for us to attract
charitable donations for our many youth oriented programs.

It is my opinion that this legislation would definitely help strengthen
the many non-profit organizations in our country that depend upon charitable
gifts for their existence.

Yours very truly,

Dennis F. McMurran
President of the Board of Directors of the
Portsmouth Central Y.M.C.A.

0 NA O "TUWJTM AA WEFUN
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TIDEWATER ASSOCIATION FOR RETARDED CITIZENS, INC.
9.04 1NGL1ISU 1 OAS - NOI OILR VIAI1NIA 13502

446.3030'

January 24, 1980

Hr. Michael Stern
Staff Director
Committee on Finance
Dirksen Office Building
Room 2227
Washington, D.C. 20510

Dear Hr. Stern:

The Tidewater Association for Retarded Citizens would like to go on
record as endorsing and supporting the Fisher-Conable (H.R. 1785) and
Moynihan-Packwood (S. 219) bills by the Senate Finance Committee's
subcommittee on taxation and debt management.

As a non-profit organization and Four-Cities United Way member
agency, tax deductible charitable dollars represent a vital flow in the
offering of programs and services to mentally retarded children and adults
in the Tidewater area.

Your support of these Bills will be most sincerely appreciated.

Yours very truly,

Carolyn'. Strickland
E I.earve Director

Pa rick F. Jaege ff
President

QIS:mh
PFJ
CC: Senators and Representatives of the Commonwealth of Virginia

AFFILIATSO WITHI TH9 NATIONAL. ANO VIRGINIA ASSOCIATIONS FOR REIAEOKO CITIZENS. INC.
NEN"StO AGENtCY urNIy COwMu~NIag FUND Asia PORTSMOUTH COMMaUNIY C]iler
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Mr. Michael Stern, Staff Director
Committee on Finance
Dirksen Senate Office Building-Rm. 2227
Washington, D.C. 20510

Dear Mr. Stern:.

All the arguments for the right of taxpayers to take deductions for
charitable gifts have surely been heard. I do not write to dupli-
cate what you have read and heard numerous times.

I simply wish to add the support of another person in favor of deduc-
tible donations when the hearings on the Moynihan-Packwood bill are
held. As a contributor and one interested in the comfort and support
of people in need, that United Way agencies and others bri--, I feel
that deductions must be allowed if those agencies are to continue to
serve.

Thank you for listing another "aye" for support of Senate bill 219.

Cordially,

Katry APo4ell
Kathryn Powell



1105 38th Street
Lubbock, Texas 79412
January 23, 1980

Michael Stern, Staff Director
Committee on Finance
Dierksen Senate Office Building - Room 227
Washington, D.C. 20510

Dear Sirs:

I would like to register my support for Senate Bill 219.

It would be an effective incentive for me (who always uses
the short form) to increase my charitable contributions.

Thank you.

Sincerely,

J jmLivermore

Cc: Congressman Kent Hance
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5414 - 28fI Stwet
.£CuLoa, £7hvxa 79407

January 22, 1980

Michael Stern, Staff Director
Committee on Finance
Dirksen Senate Office Building-Rm. 2227
Washington, D.C. 20510

Dear Mr. Stern:

My true feelings about voluntary contributions to
community service agencies are that contributors should
receive "tax credits" rather than deductions. Knowing
the minute odds of receiving tax credits, though, the
next priority is the listing of deductions for those
who choose to contribute to worthwhile organizations.

No one can deny that this country was built by volunteers.
Removing the tax incentives for contributions has gone
a long way already in cutting down the number of people
who give to causes. A continuation will further reduce
the number until, eventually, no one can financially
afford to contribute.

I cast my vote in favor of the Moynihan-Packwood bill.
I want the deductions for myself when I contribute.
More than that, I believe it vital that we return to
deducted contributions in order to save our volunteer
organizations from a fateful demise.

Sincerely,

Mrs. DeWitt Thompson
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J-Bur-D
Business Promotion

P.O. Box 10218 806 / 797-8181
Lubbock, Texsm 79408

January 23, 1980

Michael Stern, Staff Director
Committee on Finance
Dirksen Senate Office Building-Rm. 2227
Washington, D.C. 20510

Dear Mr. Sterns

A tax deduction is the strongest incentive for giving and supporting char-itable organizations that has ben created. Even the most benevolent people
known are not going to contribute as much, if any, if no contributions are
deductible.

If charitable organizations are to continue as we know them, it is essentidl
that people be allowed to deduct whether they itemize other deductions or
not. The Moynihan-Packwood bill is a necessity and should be passed. Ihope the upcoming hearings on Senate Bill 219 will be favorable. If those
involved are hearing the opinions of their publics, they should vote favor-
ably for the bill. This letter casts another vote for those publicly call-
ing for the need of this bill and the right for contributors to be able to
deduct charitable contributions.

Sincerely,

rj
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Mental Health Association A
3 in Portsmouth limtw Pun

Telephbone 3W2371 Asmsy
POMrtMOUTH, VIRGINA 3

January 23, 1980

Mr. Michael Stern, Staff Director
Committee on Finance
Dirksen Office Building
Room 2227
Washington, D.C. 20510

Dear Mr. Stern:

It has been brought to our attention that very soon hearingswill commence on H.R. 1785 and S. 219. These bills address theissue of allowing all persons filing an income tax, in any form,to deduct contributions to charity before computing their taxes.
As a not-for-profit agency this legislation is most importantto us. Our very livlihood depends on contributions either fromindividuals or the United Fund and in light of today's economy,it is important that such an incentive be offered to the public.

Therefore, we would like to add our voice to the many in askingyour help in endorsing this legislation.

Sincerely,

Sarah Fridge
President

cc: Senator Harry F. Byrd, Jr.
Senator John W. Warner
Representative Robert W. Daniel, Jr.

A Voluav Oroytiaao of Citiw' Concerwd With thi Premtiox, Cme and Cwe of MrsL .d Ewotoul Io l uss
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VMMT. onPf 1.ObbkJanuary 3,1980

Mr. Michael Stern,Staff Director
Committee on Finance, Room 2227
Dirksen Senate Office Building,
Washington D. C. 20510

Dear Mr. Stern:

I would deeply appreciate having you convey to the Senate Finance
Committee Subcomaittee on Taxation and Debt ManagementSen. Harry
F. Byrd,Jr. (I-VA) chairman, my endorsement of Senate Bill 219
which would permit donors to deduct charitable gifts whether or
not they 'itemize" their other deductions.

The National Benevolent Association of the Christian Church has
provided extensive residential and outpatient services to older
adults, t6 children, to single parents, and to the retarded during
92 years of benevolent service. While sponsored by the Christian
Church (Disciples of Christ), the National Benevolent Association
serves people on the basis of need and on a non-sectarian basis. The
provision of this service is dependent upon cooperation with public
agencies but is bubtantially dependent upon gift sources for its
continued purpose.

Large gifts from major donors are rare. The bulk of our more than
two million dollars of annual gift income is in small amounts from
donors of middle and moderate income. It is our estimate that many
of these donors will be filling out income tax forms on the basis
of the standard deduction. To provide them the additional opportunity
of charitable deductions would most certainly be an encouragement
to their continue participation in the benevolent ministry of NBA.

I am deeply concerned that the historical participation of individuals
in private and church related service to those in need be continued.
Continuation of this personal involvement in charitable endeavors
will enhance the total service provided by public and private sources.
Continuation of service from the not-for-profit sector of American
citizenry will, in my judgement, expand and enhance the role of the
public sector in service to those in need. To encourage individual
gifts is in the best interest of our nation.

I would encourage the committee to make a favorable report on Senate
Bill 219.

With best wis an,

Cor~~ ly,
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STATEMENT ON THE COMMITTEE ON FINANCE

UNITED STATES SENATE
REGARDING SENATE BILL 219

BY
BRUCE W. BURTONo

DEAN OF THE COLLEGE
WILLIAM MITCHELL COLLEGE OF LAW

Under current law only those who itemize their income tax

deductions are entitled to deduct charitable contributions. At

present approximately 751 of those filling do not itemize their

deductions. It is estimated that, because of increasingly generous

standard deduction rates, within five years 85% of those filing will

not itemize their deductions. In other words only 15 to 25% of the

public will have an income tax incentive to make outright charitable

gifts.

All taxpayers, not just those who itemize, should be permitted

to deduct their charitable contributions in calculating their income

taxes. Extending the charitable deductions to all taxpayers is es-

sential and sound public policy.

First, this change would help to insulate the

charitable deduction from the unintended and indirectly

harmful consequences of other unrelated changes in tax

law, especially the several substantial increases made

in the standard deduction (now called zero bracket amount)

over the past decade. Charitable gifts would have been

over $1.3 billion greater in 1977 had the standard de-

duction not increased several times since 1970, according

to econometrics studies done by Professor Martin Feldstein

of Harvard University in 1977.
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Second, this change would be very effective,

efficient, and fair, yielding over $1.20 in ad-

ditional charitable contributions for every $1.00

lost in tax revenue. This change would have in-

creased charitable giving by at least $4.16 billion

in 1978 over what it was, according to similar

econometrics studies completed in April, 1978. It

would also be fairer to low and middle income tax-

payers than is current law.

Third, this change would strengthen the under-

lying democratic pluralism of our society by giving

recognition to e taxpayer for the public character

of his private voluntary giving, and by encouraging

broader and more responsive participation by all

citizens in the public life of their communities and

nation. For higher education, such a change would

provide deserved public recognition to smaller donors,

and would encourage younger alumni and alumnae to

participate more fully in annual fund drives and other

activities, thus insuring greater participation by them

in later years as well.

Now is the time to increase, not decrease, tax incentives to

those who support schools, hospitals, churches, and other charities.

Extending the charitable deduction to every taxpayer, without a

floor, is a sensible, practical, and creative proposal that will benefit

our society many times over. It should be enacted now.

60-529 0 - 80 - 30
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HEALIH
COUIACIL incw
1740 Broam>l, New York NY. 10019 (212)582-6040

February 14, 1980

Statement on Charitable Deductions to the U. S. Senate
Committee on Finance

Submitted by the National Health Council

The National Health Council strongly supports 8.219 which allows all taxpayers
to deduct charitable contributions from their federal income taxes regardless
of whether or not they Itemize.

For decades our nation's tax policies have favored charitable giving by permitting
taxpayers to deduct donations to charities from taxable Income. Such policies
have encouraged voluntarism and helped to sustain the pluralistic nature of American
society. Tax incentives can now only be utilized by those who itemize. As a result
of tax simplification and six increases In the standard deductions since 1969, more
than 75% of American taxpayers have selected the short form and have Inadvertently
been penalized on their charitable donations. Thus more than 7 out of 10 people
- most of them lower and middle income - have absolutely no tax Incentive for
giving to worthwhile charitable causes.

While the prospect of a tax deduction is not the prime motivating force behind
most contributions to charity, it does provide an added incentive to many supporters.
This lack of incentive is likely to have its greatest Impact on those organizations
heavily dependent on the support of individuals who are no longer itemizing their
deductions and on the people served by those organizations. Lost income to charity
will inevitably mean reduced programs and services and greater demands on an
already overburdened government. 8.219 offers a wise investment. It recognizes
that we should not depend on government for all social and community services,
and it recognizes the need to strengthen the voluntary sector which, in turn,
strengthens the very fabric of our society.
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The National Health Council is an umbrella membership association of 83 national
health and health related organizations including providers, professional associations,
voluntary agencies, business corporations and government agenc'',. A membership
list is attached.

Twenty of the country's leading voluntary health agencies are members of the
Council. These organizations together with others in the health field provide
needed services to millions of Americans; support major research into the causes
and cures of disease and illness; represent the nation's single most important source
of health education and information and are the major advocates of programs
to assist and care for the country chronically ill and disabled. Voluntary health
agencies derive the overwhelming majority of their income from the small eontri-
butions of millions of individual citizens. Most of these contributors are people
of modest means and are the very individuals who are shifting to the standard
deduction and forfeiting the privilege of deducting charitable donations from
their taxable income.

Although aggregate charitable contributions continue to rise, it is clear that the
increase is coming from wealthier Americans, and this loss in the broad base of
giving threatens charitable groups individually and the voluntary sector as a whole.
Our experience has taught us not to minimize small contributors who sometimes
become large philanthropists n later years or who start by giving money but are
later moved to give of themselves; to give their time, their energy, and their
talents to advance worthwhile causes and assist the less fortunate in our society.

The National Health Council urges the Congress and the Administration to reaffirm
its support of pluralism and voluntarism by extending to all taxpayers who take
the standard deduction, the privilege of a tax deduction for charitable contributions.
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NATIONAL HEALTH COUNCIL

Member Ageie

American Academy of Medical Administrators
American Academy of Optometry
American Academy of Physiclam Assistants
American Assocation for Respratory Therapy
American Association of Bloenalysts
American C4c Society
American College Health Association
Amer College of Nursing Home Administrators
American Dental Amogiatlon
American Diabetes Association
American Foundation for the Blind
Amse Health Planning Association
American Home Economics Association
American Hospital Association
American Hospital Supply Corporation
American Institutes for Research
American Lung Association
American Medical Association
American Medical International, Inc.
American Media Student Association
American National Red Croe, The
American Optometric Association
American Pharmaceutical Association
American Phyal Therpy Association
American Podiatric Medical Students Association
American Podiatry Association
American Publc Health Association, Inc. -
American Social Health Association
American Society for Medical Technology
Arthritis Foundation
Association of Schoola and Colleges of Optometry
Association of School of Public Health
Asthma & Allergy Foundation of America
Blue Cro. Association
Committee to Combat Huntington's Disease, Inc.
Cystic Fibrosis Foundation
Epilepy Foundation of America
Equitable Life Assurance Society of the
United States, The

Eye-Bank Association of America, Inc.
Goodwill Industries of America, nc. .
Health Inrmurnce Association of America
International Society for Clinical LaboratoryTechnology
Joint Council of Allergy & Immunology

March of Dimes Birth Defects Foundation
Metropolitan Life Insurance Company
Muscular Dystrophy Association, Inc
National Association for Muse Therapy, Ine.
National Association of Blue Shield Plans
National Association o Community
Health Centers, tnc.

National Association of Home Health Agencies
National Amoclatlon of Social Workers
National Coalition of Hispanic Mental Health
and Human Services Organizations, Th

National Council for Homemaker-Home Health
Aide Services

National Council on Alcoholism
National Council on the Aging
National Easter Seal Society for Crippled

Children and Adults
National Environmental Health Association
National Foundation for fletis & CoUtis, Ine.
National Fund for Medcal Education
National Hemophilia Foundation
National Kidney Foundation
National League for Nursing
National Multiple Sclerosis Society
National Optometric Association
National Podiatry Association
National Society for Autistic Children
National Society to Prevent Blindness
National Student Nurs Association
National Urban League
Provident Life and Aecident insurance Company
Prudential Insurance Company of America, Th
Smith Kline & French Laboratories
Society for Public Health Education
Student National Medical Association
Teehnicon Corporation
United States Consumer Product Safety Commission,
United States Department of Agriculture
United States Department of Defense i
United State. Department of Education
United States Department of Health, Education,

anc Welfare
Health Care Financing Administration
Public Health Service

United States Veterans Administration
United Way of America
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SUM"RY

The Child Welfare League of America thanks the Senate Finance Subcommittee onTaxation and Debt Management for holding these hearings to receive the views of manynon-profit, charitable national, State, and local organizations which strongly support
the Charitable Contributions legislation being consi%;zr.d by the 96th Congress. TheLeague strongly supports the legislation and presents th support on behalf of theLeague as a national voluntary organization, but also on behalf of the hundreds ofState and local voluntary child and family serving agencies affiliated with the League,and through a division of the League, the Office of Regional, Provincial, and State
Child Care Associations (ORPSCCA).

We support this legislation based upon four principles:

1. The American Way -- private Individuals volunteering time and money to
help the needy -- is still strong. The Individual contribution is a way
to maintain volunteer support, continue a pluralistic set of child and
family serving agencies, fund preventive family services, and finance
facility construction and renovation costs.

2. The voluntary and governmental sectors are Interdependent. The volun-
tary social services agencies, and child and family serving agencies In
particular, have assumed Important responsibilities In providing court
mandated foster care and family support services for dependent and neg-
lected children -- children who are the responsibility of the public
agencies of the State Child Welfare system. The Individual contribution
is an important source of funds for the voluntary agency, which must aug-
ment the government rate for cost of care, so that the agency's actual
cost of care and services Is met. The individual contribdtion also helpsto supplement those program gaps and shifts experienced in child and family
services programs operated by the governmental sector.

3. Private donations provide children with the kinds of things that make life
livable. Private contributions, particularly Individual gifts from low
and middle Income people, make possible the kinds of activities that make
a child's time In foster care or residential treatment programs more livable.
These Include allowances, birthday and graduation presents, special trips
with school classes, even bar mitzvahs or wedding parties.

4. The voluntary sector can provide services at a lower cost. A state example,
the Michigan Federation of Private Child and Family Agencies report, in
Partnership with the Public: The Story of the Non-Proflt, Non-Government
Child Care and Placement Agencies of Michigan, proves this.

The Child Welfare League believes that there has to be a built-in governmental
Incentive to build a stronger base of private dollars and individual contributions
for child and family serving agencies In these times of fiscal austerity. The CharitableContributions Legislation represents an important Incentive, and 0e urge this Sub-Committee to report out S. 219 and urge both the Senate and the House to pass this
legislation before the 96th Congress adjourns.
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Charitable Contributions Legislation (S. 219) Testimony

My name is Joyce Black, an I am the Chairwoman of the Public Policy Committee

of the Board of Directors of the Child Welfare League of America, Inc. I am

appearing today on behalf of the Child Welfare League, a voluntary organization

founded 60 years ago, which Is a federation of 402 child and family serving agencies

In the United States and Canada. The League is directed by a board of lay and

professional leaders from all parts of both countries. The League is supported by

dues and fees paid by affiliated child and family service agencies, as well as from

restricted foundation grants, Federal government project grants, charitable contribu-

tions and United Way allocations. I appear before this Subcomittee, not only on

behalf of the League as a national charitable organization, but also on behalf of the

hundreds of State and local charitable organizations affiliated with the League--which

provide Important services to children who are neglected, abused ot seriously ir need

of help. The Child Welfare League Is a member of the umbrella group, the National

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

a member of CONVO, the Coalition of National Voluntary Organizations.

The Child Welfare League, by the direction of Its Board of Directors, strongly

supports the Charitable Deductions legislation being sponsored by Senators Moynihan

and Packwood and Congressmen Fisher and Conable, along with nearly 200 other Senators

and Representatives. The Office of Regional, Provincial and State Child Care Associ-

ations (ORPSCCA), a division of the Child Welfare League, also considers the success-

ful enactment of this legislation a top priority.

As a board member of the New York ORPSCCA affiliate, the New York State Council

of Voluntary Child Care Agencies, I want to express my appreciation to the New York

State delegation, especially Rep. Conable and Sen. Moynihan, for supporting this

legislation. I have devoted my career to volunteer leadership activities, and am
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currently serving on boards of both local and national voluntary organizations. I

am the President, Day Care Council of New York, Inc.; president, Big Brothers

of New York, Inc.; vice president, National Center for Voluntary Action; vi-e presi.-

dent, Big Brothers/Big Sisters of America (first woman trustee); member, New York

State Banking Board (first woman member); co-chairperson, Mayor's Voluntary Action

Council; chairperson, New York State Advisory Committee on Services; member, New York

State Temporary Commission of Child Welfare; trustee (first woman), New York

University Medical Center; past chairperson, Resources Review Board; board member,

Council on Accreditation on Services for Families and Children; board member, National

Conference on Social Welfare; vice president, New York Council for the Humanities;

vice president, Cancer Care, National Cancer Foundation. I have served on the

Board of the Child Welfare League since 1975. Therefore, I come before this Sub-

committee to duscuss the importance of the legislation both as a representative of a

charitable organization, and as a volunteer and "contributor of my time and resources"

to the voluntary sector.

THE AMERICAN WAY - PRIVATE INDIVIDUALS VOLUNTEERING TIME AND MONEY TO HELP THE NEEDY

The social welfare system in this country began much earlier than the 1930's,

with the advent of the New Deal legislation and the implementation of the Social

Security pension and Income maintenance programs. It existed before the early 1900's

In charitable societies in volunteer efforts of such individuals as Jane Addams, the

social worker who served "refugee children," and Charles Crittenton, the mission

worker who founded a network of homes across the United States and the world which

provided refuge for young women who were dragged or fell Into prostitution or bore

unwanted children; and in the philanthropic donations of business leaders to such

causes. All of these represented, in a much more modest and decentralized way, the

role which the Federal government, especially the Department of Health, Education and

Welfare, now plays in serving the social welfare needs of the American people.
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The individual charitable contribution is a mechanism to maintain that pre-New

Deal spirit and pluralism In the delivery of social services to needy children, adults

and families today. Some child and family serving agencies, to this day, continue

to operate using only private contributions, endowment resources and volunteers. Child

and family service agencies which emphasize a self-help model to treatment, such as

Big Brothers, Parents Anonymous, or Hotlines for information, referral and general

counseling, also incorporate into their staffing model the "helping by doing" role of

volunteers who listen, share their experiences and spend time sharing and giving per-

sonal support to others In need of caring.

Some children and families, as individuals, deliberately seek help from voluntary

agencies, through their church affiliations or through fraternal and community connec-

tions. The roles of Federal, State, and local'governments, as well as the courts,

continue to grow in many areas: In both financial and legal responsibility; cases of

child abuse and neglect; family support services. In other areas, such as the care

of children outside of their own homes, many children continue to be referred to pri-

vate counseling services, foster home, and group care agencies by their families or

churches for social services, mental health and educational treatment. In many cases,

these children and families who need care have modest incomes, but those incomes are

too high for them to be eligible for government-supported programs such as Title XX.

Therefore, agencies which accept private referrals can serve these families only by

supplementing the fees received from the family (often on a sliding scale) with prlvatc

contributions.

Voluntary child and family service agencies also look to the charitable contribu-

tion to support their Innovative, exploratory and groundbreaking (both figurative and

literal) programs. Governmental funding for programs designed to assist families who

are struggling to sJy together (either emotionally or financially) is very limited,

especially in times of inflationary increases in current service programs.
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Preventive services don't get funded first. For example, over the past three

years we have come before another Subcommittee of this body, the Public Assistance

Subcommittee, and requested additional Federal funds, under Title IV-B of the Social

Security Act, for child welfare services to prevent family breakup and to reunify

families after children have been placed in foster care. No additional IV-B funds

have been appropriated and Inflaticn has reduced the buying power of the static

appropriation.

Therefore, it Is ultimately the financial responsibility of the voluntary sector

to underwrite preventive services, such as parenting effectiveness services, home

budgeting and management seminars, social and supportive counseling services, etc.

Special contributions are also needed for supplemental services to families with special

needs, such as transportation or escort service for handicapped children attending

daily therapy sessions.

Private contributions are also an Important source for facility construction and

renovation costs. "Bricks and mortar" are a costly, yet essential expense for any

social services agency and particularly Important for child and family services agencies

which provide residential care for children. These residential programs, along with the

large numbers of voluntary hospitals and mental health Institutions In this country

should be supported in their efforts to obtain charitable contributions. Facilities

must be repaired and maintained, and as programs expand new facilities must be con-

structed. Construction costs have, as a rule, been prohibited as allowable costs In

governmental contracts. However, voluntary agencies can construct and operate building

programs much more efficiently than governmental agencies. The citizen board of a vol..

untary agency has overall policy and fiduciary responsibilities to see that competitive

bids for construction contracts, and efficient management of the agency's physical

plant are the standard operating procedure. As an example, a children's home in

Missouri conducted a needs assessment and found that two areas of the state do not
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have sufficient services for children in need of out-of-home care. The agency is

currently conducting a capital fund drive for two new community homes which will be

able to serve 10 children each. The agency and Its board are conducting the campaign

with a goal of $500,000 needed to construct these new facilities.

THE VOLUNTARY AND GOVERNMENTAL SECTORS ARE INTERDEPENDENT

Government supported human services programs are not only failing to move toward

universal coverage in these times but also are being reduced or eliminated under the

pressure for balanced budgets and government cutbacks.

Voluntary social services agencies, and child and family serving agencies In par-

ticular, have assumed important responsibilities in providing court mandated foster

care and family support services for dependent and neglected children--children who

are the responsibility of the public agencies of the State Child Welfare system. Re-

ceiving local, State, and Federal funds under purchase of service contracts witho Public

Welfare departments is becoming more and more the rule, rather than the exception,

for voluntary child and family services agencies. One reason for this has been the

Inability of federated fund raising drives In communities to keep contribution levels

up--meeting the pace of inflation. The continuation of the charitable contribution Is

important,.however, even in the case of those agencies where governmental funds

represent more of the agency's budget than United Way or private contributions. These

funds serve many purposes, Including the seed or match money to draw down Federal dol-

lars to a local area. This approach is utilized under Title XX and other Federal-State

matching programs which allow the private dollar to be used for match. Private dollars,

and especially the United Way allocations for many child and family services agencies,

are used to augment the government rate for cost of care, so that the agency's actual

cost of care and services Is met. Currently, the United Way of Metro Atlanta, in co-

operation with the local child and family services agencies and the Georgia Department
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of Human Resources, Is studying various proposals to ensure adequate governmental rates

for purchase of services for those children and families who are the legal responsibility

of the State government. if adequate rates are established, then the charitable con-

tributions can be used for other Important human services activities. The use of en-

dowment funds on a short-term basis, as well as borrowing money from local banks, to

pay the costs of delays in payments from purchase of service contracts with the State

or Federal governments, are also examples of the inefficient and complex problems

which are too often inherent in receiving government funds. Voluntary agencies, which

do not have taxing power, must be able to rely on the flexibility of private funds in

order to remain fiscally responsible for operating programs.

In addition to the red tape and cash flow Issues of government financed human

services programs, the gaps In government programs, as well as the ever-shifting

financial and political priorities are Important factors. The voluntary sector must

continue to provide necessary, dependable services when the seed money from the Federal

government ends or when the service is no longer a political priority of the elected

officials. For example, a New York City child care agency has financed, with private

contributions, a nursery school for children between two and three years of age who

need to begin early special training because of handicapping conditions. The Federal

and State program for the Education of Handicapped Children does not begin financial

coverage until the age of three. Private funds, therefore, have filled a gap In ser-

vice to promote better education of handicapped children which will prevent more de-

teriorating conditions later. In another State, child care has dropped out of the

"top ten" priorities for State government funds, In order to make room for a new

State program, UTILICARE, to pay 50 percent of the utility costs for eligible elderly.

Again, the private contributions will be called upon to subsidize necessary child care

arrangements. Clearly in all of these examples, the voluntary sector and the govern-

mental sector depend upon each other for more universal coverage, and for more adequate
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benefits for those Individuals most In need. Enactment of Charitable Contributions

legislation would support, at the Federal level, the private and public efforts to

finance better human services programs.

PRIVATE DONATIONS PROVIDE CHILDREN WITH "THE KINDS OF THINGS THAT HAKE LIFE LIVABLE"

With respect to the care and services to children who are the legal responsibility

of the State governments, there are many uses of the private contribution which do not

represent merely a subsidy of the room, board, or salaries of child welfare workers.

Private contributions, particularly Individual gifts from low to middle Income people,

make possible the kinds of activities which make life In foster care or residential

treatment programs more livable. These Include allowances, birthday and graduation

presents, special trips with school classes, even bar mitzvahs or wedding parties.

For example, gifts of $50-$500 are crucial to an agency with a $14 million budget, so

that holidays, educational expenses, and scholarship funds for the children in care can

be provided. In an agency caring for delinquent youth, charitable dollars have provided

the youth with a vocational counseling program which uses Independent learning with

audio-visual equipment and computer analysis as tools for exploring different career

possibilities, as well as developing Job search and interview skills. Charitable contri-

butions have also financed a follow up study to determine the Impact of the vocational

program in terms of job results for youth no longer being served by the agency. These

are contributions which should be encouraged and which enhance the quality of government

financed services in a very humane way.

THE VOLUNTARY SECTOR CAN PROVIDE SERVES AT A LOWER COST - AN EXAMPLE

In May, 1979, the Michigan Federation of Private Child and Family Agencies Issued

a report, In Partnership with the Public: The Story of the Non-proFit Non-government

Child Care and Placement Agencies of Michigan. The Federation, an ORPSCCA affiliate,

provided documentation to confirm the efficiency of the State government's "purchase of

service" policy. The State decision to purchase child welfare services from voluntary
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agencies Is saving Michigan taxpayers more than $20 million dollars In salary and

fringe-benefit costs alone. And Michigan's "unwanted, parentless, delinquent and

otherwise_-'troubled' children" are being served in equal, if not higher, quality ser-

vice settings than in government operated programs.

One of the purposes of the report was to show that government policymakers who

have recognized the tradition of the private, non-profit sector, and utilized the

agencies through the purchase of services program, have made efficient and effective

decisions. The report encourages citizens to be supportive of the continuation of

this policy. This public Information and education purpose is important for those

voluntary child and family serving agencies who utilize both governmental and private

dollars to serve needy children. (A copy of the recommendations and summary of the

Michigan Report is attached as Appendix A.)

STATE CHARITABLE CONTRIBUTIONS LEGISLATION ALSO NEEDED

Recognition, at the Federal level, as well as at the State and local level, of the

Importance of the charitable contribution to maintaining high quality and efficient

cost controls can be exemplified In the Charitable Contributions legislation. We

should not only concentrate our efforts on Federal legislation, but also recognize

the Important role that State legislatures can play in changing State tax laws to in-

crease the amount of charitable giving. For example, California voters will be consider.

ing a proposal to cut the State Income tax In half this coming June. This proposal,

known as Jarvis II for its author, would cut back state revenues by some $5 billion in

1981. In the event that the Jarvis II proposal Is adopted, the State charitable contri

buttons legislation, AB545, Introduced by Assemblyman S. Floyd Mori, becomes an even

more important state tax change for child and family services which must use both public

and voluntary funds to run needed programs.

SUMMARY - ENACT CHARITABLE CONTRIBUTIONS LEGISLATION IN 1980

If 1980 Is the year for tax reform legislation, then It is Imperative that charitable
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contributions legislation be enacted as well. The above-the-line treatment of chari-

table deductions supports those Individuals who are concerned about, human services,

child and family services, and other charitable health and social welfare activities

taking place in their communities and States by recognizing their contributions In

the taxation system. Budget cuts in governmental funding for social services are

taking place. As this nation proceeds to Increase Its defense capabilities, and

as State revenue surpluses diminish, Federal level encouragement to the American tax-

payers to participate in voluntary contributions of money--and time--to "people pro-

grams" Is an Important public policy thrust to Implement this session of Congress.

The Child Welfare League, along with the many other groups supporting this iegi5-

lation, is confident of its success, although we are also realistic about the length

of time often required to Implement sound but significant changes in tax policy. We

believe that this legislation Is Important tax policy which must be Institutionalized

at both the Federal and State levels. We believe that there has to be a built-in

governmental incentive to build in a stronger base of private dollars for child and

family serving agencies--especially In these times of fiscal austerity. The Charitable

Contributions legislation represents such an Important incentive. .We believe that the

voluntary sector Is vital to a comprehensive, high quality system of social services

to children and their families. Therefore, the voluntary sector should be supported by

the Federal and State tax systems In the mutually dependent roles of the government

and voluntary sectors in caring for those Americans most in need of financial and moral

support.

Thank you for this opportunity to submit testimony.
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IN PARTNERSHIP WITH THE PUBLIC

he Story of the Non-Profit, Non-Government

Child Care and Placement Agencies of Michigan

The Michigan Federation of Private Child & Family Agencies
One South Capitol Avenue
Suite 220
Lansing, Michigan 48933

May 1, 1979
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RECOMMENDATIONS

Total cost comparisons must be developed of the private

and public service agencies

Although the Federation of Private Child and Family Agencies

was able to develop an appropriate methodology for comparing

salary and fringe benefit costs between the non-governmental

agencies and the state operated agencies, the comparison of total

program costs is impossible to compute. The Department of Social

Services, at the present time, claims an inability to identify

"administrative costs," making a total comparison impossible.

In all fairness, such figures would apply to both private

sector and to the government operated programs. Certainly the

case can be made that the department incurs significant

administrative costs in implementing purchased-service child

welfare programs.

The department currently possessses a form (DSS-573) that

is submitted by private agencies when used to determine program

costs in the non-governmental, sector. With minor aterations,

it would seem that the department could equally apply such

a practice to its state operated agencies and institutions and,

as a consequence, both public and non-governmental sectors would

benefit from comparisons which could then be made.

The Federation salary and fringe benefit compacison study

..must be replicated

No matter how accurate the study of a comparison of salary

and fringe benefits between governmental employees and employees

in child welfare system may be (and we believe that this study

60-529 0 - 80 - 31
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is very accurate), both sectors, and the general public, would

benefit by a replication of this study by the Department of Social

Services and by a third party.

We recommendtherefore, that the Department of.Social Services

initiate an independent assessment along the same lines as this

report. Further, we recommend that the Department of Social

Services, the Department of Civil Service, or the legislature,

contract with an independent auditor or personnel consultant for

a comprehensive salary and fringe benefit comparison between the

private non-profit sector employees in the child welfare system

and the employees who work within the ranks of the itate civil

service. A third party analysis would provide an impartial and

credible comparison of 6urrent..salary and fringe benefit levels.

The public sector-and the private sectormust'continue to
work together to insure that the:children who becomaeour clients

get the best service possible

, Without critical and impartial program evaluatLons conducted

by an impartLal source, little hard data exists to establish that
the purchase of services for institutLional care and placement are

significantly superior to those provided, by the state. One might

conclude, however, from the built-in controls discussed in the

previous sectionz that the state has over the-quality of services

within the non-governmentai.sector,'that the-evel.:of service

within the private-sect6r cis, at last, equalto ortsuperior to

that provided by the state.

.Whereas the state may be satisfied-that instLtutional care

and placement services it purchases from the. private sector are
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of sufficient quality to merit continuation of the purchase of

service policy, no qualitative statemcnt can he made about the

state operated programs.

The plain fact is that no matter how dedicated the state

employees might be, no independent agency determines whether or

not children should be-referred to the state agencies. An inde-

pendent authority should he established that includes public and

private members. The authority should review state placement

practices and make appropriate recommendations on placement

standards.

Further; a state policy should be implemented that requires

private sector participation in studies that could impact upon the

broad range of child welfare services.

Finally, uniform standards must.be 'developed Ly the public

and private sector and applied to both in. order to guarantee the

protection to all children-who are in need of placement or resi-

dential services.

An independent protection and advocacy authority m, st be

established for child residential and placement services

Protection is offered to children in state and local public

facilities in an uncoordinated pattern. One need-not look far

beyond the.Plymouth State Home'and Training Penter to prepare an

argument for the appointment of tcdbpendeit,. impartial; permanent

protection and advocac'system which can'.oversee'the c6ndition of
our private, state and local institutiofig for children.. Such

review should not be the sole domain of random newspaper investi-

gators and citizens groups -- even though their.-role in, protecting
I
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clients of state services has been valuable and warranted. For
the public mental health system, only recently has a protection
and advocacy system been developed and funded through a contract
with the Michigan Association for Retar-ed Citizens.

This protection and advocacy system is not yet fully developed
and it relies heavily on volunteers for direct contact with devel-
opmentally disabled persons. We do not have a system in place
which covers all children at risk who are in protective care of a
private, state or local public agency.

It would seem to be in the best interest of everyone involved
if the establishment of a protection and advocacy system in a 1

sectors of child welfare services be instituted without further delay.

An independent examination of the administrative operation
of the state departments ega ed in the delivery of direct and
purchased services to children must be conducted

State employees who are charged with the delivery of services
to children have become enmeshed in paperwork which impedes
their service abilities. Many of these individuals have quit
state service to become employees of private sector agencies,
at great financial expense, in order to escape this maze of red-
tape that accompanies state service. We believe that an impartial
"time-study" expert could find significant ways to reduce the
amount of red-tape and paperwork that is keeping otherwise
dedicated state employees from helping the children they strive
to serve. It is to the state employees of Michigan that this
recommendation is dedicated.
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Regular review and analysis of cost data reports

Sufficient professional staff should be provided at the

state level to analyze reports submitted by the public and

private sector on operational costs. These costs should be com-

pared with audit reports. This process could result in recommen-

dations to the state Rate Setting Advisory Committee for improve-

ments of the cost system.

Also, the Federation suggests the implementation of a single

state billing system for all children and family services, whether

these children are funded by the Child Care Fund, the Board and

Care Fund, or AFDC Accounts. A new and improved system would

result in billings to the state by the provider agency, an

approval of those billings, and speedy remittance to the private

agency. Counties responsible for a portion of the costs would be'

charged back by the state for their share for these costs.

A thorough analysis must be conducted on the growing costs

to non-governmental aAencies of governmental regulation

One of the most significant factors increasing costs of

purchased services is the increasing cost of overlapping govern-

ment regulation. Although many of these requirements are designed

to protect children and must be preserved, all require extensive

agency use of personnel who otherwise could be working with children

or attempting to place these children in foster homes or for adop-

tion. The ability of the government to protect children and

families is not aided when state employees are enmeshed in unnec-

essary paperwork created by overlapping and unnecessary regulations.
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SIMARY

The non-governmental residential child care and foster

home and adoption placement system is a major provider of im-

portant services to children and families in Michigun. Although

increasing pressure from a variety of sources exists for the

non-governmental sector to increase its breadth and depth of

services to children and families, the non-governmental system

provides a remarkable example of effective cost-containment.

There are severdl natural or "inherent" controls that

serve to contain costs of thes- services purchased.by the state.

The boards of non-governmental children's institutious a,,d adoption

and foster placement agencies are largely local business persons.

These individuals bring to the institutions and ageficies a "fiscal"

conservative" bias that is reflected in keeping costs to the public

sector at a minimum for these services.

Because the institutions and agencies are viewed as

"local community programs" in nature, individuals, business

and local charities contribute heavily to the program. Donated

services and goods also assist the institutions and agencies to

operate at a low cost. Salaries and wages are geared to local

standards.

External cost and quality controls also exist to contain

costs in the non-governmental sector. The private institution and

agency cannot adjust its budget levels by raising taxes. It must

remain attuned to financial constraints. A series of audits and

financial reports are required by local agencies, foundations, the
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state Department of Social Services and other state agencies, the

local Community Chest or United Fund, and a variety of others.

The private sector is reimbursed by the state at a factor

determined by the previous year's funding levels. Unfortunately,

by the time the state gets around to reimbursing the non-govern-

mental institutions, nearly two years has often elapsed since the

period upon which current reimbursement levels were established.

Finally, but perhaps most important, the state controls the

costs of purchased services by a free-market control that involves

the state (and county's) ability to control referrals to Lnsti-

tutions. An agency that is "too expensive" will not receive

referrals from the state. By the same token, this technique of

referral control also maintains a high quality of care standard

within the non-governmental sector ---a control that is absent

in state or county court-controlled institutions.

Quality control of these institutions in the non-govern-

mental sector is also enforced through licensing and periodic

review standards. Given conditions exposed by the Detroit Free

Press and others at the Plymouth State Home and Training Center,

it is evident that no such stringent controls exist when the state

chooses to provide child welfare services directly rather than

purchasing them from a non-profit provider.

The Federation conducted a major salary and fringe benelit

comparison study in which it was found that the purchase-of-service

philosophy is saving the state over $20 million per year in

salaries and fringe benefits alone. Said another way, if the non-

govrnniental sector was paying the same salaries and fringe benefits

to its employees as the state pays employees in comparable jobs in
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state institutions and agencies, over 50% salary and fringe

benefit adjustment would be required iardiately. Thii funding

suggests that non-profit agencies and i.stitutions may have Lo

rethink some of their existing salary a I fringe benefit policies

in order to keep employee morale froi suffering. The state,

which is demanding increasingly complicated services from the

non-governmental sector. may also have to reevaluate current

reimbursement practices to avoid being accused of exploiting the

non-governmental non-profit sector of the child welfare system.

Further, it is estimated that if the state were to attempt

to build facilities to accommodate the child welfare services

currently purchased from the non-profit, private sector, a state

expenditure exceeding $100 million would be required.

A series of recommendations were offered by the Federation,

with the hopz that these recommendations will find their way into

the public conscience and be translated into state policy.

Among these recommendations are the following:

--The state should adopt some means of identifying its adminis-

trative costs involving the child care institution and placement

agency system;

--The Federation salary study should be replicated by a third party;

-TA'standard for comparing non-governmental, service. .ith govern-

mental service to children in the child care and placement system

should be adopted;

--An independent outside authority should be appointed to regularly

review conditions within the state operated child: care facilities;
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--The antiquated billing system for purchased services should

be streamlined, and;

-- TI.e state should regularly review nid compare private and

public sector cost data reports.

-- The private non-profit sector should bi reimbursed by the

state at full, current costs of the delivery of their services.

Additional copies of the summary and copies of the complete
report can be obtained from:

Hr. Gerald Hicks, Executive Director,
Michigan Federation of Private Child "nd Family Agencies,
OnL South Capitol. Suite 220, Lansing, Michigan 48933
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TESTIMONY ON CHARITABLE CONTRIBUTIONS LEGISLATION S.219
Presented to

United States Senate, Comittee on Finance

by

Michael J. 8oskin
Professor of Economics

Stanford University

1. Introduction

The private voluntary sector of the U.S. economy is a unique and

important feature of our society. While millions of people donate time

and money to various charitable organizations, and thousands of such

organizations dispense services providing a wide range of benefits to

different segments of our society, the corresponding sectors of most

other advanced economies have dwindled to minute proportions as an

Increasing fraction of their activity has been taken over by govern-

ment.

The private voluntary sector of our economy, for a number of

reasons, needs -further strengthening and support. This industry, whose

net value added in our economy is $40 billion or more annually, in terms

of the value of charitable contributions and the value of volunteer time,

provides a substantial fraction of the services and an Important part of

the diversification and variety in delivery of such services, in the educa-

tional, cultural, health, and religion sectors of our economy.

Under current law a variety of incentives exist for individuals to

donate to private philanthropic organizations. For example, the deducti-

bility--up to a point--of charitable contributions in the Individual

Income tax reduces the net cost for each dollar given to one minus the

Individual's marginal tax rate. For example, someone in the 40% tax
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bracket faces a met cost of giving per dollar of sixty cents. A similar

provision exists In the estate tax. It is ao wall doconted that donors

react to such incentives by donating substantially more then they would in

their absence. The respotsivemns of the Increased donations Is large

enough to make the charitable contributions deduction efficient even In

the strict sense of generating more revenue for charities than the Treasury

might gain by eliminating the deduction, assuming that all of that income

would eventually be taxed at ordinary rates. The evidence of this respon-

siveness of donors to the tax deductibility of giving comes from a variety

of sources: aggregate pooled tim series data, micro household surveys,

etc. However, all studies but one must rely very heavily on data taken

from the upper one-third of the incom distribution--those who itemize

deductions--to infer this sensitivity of giving to changes in net price.

The key feature of the proposed legislation is to extend the chari-

table contributions deduction above the line, i.e. allow a deduction for

giving to charity.above and beond.the standard deduction for persons who do

not itemize deductions, I believe this is sensible legislation for a number

of reasons. First, it will add substantially to charitable giving in sectors

of our economy In a manner that Is extremely efficient relative to alterna-

tive methods for doing so. Th original Implicit amount assumed for chari-

table giving and calculating an appropriate standard deduction has risen

substantialy-as tax rates have risen in the last decade, and while the

standard deduction has periodically been Increased, it no longer accurately

reflects any sensible estimated average amounts of the components of deduc-

tions eligible for itemization. What I would like to do In the remainder

of-this testimony Is to discuss a study conducted by Professor Martin Feldstein
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of Harvard and myself, which Is based on the only available data extending

to the general Income distribution and containing substantial Information

on low- and middle-income households and their charitable giving behavior.

While I shall discuss this study In detail In a moment. let me summerize

by saying that it suggests that low- and mlddle-income households, like

the rest of the population, are likely to be very sensitive to tax Induced

reductions in the net cost of giving to charity. Indeed, our estimates

generally suggest that their relative sensitivity may even bI somewhat

higher than that of those who Itemize deductions. Of course, their tax

rates on average are much lower and, hence, the charitable contributions

above-the-line deduction would lower the net cost of giving to these people

by a modest amount; any percentage reduction would be translated into a

modest increase In giving, but for an enormous number of individual poten-

tial donors. I. therefore. believe this lealslation will produce a sub-

stantial increase in givi g to charity, spread financial participation in

the private voluntary sector of the economy to a much broader group in our

society, and Qenerate extra funds for extremely desirable social goals in

a very cost effective manner.

2. How Would an Above-the-Line Deduction Affect Contributions by Low-

and Middle-Income Households?

As noted above, most of the studies of the effect of the charitable

deduction on giving to charity rely only on data which cover persons who

Itemize deductions. For people who use the standard deduction, the cost

of giving a dollar to charity remains one dollar and, hence, there Is no

variability In the net cost of giving among such individuals. Since the
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mjority of tax filing units use the standard deduction, the question remains

whether It Is appropriate to extrapolate trm the data analysis of the behavior

of persons who do itemize deductions to those who do not. While I do not

think we would go very far off the mark by relying on these previous studies,

several years ago an Important new body of data ws generated by the Comission

on Private Philanthropy and Public Needs to answer precisly this question.

Recall that in examining tax returns, we do not have any Information on the

giving of people who use the standard deduction since they are not required

to report this information. Therefore, there was som degree of uncertainty

as to the amount of giving and the potential for giving by those who currently

use the standard deduction. The National Survey of Philanthropy was the first

body of data to provide detailed Information on a large random sale of

households over the entire Income distribution concerning actual charitable

contributions of money and time. Feldstein and I analyzed these data in

order to answer several questions, one of which was the extent to which low-

and middle-Income households are likely to be sensitive to tax induced reduc-

tions In the net cost of giving to charity, such as would result from an

above-the-line charitable contributions deduction.

It is important to point out that these data were unique for a

variety of reasons: they were more up-to-date than previous data, they

had much more information about the household Interviewed and their giving

patterns than most previously available bodies of data; and they were

susceptible to analysis by techniques that could enable us to separate

out the differential effects on giving to charity of Income on the one

hand, and tax Induced variations in the net cost of giting on the other.

In that study, Professor Feldstan and I went to considerable length to
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examine this crucial question. Our statistical procedure Included several

different approaches to estimating the behavioral relatoshtp between

charitable giving, and net cost, Income and other variables such as age.

We tested the sensitivity of the specifications in alternative parts of

the sample by examining giving patterns within both narrow and broad classes,

and we developed a specific text of the proposition that it is itemization

of deductions per ae, rather than the reduction in the net cost of giving

to charity created by the charitable deduction, that led to increases In

giving.

Our study unambiguously concluded that the reduction in the net cost

of giving to charity, generated by the deductibility of charitable contri-

butions under the income tax, led to a substantial increase in giving through-

out the income distribution. Indcod, the results from these data, which in

many respects are much better data on the general population (including

Itemizers) than had previously betn available, suggest that giving Is still

more sensitive than was implied by the earlier studies. Our estimates suggest

that for every 10% by which the net cost of giving to charity is reduced, giv-

ing to charity will increase by approximately 20%. A typical example might

be a family with an adjusted gross Income of around $15,000 which uses the

standard deduction and faces a price of giving to charity of $1 for each

dollar given. Their average annual giving is approximately $300. Allowing

an above-the-line deduction for giving to charity would lead to a decrease In

the net cost of giving of between 20% and 2S% (their approximate marginal tax

rates). Our estimates suggest that their giving would go up by about $12S.

Note that while these estimtes are probably the best available, they

do suggest somewhat greater sensitivity of giving to charity than previous
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studies. What Is important to note Is that virtually all of the recent

studies suggest that the sensitivity of giving to charity is efficient in

the sense that a deduction for charitable contributions produces more In

revenues for charity than the possible revenue loss to the Treasury. The

results from the Boskin and Feldstein poer suggest that charities receive

about twice as much as the Treasury might forego In revenue; the results

from the previous studies (including several by Feldstein) suggests that

charities would receive about 14 times what the Treasury might forego in

revenue.

The best available statistical evidence suggests overwhelmingly that

the deduction for charitable giving generates a substantial net Increase in

the flow of resources into the private philanthropic sector. I believe that

both direct extrapolation from previous studies and the very careful study

that I conducted with Feldstein, which used data on families with Incomes

below $30,000. suggest that an "above-the-line" deduction for persons

currently using the standard deduction would likewise generate a substan-

tial additional flow of resources to sectors of our economy and would be

an extremely efficient measure. It certainly would be much more efficient

than direct government spending.

3. Conclusion

The private philanthropic sector of our economy Is of unique importance.

It provides a substantial component to improve the quality of life for millions

of American citizens. The decisions of millions of private philanthropists

and thousands of philanthropic voluntary organizations annually dispense tens

of billions of dollars of services in such vital areas as education, science
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health, religion, and culture. But In most other advanced Western economies,

such activity has been virtually driven out of existence by the growth of

government activity. It Is my conviction that we should be attepttng-to

strengthen the private philanthropic sector of our society and to maintain

It as a vital element of society's portfolio of activities providing goods

and services in the areas mentioned above. I believe that both the cost

effectiveness, the quality and diversity of service, and the efficiency of

decision making would be seriously impaired If government activity displaced

private philanthropic activity. The deductibility of charitable contribu-

tions for the majority of American families who now use the standard deduc-

tion would be an extremely cost effective way of generating an additional

flow of funds to such activities, would broaden substantially the base of

monetary support for these activities, would strengthen substntlally this

vital element of our economy and society.
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February 209 1980

Michael Stem, Staff Director
.. mittee on Finance; Ph. 2227
Dirkson Senate Offlce Bldg.
Vashinton, D.C. - 20510

Dear Mr. Sterns

I am writing to express my support for the Charitable Conb*,utions Bill, S.219,

sponsored by Senators Packwood and Moynihan. I understand that this bill, if

passed, would permit donors to deduct charitable gifts whether or not they

itemise other deductions on income tax returns.

As more tax-payers take the standard deduction when they figure income tax,

fever persons claim charitable deductions, This concerns me because if fewer

persons itemise this deductionj it may soraday sopear to our lonakers that

the charitable deduction benefits only a few people and is not needed.

Charitable deductions are important to everyone. Those who can itemso tax

deductions now benefit. To those without enough deductions to itemse, paRsage
9"

of S.219 would all them to deduct. Many worthwhile organisotions, foundations, &

societies depend on charitible contributions to exist, and continued donations

to these groups will depend on people being able to continue deducting contrib-

utions at tax tire.

Passage of S.219 will encourage people to continue with their support to mAsw

worthy cha table organitations. Ekeryono will benefit.

Warren J J nrural Route

Hermosa, SD- 577,4

Copies to the South Dakota congressional delegation

60-59 0 - S0 - 32
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ARCHDIOCESE OF PHILADELPHIA

CATHOLIC SOCIAL SERVICES

332 N405T SCVKNT(ENM STREET .PHILADELPIA. PENNSYLVANIA lot02 (219) 3674500

Fehvu' 25, 1980

Mr. Michael Stern, Staff Director
Committee on Finance
Room 2227
Dirksen Senate Office &dlding
%whbgto, D.C. 20510

Dear Mr. Stern:

As director of Catholic Social Services in Philadelphia, Pemsylvania, I
am writing in support of the Charitable Contributions Legislation, S.219,

;ic would permt taxpayers to take the standard deduction as well as
dehuct their itemized charitable contributions.

This legislation, if enacted, would enable charities to obtain an esti-
mated 94.2 billion aally in increased philanthropic contributions for
their hmanitarian purposes. This would serve to support the non-profit
seg t of the private sector which is an integral part of our country's
heritage and life. President Carter last year, at our National Conference
of Catlolic Charities, stated that "eeations ago, when government welfare
progm were scarce or n-existent, it was yo organization and others
ik it that provided welcome and initial nurishment to millions of

Imnigants who reached our shores. To the huddled masses, it was not
the government, but the church and voluntary charitble groups that one
had to look to for help."

These non-profit activities depend, to a large extent, on the voluntary
contributions of private citizens. Should this legislation be enacted,
Congress would stinulate private sector support of non-profit social
service agencies and wxld thus enhance the voluntary capacity to serve
the-nation's disadvantaged. I urge the passage of S.219.

Thank you for your anticipated consideration of this request.

Sincerely,

) gnor Jmes T.
~ector
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February 13, 1980

This statement in support of S-219, is submitted to the U.S.

Senate Sub-Committee on Taxation and Debt Management by the American

Association of Fund-Raising Counsel, an organization of professional

fund-raising consulting companies.

The AAFRC was founded in 1935 and today constitutes the nation's

only professional association of firms engaged in counseling nonprofit

institutions and agencies in their quest for voluntary support from the

general public, business corporations and foundations. Each year the

member companies of the AAFRC counsel approximately 1,000 of these non-

profit institutions and agencies, which include those in the fields of

education, health, hospitals, religion, social welfare, civic and public

affairs and arts and humanities.

As part of its service to the philanthropic community, the AAFRC

gathers and each year publishes an almanac on philanthropy known as

*Giving USA.* The information used in this publication -- the only one

of its kind -- comes to the Association from donors and donees alike.

Much of it results from surveys conducted by the Association and by

others in the philanthropic community, and each year it is compiled to

show the total amount of money given in America -- where it comes from

and to which category it goes.

Through its members' contact with thousands of nonprofit organi-

zations and its ongoing search for additional statistical material on

the voluntary sector, the AAFRC has been established as the prime single

source for information on charitable giving in the United States.

Recent studies conducted by Professor Martin Feldstein and by

George Gallup for the Coalition of National Voluntary Organizations have
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shed even more light on the giving habits of the American!people and

particularly the great majority of taxpayers who elect to take the stan-

dard deduction on their federal income tax returns. Using the infor-

mation generated by these in-depth examinations, never previously avail-

able as a base, the Association has been able to revise with a greater

degree of accuracy, its totals for giving in years past.

Our statistics on individual giving show, for exaiple, that whild

Americans increased their contributions to charity each year, the in-

creases do not remain constant as a portion of the nation's disposable

income.

In looking back to 1970, individuals gave a total of $15.92

billion to various charitable causes, or 2.32 percent of disposable

personal income. The total rose a year later by over a billion dollars,

to $17.02 billion, but as a portion of DPI, it dropped to 2.29 percent.

If giving by individuals over the years is related to changes

in the tax laws of the nation, it becomes evident that as the number of

Americans electing to take the standard deduction increases, the portion

of disposable personal income given to charity decreases.

In 1978, for example, when an estimated 71 percent of taxpayers

took the standard deduction, individual Americans donated a total of

$32.80 billion to charitable organizations but as a percent of dis-

posable personal income, that constituted 2.26 percent. A year earlier,

when an estimated 74 percent of all taxpayers took the standard deduction,

individual contributions equalled 2.24 percent of the nation's dispos-

able personal income.

From these totals, it appears that the tax incentive for Ameri-

cans to give to charitable organizations has a profound impact on how
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much is given in any particular year, and by any particular income group-

ing.

While the American Association of Fund Raising Counsel does not

wish to go into detailed analyses of the various reasons for giving to

nonprofit institutions and agencies, it does believe that it is impor-

tant to preserve these reasons -- the tax incentive among them.

Because of this, the American Association of Fund-Raising Counsel

urges the United States Senate to give unqualified support to S-219 and

its companion, HR-1785.

To not do so, would be to support continued erosion of chari-

table gifts by millions of Americans and thereby place the future

viability of the voluntary sector in America in serious jeopardy.
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Naftnal Society of Fund RaISkI Executes

Suite 831, Investnent Buik%
1511 K Street. N.W.
Washinfton D.C. 20005
(202) 6381393

February 21, 1980

Senator Harry F. Byrd. Jr., Chairman
Subcommittee on Taxation & Debt Manageent
Committee on Finance
2227 Dirkson Senate Office Building
Washington, D.C. 20510

Dear Senator Byrd:

The National Society of Fund Raising Executiv
over 2.000 professionals who are responsible
fund raising in this country and abroad. We
voluntary board meters and millions of cost

As a group, we strongly support the Charitabl
We feel that In prior testimony the need for
well documented. Further, the fact that taxp
three times as much as those who take the ste

Passage of this bill will result In a much ne
charity. During these times of spiraling inf
sector are in real jeopardy. More, not less

We urge your support of this most important 1
freedom of our democratic society and has giv
tolay.

ZRobert 
E. Trefry, 

Chairman

I .Campbell
Chairman Of the Board,

RET:va

cc: The Honorable Daniel P. Moynihan
The Honorable Bob Packwood

#0
es is an International society of
for managing much of the charitable
represent the hopes of thousands of
Ituents.

e Contributions Legislation S 219.
a healthy nonprofit sector has been
ayers who Itemize deductions contribute
ndard deduction has been established.

eded Increase in funds available to
lation, the good works of the nonprofit
money Is needed.

legislation which embodies am essential
en us the quality of life we enjoy
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STATEMENT OF ARNOLD CANTOR, ASSISTANT DIRECTOR, DEPARTMENT
Of RESEARCH, AMERICAN FEDERATION OF LAOR AND CONGRESS OF

INDUSTRIAL ORGANIZATIONS BEFORE THE SENATE FINANCE COMMITTEE,
ON S. 219, A BILL TO ALLOW THE CHARITABLE DEDUCTION TO TAXPAYERS

WHETHER OR NOT THEY ITEMIZE THEIR PERSONAL DEDUCTIONS

February 25, 1980

The AFL-CIO is opposed to S. 219. The bill creates a special tax deduction

for charitable contributions over and above the standard deduction allowed for

taxpayers who do not itemize.

The AFL-CIO recognizes the valuable and important role that philanthropic

organi&ations play in our society. America's workers contribute generously to

such organizations, and the AFL-CIO has actively contributed, supported and

participated in the work of many philanthropic organizations. Nevertheless, it

is our firm conviction that this measure would do little if anything to induce

additional charitable giving. Rather, it would provide a windfall tax cut for

many taxpayers whether or not they increase their contributions, strain the federal

budget even further and, result in the channeling of fever resources toward the

needs of those served by private philanthropic organizations.

Our major specific objections to S. 219 are as follows:

1. The revenue lose would be substantial - some $3 billion according to

Treasury analysts. In view of the many demands on the Federal budget and the

videapread calls for fiscal restraint and budget austerity, the revenue loss

associated with this measure would divert funds from essential programs, increase

the deficit, and narrow any budget leeway for equitable tax reduction.

2. Since the proposal calls for a "deduction" it suffers from the same

fundamental inequity of all deductions - the higher the individual's tax bracket

the greater the tax savings. Thus, a lower-income taxpayer (142 bracket e.g.)

would receive $L4 in tax benefits for each $100 contribution, while a taxpayer

in the top bracket (70%) would get a $70 tax break for each $100 contribution.
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3. A substantial number of taxpayers would get a windfall benefit without

any change in their charitable giving. For example, over 60 million taxpayers

(702 of the total) do not itemise and many of these taxpayers would be given an

added tax break merely for doing what they have been doing anyway. In addition,

an estimated 3 million taxpayers who currently itemize could Set a tax cut by

merely shifting to the "abort" form in order to take advantage of both the stan-

dard deduction and the added charitable deduction -- again without any change in thair

giving. For example, a taxpayer with. itemised deductions of $4,000 of which

$1,000 is in contributions could switch to the $3,400 standard deduction. As a

result of the switch their taxable income would be reduced $400 and depending on

the tax bracket their tax liability would be cut from $56 or less to as much as $280.

This factor according to the U.S. Treasury accounts for a revenue loss -of one-half

billion.

4. The standard deduction was devised and enacted as a means to

simplify taxpaying in an equitable fashion. Arguing, as the bill's proponents

do, that this results in a lessened incentive to give has a compelling surface

logic. However, the proposal would undermine the purpose of the standard deduction

and set a precedent for equally compelling arguments that could be made for uAv

other deductions. For example, using the sam lotic the standard deduction couldbe

viewed sam impediment to state and local government taxing ability because those who

-do not itemize do not receive a federal tax reduction for state and local sales,

income and property taxes.

5. The tax forn would become lengthier and more complex and the record-

keeping chore of millions of Americans would be substantially increased. To

maintain theintegrity of the tax system, the IRS would have to extend its

auditing act-ivities to include modest contributions of low and moderate income

taxpayers. Healso suspect that these complexities would result in many taxpayers,

particularly those of modest incomes, ignoring the deduction and therefore not

receiving any benefit from the provision -- an effect which would add to tax injustice.
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6. Tbs bill as draft,0 would also complicate matters for those who itemise their

deductions. S. 219 as diefted vould exclude charitable deductions before the deter-

mination of Adjusted Cross Income for itemisers as veil as non-itemisers. Since

many other provisions are related to Adjusted Gross Income, contributions would have

to be added back in order to calculate items such as the deduction for medical

expenses and state sales taxes, the tax credit for the elderly and the taxable

mout of unemployment insurance.

Ve would also like to call attention to the very close and stable relationship

between the rate of giving and the personal income. In recent decades the percent

of total personal income devoted to charitable giving has been quite stable --

r angino from 1.7 percent to 1.9 percent of personal income - despite the many

increases in the standard deduction and substantial decline in the =mber of tax-

payers itemising. In terms of after-tax or disposable personal incomeI the rate of

giving has in fact increased even though effective tax burdens have risen. (Table I)

Finally, on the basis of our long experience we knov that American workers

give according to their convictions and their means -- not according to their

tax bracket. They vent and deserve a revenue raising system that t fairer,.

simpler amd adequate to the task of financing the nation's needs and committments.

AC:Jg



Table 1

Total Giving by Indivi~dals as Percent of Before and After Tax Pereonal
Income., 1955-1976

Total A
Year Givi yIndividuals Personal Income (Dispo

TbTlion) us8i11ion3

1955 5.1 308.8

1960 7.2 399.7

1965 9.3 537.0

1966 10.5 % 584.9

1967 11.1 626.6

1968 12.6 685.2

1969 13.6 745.8

1970 14.4 801.3

1971 15.4 859.1

1972 16.8- 942.5

1973 18.4 1,054.7

1974 19.6 1,154.7

1975 21.5 1,246.0

1976 26.3 1,375.3

1977 29.5 1,536.7

1978 32.8 1,707.6

Sources; Office of Tax Analysie - U.8, Treasury
Department of Commorce. Survey of Current Susiee

after Taxsablellncome

T$billion)

273.4

349.4

472.2

510.4

544.5

588.1

630.4

685.9

742.8

601.3

901.7

984.6

1,086.7

1,184.5

1.305.1

1.458.4

Giving a2 Percent of:
Total Personal Dispoe"bla

Income Income

1.7

1.8

1.7

1.8

1.8

1.8

1.8

1.8

1.6

1.8

1.7

S1.7

1.7

1.9

1.9

1.9

1.9

2.1

2.0

2.1

2.0

2.0

2.2

2-1

2.1

2.1

2.0

2.0

2.0

2.2

2.3

2.3
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TESTIMONY

ON THE

CHARITABLE CONTRIBUTIONS LEGISLATION

S. 219

DANIEL HENROID, CHAIRMAN

EDUCATION COMMITTEE

SERVICE AGENCY COUNCIL

UNITED WAY OF GREATER

ST. LOUIS, INC.
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The St. Louis Metropolitan area includes St. Louis Citt, St. Louis County,

St. Charles, Jefferson, and Franklin Counties in Missouri, and St. Clair

and Madison Counties in Illinois. The citizens of our area have a long

history of supporting many private, charitable organizations which provide

a variety of services to the people of our local com cities. The over

400 non-profit organizations provide spiritual enrichment, education, music,

arts as well as essentials such as blood supplies and disaster relief. The

continued vitality of our arta, and other communities in the United States,

are closely linked to the existence of these voluntary organizations. Yet,

in the face of limited resources, and resulting examination of priorities,

choices will be made today which will affect the structure of society in the

future. It Is a major conc-ern that such choices continue to encourage

individuals to participate in the betterment of their'comunities through

support of charitable organizations. Investigation of the current situation

regarding charitable contributions in our area revealed several points.

A survey of loci1, charitable organizations pointed out a continued reliance

on charitable contributions to provide more than 352 services to area residents.

The survey also revealed that while the number of clients increased signifi-

cantly between 1975 and 1978, in many instances by at least 25%, over half the

responding organizations reported an increase in revenues of less than 10%

annually. Revenue sources most often cited as decreasing or remaining static

were contributions from individuals. At the same time, many examples were
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cited of wuet service needs, primarily for children and older adults of

moderate and low income levels.

At a public informational hearing held in St. Louis. local organizations

presented testimony reinforcing the importance of charitable contributions.

Maintenance of vital blood supplies to local hospitals, aid to victims of

fires, maintaining the price of symphony and theatre tickets within the reach

of the Average American were linked to reversing the decline in charitable

giving. The moderate income giver is an important link in this trend. Of

the over twenty-two million dollars raised in the local United Way campaign

in 1979, the average gift was $30.00.

The continued tradition of charitable endeavors in America today depends on

the continued contribution of time and money by Individuals towards the

betterment of their communities, and thus, the country as a whole. National

policies supporting this tradition are essential.
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Comments of

David C. Crowley

Executive Vice President

American Association of Homes for the Aging

Before the

Subcommittee on Taxation and Debt Management Generally

Committee on Finance

United States Senate

S. 219, the Moynihan-Packwood Bill

25 February 1980
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Charitable Contributions

We appreciate this opportunity to offer our comments on behalf of S. 219,

a bill which would allow the charitable deduction to those taxpapers who use

the standard deduction In the calculation of their personal income taxes.

The American Association of Homes for the Aging is a national organization

representing over 1,700 not-for-profit health and health-related providers of

services for older Americans. As a significant portion of our member facilities

depend upon active community involvement for not only financial support but also

for volunteers and Joint activities, we feel we are In a particularly appropri-

ate position to voice our thoughts on the issue of charitable deductions in

general and this piece of legislation in particular.

Our position is and has always been that community support and participation

in charitable activities should be encouraged by the goverment to the greatest

extent possible. At the outset, It is important to note the strong historical

tradition of religious, fraternal and public support for homes for elderly.

Prior to the New Deal, the comumnity-based facility was the only widespread means

of serving the elderly outside of the family.

Our members are more than merely the successors to our nation's first experi-

ence with community-based facilities for the elderly, for In ftet, many of our

homes existed during those early times. As an association, and as individual

homes for the elderly, we have consistently sought community support and likewise

opposed governmental interference of it.
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A major component of this community support is charity provided by families

and individuals. This, too, has been an historic tradition throughout the country.

Whatever the motivations have been to set aside money for good works within the

community, It is clear that Americans have always been generous in their chari-

table funding of both public and private projects.

Such generosity, however, has its limits. Inflationary pressures and general

rising costs of living have a serious depressant effect on the great majority of

potential contributors' ability to give to charity. As this Committee is well

aware, most families are-and have been experiencing for years considerable diffi-

culty in meeting their own expenses. The same financial hardships which impact on

our member homes and other charitable ventures also attack the potential sources

of charitable funding. This is a reality which has no conceivable end.

It is in recognition of this reality that incentives for charitable giving

have been enacted in the past. Income tax benefits are one means of facilitating

charitab;'a contributions. It should be noted that such use of tax incentives to

promote a particular activity is neither new nor limited to charity. For example,

the reduced tax rate on long-term capital gains Is, in part, attributable to a

government policy of encouraging investment. Likewise, the encouragement of chari-

table giving serves another government policy that the government should not be

the sole source of funds for social services and good works, and that there are

areas of human endeavor where the government has chosen not to enter. In light

of this well-recognized policy, It is most important that the private sector be

capable of adequately supporting those beneficial activities which are not funded

by general public revenues.
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In this context, we strongly support S. 219. The area of services and

care for the elderly is certainly one in which the government has not sought

to monopolize funding. Any additional inducement to charitable contributions

in this field Is, as the Committee well knows, welcome and needed. Yet, our

support is not predicated solely on the need for greater financial support for

our member facilities. Logic and fairness also would indicate that such legis-

lation is long overdue. Itemization of deductions on personal Income tax returns

is used primarily by people who own real property or who have substantial family

and business expenses. -While it would be overly simplistic to say that only

homeowners are presently permitted charitable deductions, the point remains that

tax incentives to give to independent, charitable causes bear little relation-

ship to the ability or willingness of a person to contribute.

S. 219 terminates this irrational dictinction in the tax code, and permits

any individual to take a deduction for donations to charity. Of course, this

will diminish somewhat the amount of general tax revenue. However, the loss of

revenue will be more than offset by the renewed stimulus to the private sector

to support charitable activities which, if not funded through private sources,

may either terminate operations or become totally dependent upon government

financial support. Since we as a nation have not yet evidenced a desire for the

government to support, and thus control, all social services, an Inducement for

greater private contributions is extremely important and timely.
We support the enactment of S. 219.

60-529 0 - 80 - 33
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February 21, 1980-

Tot Members of the United States Senate Committee on
Finance, Subcommittee on Taxation and Debt Management

From: Rev. James J. Close, President
National Catholic Development Conference

Rem S-219 - Charitable Contributions Deduction Legislation

As the largest membership association of religious fund-

raising organizations and institutions in the United States,

the National Catholic Development Conference is particularly

sensitive to the importance of the charitable contributions

deduction legislation presently under consideration by your

committee.

Our members include hospitals, schools, orphanages, homes

for the aged, rehabilitation centers for the handicapped and

retarded, social action groups, drug and alcohol abuse centers,

youth programs, hospices, communication centers, home and

foreign missions and research centers.

These cha-ities-, whose programs benefit not only the

truly destitute of our country, but its lower and middle income

families as well, depend heavily on the donations received

from the lower-to-middle income American--the very American

that is most likely to take the standard deduction, rather than

itemize his deductions.

If the charitable contribution deduction is expanded to

include non-itemizers, it would certainly maintain and increase

levels of giving and offer taxpayers an even greater incentive

to give.
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That people do give more when there is a tax-incentive to

do so was substantiated in a survey conducted in the Spring

of 1979 by the Gallup organization. Gallup found that item-

izers contribute more than three times as much to charity as

non-itemizers and that people give more than twice as much

to religious organizations and institutions than they give

to all other charitable groups combined. The importance of

the itemized deduction was most evident in the survey's

findings on religious giving which showed that twenty per cent

of those who itemized gave more than $500, compared to only

five per cent of those who took the standard deduction.

Unless such giving is encouraged and the giving base

expanded to include non-itemizers, it is doubtful that the

charities which do so much for society will have sufficient

funds to continue their much-needed services. The burden,

therefore, of providing these services would then fall upon

government at a time when social welfare programs have been

cut back in federal, state and local government budgets.

For government to provide the services that American charities

now provide would ultimately result in a much higher tax on

the American people.

The people of this country have had an outstanding history

of generosity to those less fortunate than they. But in the

last ten years as the standard deduction has become more

attractive to the "average" taxpayer, there has been a sig-

nificant loss in contributions to charity. A study done by

the eminent Harvard professor, Martin Feldstein, estimates

this loss at some $5 billion dollars.

- 2 -
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American charities need this *average" donor--not only

for his contributions# but for his support and encourage-

ment. Looking to the wealthy to carry the burden of Ameri-

can philanthropy is not only unfair, but undemocratic.

If Congress fails to pass the charitable contributions

deduction legislation# it will deny all American charities

the broad base of donors they need to maintain their long

tradition of pluralistic service to society.

The National Catholic Development Conference, there-

fore, respectfully urges the Senate Finance Convittee,

Subcommittee on Taxation and Debt Management, to favorably

consider S-219.
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We are the Section on Stewardship of the General oard of Discipleship, United

Methodist Church. Our office is located in Nashville, Tennessee.

It is our primary responsibility to teach good stewardship to the 38,500

churches tht make up The United Methodist connection. We are often called upon to

discuss a rationale for giving as ell as local church finance policies and procedures.

Having studied S.210 (oynihbn-ackood.bill), we believe that it would have a

very positive impact on giving in The United Methodist Church. A significant number

of our contributors would be affected and vs urge the paqsage of this legislation.



5120 UNITED WAY of Lewis & Clark County, Inc.
Thanks To You It's Working

Hatwig ftMH FMest 424340

February 16, 1980

Hr. Michael Stern, Staff Director
Committee on Finance
Room 2227 Dirkeon Senate Office Building
Washington, D. C. 20510

Dear Mr. Stern:

At the February 15, 1980 meting of the Board of Directors of the

United Vay of Levis and Clark County, Inc. in Helena, Montana, a unanimous

vote was given in support of the Moynihan.Packvood/Fisher.Conable bills,

allowing taxpayers to take deductions for charitable gifts, whether or not

they itemize their Federal income tax returns.

We find these pieces of legislation to be most important for

the continuation of charitable r.-ganizatione such as local United Ways end

the United Way of America. We urge Members of Congress to support this

legislation.

Yours truly,

President
United Way of Levis & Clark County
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OF ThE UNITED 8TAThh INC
M Vkrt NATiN PA 1 FI.OOR, NEW Y0RN NY. $00 IT (i) 807.2T

February 12, 1980

-mww enm

Nwfltau~ Michael Stern, Staff Director

'Senate Finance Coumittee
inu5WAoArO U? Room 2227 Dirkuen Senate

Office Building'
8" " VWashington, D. C.N OPer

o "Dear Mr. Stern:
t Vs 00W

V, The National Council of Women of the United
LIM wwme States, Inc. urges the passage of the legislation
N0006.p on Charitable Contributions (S.219).

"-i We believe that the amount of tax revenue
u060oes O0s" vhich would be lost by the passage of this bill
lomwsCAUY vould be more than compensated by the value of
",OP5AM the work done by the voluntary agencies.

us 00 Respectfully yours,
MA"S "ON

Roberta Anschuetz

President

RA:ms

s461n/tsr/ e'v4 die e >erneheyna/ l 6- el" /Y/n
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The National CancerFoundationII
ONE PARK AVENUE
NEW YORK, NEW YORK 10016
212 /679-5700

February 20, 1980

TO: Senator Harry F. Byrd, Jr.
Chairman, Subcommittee on Taxation
& Debt Management, Committee on Finance
United States Senate

FROM: The National Cancer Foundation, Inc.
and Cancer Care, Inc.

James P. Erdman, President

Irene 0. Buckley, Executive Director

RE: S.219 - Charitable Contributions

Public Affairs Committee

Willaim C. Pelster, Chairman

Richard 0. Aichele
Mrs. Alfred R. Bell
Mrs. Hiram D. Black
Paul H. Briger
Mrs. Frederick L. Ehrman
James P. Erdman
Mrs. Alexander P. Federbush
Eric L. Hirschhorn
Mrs. Margaret Holmes

John Matthews
Sanford Schwarz
James B. Swire
Mrs. William Tall
Robert E. Wallace
Werner Weinstock
Mrs. Wallace B. White
Mrs. Frederick D. Zeman

Doris B. Nash, Public Affairs Associate

T S M 9 M BffDf CUM FNWAM WL W TZ =. "K U 0 WO CAM N -
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2/20/80 2.

S.219 - Charitable Contributions

We are pleased by this opportunity to submit testimony in

support of S.219, introduced by Senators Moynihan ard Packwood,

and 32 co-sponsors.

Cancer Care, Inc. and The National Cancer Foundation, Inc. is

a unique social agency that for over one-third of a century has

offered comprehensive social services to advanced cancer patients

and their families. During fiscal year 1978-1979, we served 27,027

persons including 7,722 advanced cancer patients. We provide social

work counseling and assistance with planning for the care of the pat-

ient at home, when this is medically feasible. We offer individual

and group counseling for both patients and the bereaved.

Another integral part of our service is supplementary financial

assistance, when it is needed to extend a family's resources 3o that

a care-at-home plan for the patient can be maintained. Thus we meet

the psychological, practical and economic needs of patients and fami-

lies struggling with the demands and problems of a catastrophic illness.

Another unique feature of our agency is that we are entirely

supported by our own fund-raising efforts: foundations, benefits, door-

to-door canvassing, thrift shop, bequests, direct mail solicitations,

and a variety of fund-raising activities conducted by our chapters.

We are, therefore, keenly aware of the problems attendant upon fund-

raising activities, and the various factors which influence contri-

butions to charitable organizations.
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3.219 - Charitable Contributions 3.
2/20/80

We receive contributions from all segments of American society.

Some contributions are large ones. These contributors undoubtedly

itemize their returns and thus receive some tax benefits from their

generosity, in contrast to those with moderate or low income who take

the standard deduction and are deprived of any tax benefits for their

contributions.

Seventy-five percent of the contributions we receive are $10 or

less. Naturally we have no way of knowing exactly what percentage of

this group itemize their contributions. But we can use as a guide an

estimate offered by Representative Barber B. Conable, Jr.,* that the

percentage - taxpayers using the standard deduction rose approxi-

mately 50% in 1970, to approximately 75% by 1977.

Thus, it is reasonable to believe that a large majority of our

contributors do not itemize because the standard deduction has risen

to the point that they do not bother to itemize their deductions.

In our experience, the increase in the standard deduction has

worked to discourage charitable contributions. As the standard deduc-

tion has increased, we have encountered a lower percentage of response

to our appeals. This requires expanding the scope and expense of our

appeals and, ultimately, limits our ability to provide needed services.

*Statement to the House of Representatives, January 31, 1979
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S.219 - Charitable Contributions 4.
2/20/80

Conversely, we anticipate that passage of S.219 would work

to improve our fund raising abilities. While we anticipate

objections to S.219 based on economic grounds, in our view such

arguments are short sighted. What would be lost in Federal re-

venues if S.219 were to become law, would be recovered by the

activities and services of voluntary agencies which, in the

longer view, reduce the need for governmental coverage for many

categories of persons and problems. America has a proud tradi-

tion of private charity which has been innovative in the develop-

ment of needed services. 8.219 would help keep intact and enhance

the voluntary sector which historically has served our citizens

well.

We urge you to support the Moynihan/Packwood proposal, and

we would be pleased to respond to any questions you may have about

our organization and the comments we have made.
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Cancer Care, Inc., and The
National Cancer Foundation was
founded in 1947 bye group of
dedicated citizens. Thirty-three
yeam later. It Is interesting to note
that the problems facing advanced
cancer patients and their families In
1947 were no different thin the
emotional, psychological, and
financial problems facing families
today.

Cancer Care Is dedicated to
the maintenance of family stability
in the Ics of catastrophic illness.
The program which was designed
thirty-three years ago. and which
anticipated these problems, stands
ready today to serve the family
which Is confronted with what
seem to be extraordinary and

Jorna P, BErnmPresdW

reportof the
president

insurmountable d ifficullties.
Cancer Care cares. We care

about the patient. We care about aIll
those affected by the prospect of
facing theterminal illness of a loved
one. with all of its underlying
consequences. We care about
maintaining the dignity of a
wage-earner who perhaps has never
before asked for emotional help or
financial assistance.

It is our sincere hope that one
day Cancer Care will hang a sign on
its door, saying "outof business,"
celebrating the fact that a cure for
this devastating illness hu been

"discovered. But until that day, we
must maintain and increase our
dedication to this unique program

of assistance to those afflicted.
Our gratitude is extended to

all those who have furthered Cancer
Cars's program through financial
contributions to this
privately-funded Agency. We
applaudthe thousands of
volunteers who have selflessly
given their time, their energies, and
their talents to assure the
continuation of Cancer Cae's
program. The thousands of families
who have been assisted throughout
our thirty-three yea history and the
increasing numbers who are
turning toCancerCare for help only
emphasize the importance of this
continued co-operation and
dedication, a

I



520

Each day we at Cancer Care
grapple with problems vital to the
living. They stir the deepest
emotions, raise the darkest
apprehensions and pose the gravest
threats to the stability of family life.
How to give hope to an elderly
woman facing a diagnosis of
advanced cancer. How to prepare a
family for the impending loss of a
beloved husband, wife, parent or
child.

We work with people, often
with an urgent and barely disguised
need for answers to questions for
which none may exist. They come.
to us with their fear, their
resentment and their angej. And
they come formed by experience
andtheir characteristic ways c4
working through life's problems
unique for each of us.

With one client, a devoted

2 It" G. Buciley
Execuive Diector

report
of the

executive
director

husband, repressed anger at his
wife's illness and an inability to
share information with his two sons
was beginning to tear him and his
family apart. Family
communication was eventually
achieved following months of
counseling, Much later, a letter
from the husband said, in part:

Meeting with you during the past
few monhs, both belote and slnce
my wpfe's deat., has helped rhe
three of us wnmeasurtsly Words
lai me All I can say is fharA you

For a 36-year-old woman,
mounting fear at the prospect of
losing her husband and being left
alone with two young children
overwhelmed her with feelings of
despondency. Through counseling
and the opportunity to talk through
her fears, she was helped to
summon the strength and courage

for the difficult Job ahead.
These are just two instances

of families who, facing the crisis of
advanced and irreversible cancer,
were thrust suddenly into the
maelstrom and called onus forhelp.
Such personal tragedy is enough to
weaken and confuse the strongest
among us. "All a man needs is to be
turned around once with his eyes
shut to be lost in this world,"
Thoreau once wrote.

Yet life continues for the
patient and those around him.
Children continue to demand love
and attention. The husband or wife
of an afflicted spouse needs to see
light at the end of deep suffering
and grief to carry on. The elderly
widow or widower needs to be as
comfortable as possible In his own
home when hospitalization is no
longer required.
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The kind of help CancerCam
gives leads to a community of
carngo( shared feetin and trust
nabn the family to draw upon

their own rservo stnth.Implicit In o,.ut work Is the view ta
[lgohas mning and dignity lived
up to the very ed. Our ialues an
Ieafflnnlng: the worth o(
continuing growth and Insight are
not to be denied simply because
they ocoushortly before deth.

It is no iroy that in them
circumstance, living takes on an
added dimension of drity. Yet the
terms available to us to describe the
work we do, counselingg" and
"guidance," rarely convey the
impact o the emotional m we
are dealing with.

Th s year, with ever greeter
frequency, these forms were
trslated into Issues Of growing
public Interest and intense national
debate cantering on the humane
treatment of the catast phlally ill
and the emotional, peyc1ioglcal
and financial suprsrequired by
the patliet and mly. The wall 0(
isolation bit aroun the cancer
victim is beginning to crumble as
the problems associated with
catastrphic illness are finding
their place on the agendas of
national and late forums.

Cancer Cue. which has stood
at the side of the patient and his
family as a prime advocate for mor
then three decades', welcome the
debate and Is actively participating
in It.

During this fiscal yar. we
have given testimony to committees
of the Congress and the New York
State legislature on national health
Insurance, catastrophic Illness,
gps in Medicare and the need for
care-thome services,

Especaly hard hit are the
elderly - the over 80 group now
comprise alot two thirds of our
clients - who must coteand with
risin costs and fixed Incomes. The
"well posee" when thee is one, is
alm likely to be suffering wi th some
chronic condition such as heast
disease or severe arthritis and
unable to cope with an ailing
spouse.

While Medicaid does pay for
home care services, It asks that the
normally eIf-sustaining family

impoverish themselves. Medicare,
with Its emphasis on acute,
shorterm cau and skilled service,
fails to meet the needs of the elderly
advanced cancer patient who does
no( require long-term
hospitalization, eschews
Institutional care and prefer, as our
experience shows, to return home.

Yet the supports this patient
needs to remain at home, such as

fea socialservices and
st-eome health aides,

ar Inadequately provided through
Med care. Often madeto feel
isolated and writtenn off," the
patient and family exhaust
themselves emotionally, physically
and financially In an effort to retain
independence and dignity. At this
critical point, many turn to Cancer
Care, and we am ready to help with

our special kind ccar.
A couple In their erly

seventies who cam to us for help
are typical. First be, then she
developed cancer. Long-term
hospitallzation was not required,
but their gloom deepened at the

prospet of entering, nursing
home. A call was rude to us.
Through home visits we ware able
to provide emotional support and
ascertain their needs. By providing
supplementary financial assistance
fore homemaker, we helped them to
stay at home together and to avoid a
nursing bome. The homemaker
accompans them to the hospital
each week for chemotherapy
treatments and helps with poonal
care, meal preparation and light
housekeeping.

13
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4 Social work counseling, in
coofmcto =wIt suporn
nri In the ho= * eoe
incorporates humane prIncsiee ofcin f(or the catstrophlcaly Il.

have marked Cancer Care's
service for morn than 33 years.

These principles ane
embodied in th hospice concept of
care and arise hum the awareness
that many Institutions for the aged
and infirm are generally
Ill -equFd to meet the familial.
pSyAhologlcal and spiritual needs
of the catastrophe Ill.

While the social benefits of
maintaining the advanced cancer
patient In hisownhomecan onlybe
measured by the human values we
espouse, the costs of Institutional
care. when neither warranted nor
desired, Impose a staggering
economic burden on the rest of
society. The dollars you contribute
to Cancer Care work to reduce that
burden.

By way ofextending and
Intensifying ourdirect regional
service, in JuneCancer Can
opened its first satellite office in
Woodbury. New York. to serve all of
Long island's residents. Under a
sub-contract with the Long Island
Cancer Council. which Is
conducting a project funded bya
grant from the National Cancer
Institutewe provide a psycho-
social program forcancer patients,

We also constantly strive to
meet the highest standards of
accountability to which you, the
public, are entitled not only by our
reports and frequent meetings with
our Board of Trustees, all of whom
serve without remuneration, but by
taking part In educational
conferences and seminars.

Having been appointed by
the National Voluntary
Organizations for Indepenoent
Living for the Aged, as chairman of
a task force to prepareproposals
for the 1981 White House
Conference on the Aging, we will
have the opportunity to participate
with other major organizations in
making the needs of the
catastrophically ill known at a
national forum of notable end
historic imporace.

Once again we were
privileged to serve as co-sponsor of

the annual conference of the
National Council on the Aging and
to have participated at the annual
meeting of the United Cancer
Council, the Association of
Community Cancer Centers in
January, and at the Association's
meeting on hospices in April.

Through our membership on
the Association's committee on
hospice and continuing cam, and
our participation In formulating
guidelines for New York's pilot
hos pIca program. Cancer Care is
helping to guide and shape the
growing hospice movement In our
country. My membership on the
management assistance committee
of the Greater New York Fund also
gives us a continuing opportunity
to reflect our commitment to
modernized management in
voluntary agencies.

As In previous years, we
continue to give counsel to those
who wish to replicate our services
for advanced cancer patients and
families. This year, we have
responded to requests from as far
distant as Liberia and Australia.
This sharing of our knowledge and
experience is a vital pert of the
consultation and educational
programs whose resources have
now been drawn upon by virtually
every state in the union and some 30
foreign countries.

During the fiscal year, we
faced the particularly rigorous and
painful task of maintaining the high
quality of our service in the face of a
continuing and damagng inflation.
That we were able to meet the
challenge successfully is due to the
many thousands of our contributors
who responded to our appeals, to
the many thousands of our
volunteers in 70 chapters
throughout the metropolitan
tri-state region. to the Board of
Trustees and committees who gave
voluntarily of their energy, their
time and their resorces, and to our
staff who have worked tirelessly to
realize our common goals.

On behalf of those we serve,
our profound gratitude for your
support,
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Antlcpaor
Grief

"Mary and Louise have colds and
Laura is having her apartment
painted," announced the leader,
Miss Hennessey.

"Will they be back next week?"
asked John. clearly agitated
"Someone's always missing for one
reason or another."

The 50-year'old garment worker
was still shocked by the loss of one
of the members of the group, Larry,
a cheerful and well-liked college
instructor who died not a month
before. John was guarding against
further loss.

The three men and two women
were sitting in a circle facing each
other, two on the couch along the
wall and the others on chair. A
coffee table occupied the center in
what looked like a modestly
furnished living room.

social
services

Laura, a 32-year-old mother of
three young children questioned
Dave, the newest, and at 25 yeas.
the youngest member of the group
who talked quietly of the rejection
he experienced. SSr wanted to
know whether his cancerr was like
hers.

"What's this about wondering
whether people have the same kind
of cancer?" asked Miss Hennessey.

Not addressing the question
directly, Laura spoke of the burdens
of running a household, of taking
care of the children and of the
problem gnawing at her.

"My husband is scared, not
because of what tm going through,
but because he things there's
nothing he can do to help me. He's
so frightened at being helpless that
he's ignoring my illness and won't
talk to me about it."

"No one knows what we're going
through." said Dave, dissolving her
fear that his cancer had to be like
hers for him to understand. "We
have to take the extra step; we have
to let them know,"

John announced that letters from
his 12-year-old daughter, his only
contact with his wife and two
children who had gone beck home
to Colombia, were coming less
frequently. He was angry enough to
stop writing and by threatening to
cut off communication, he was
ready to abandon himself a well.

"That's terrible," Dave cried.
"they need to hear from you - to
know what is happening."

"What do you thing about that,
John?" asked Miss Henne"y.

Dave Identified with John's
children. Perhaps Dave's urgency
would touch john.

And so It went. Another group
counseling session for patients with
advanced and Irreversible cancer
was underway at the offices of
Cancer Care, Inc.

5
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From a sharing of their common
experiences, John. Gwen, Laura and
David would create a caring
community. Each would drew
strength, commensurate with
individual need and capacity, to
overcome isolation, to re-express
feeling with husbands, wives,
parents and children, to reach out in
sympathy and understanding, and
to be understood and touched by
other who reach out in turn. Each
would continue to grow, to resolve
feelings and problema in whatever
time was left to them.

Family
SUNWthe Gol

This small group were just four of
the 25,921 people, including 7,400
advanced cancer patients, who
received social work counseling
and care-et.home services as

6 social services

individuals, In counseling group
for patients and in bereavement
=roupa for surviving spouses
duringfiscal 1977.78.

Counseling during the crisis is
most often needed when the patient
can be cared for at home rather than
in a hospital. Of the main sources of
referral, the vast majorIty, 54 per
cent, were from clients themselves.
or their relatives, family and
friends, an indication of the
familiarity of our service in the
tri-state metropolitan region of New
York, New Jersey and Connecticut.

Responding to the needs of
thousands of people trying to cope
with the emotional, psychological
and financial impact of advanced
cancer ts the primary responsibility
of"th agency. And we see families
when they am deep in crisis. when
feelings rage and when the practical
problems of living each day seem
overwhelming.

The crisis occurred for Josephine
T., a young mother of two children
when she called in panic about her
h uaband who was being discharged
from the hospital with little hope for

recovery. Both accepted our
professional counsel and with new
found strength, were able to plan
ahead and sort out financial
problems. In the process, she was
helped to recognize and face bar
own emotion ss and fatigue.

It occurred for Victor G., when he
was told of his wife's diagnoeis for
the first time. Sorting out problems
and creating a viable care-at-home
plan which included hommaker.home health aide asitance

for Mrs. G. with the children,
enabled Victor to continue working
and keep the family together.

The crisis occurred for Elizabeth
S., an elderly widow who refused to
enter a nursing home following
hospital discharge and insisted on
returning home. A desperate call
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from her sister brought immediate
professonal counsel and care-at-
home assistance enabling Mrs. S. to
maintain her independence end
dignity while living at home,

Preventing family breakdown.
dependency and bankruptcy among
self-mantalning low and
middle-Incoene families affected by
advanced cancer is of prime
concern to Cancer Care. By working
with family members who, in most
instances, want to care for their
loved ones at home, we help
patients and families to stay
together and to remain
independent.

In essence, professional
counseling helps people to
mobilize their own strengths,
fosters self-respect and builds
morale during a crisis that could
leave many feeling powerless and
immobilized by fear. Ours is a
human, family-centered approach
rather than medical and disease-
centered only.

When appropriate to the
counseling plan worked out with

social services

Swces of Refetrals

RelotN, FORy Meftben
Ferd. Potr 64 Ow erit

Hosp I " $&vice

Oepciftert Ord
-f~f ptickora 29 per cent

cancer CoreVclidars
soclogerct 7Per cwnt

Oergv. COMoKWO.S
Othes 100 Perad

patient and the family,
supplementary freandal assistance
is given to self-supporting families
to help extend their resources in
meeting the cost of care-at-home
services. During fiscal 1977-78
families required approximately
6M.000 hours of such services.
CancerCare expended upwards of
$660,000 In the effort to ease
financial burdens.

How vital this financial
assistance was becomes clear when
one considers that 61 percent of our
patients were married and that
almost 40 percent were between the
ages of 46 to 64, among the most
productive income-earnng ymr
for any adult.

The Aging
Know
Their Needs

Of the patients served by Cancer
Care. Inc. this year. 63 per cent were
over age 60. and 14 per cent were
women living alone. Growing o!d
carries with it special problems
such as chronic illnesses and living
on fixed incomes amid rising costs.
Many older patients need
infor action and help in applying
for Medicare or other benefits they
may be entided to. Most often, they
want to stay in their own homes or
apartments as long as possible
before hospitalization, or to return
to them following discharge. Many
fear becoming totally dependent on
theircldldren orof not being able to
afford needed care in today's
economy. While many cannot
physically manage without
assistance, they fear the loss of
dignity and Independence that
comes from making their own
decisions even as illness
progress".

7
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Adept at assessing needs and
finding ways to deal with them.
social workers can dissipate such
ferand provide for a patient's
needs. Mrs. Millicent C. a
71-yea-old widow living alone is

ical. Following a mastectomy,
was forced to use a wheel chair

and was persuaded to enter anursn8 home, which she left lust

9 9ed tt what she really
needed and wanted was
homemaker help for 6 to 8 hours a
day to cause the least disruption in
her life.

If I am to be limited by cancer,"
she said,"then I must do everything
I can to remain at home in a manner
acceptable to me."

Social workers deal with older
patients' special stengths.
experience, knowledge and
life-style to help them live each day
as mearnfully u possible.

8 social services

Bereveme*nt
C-~e

Group bereavement couneUngof
spouses is now in Its eighth year at
Cancer Care, Inc. Those who took
pet ds yea benefited from the
experienceofreachlngout toothers
In similar circumstances and
sharing their experiences.

At one meeting, a widow
announced that after many months,
she was finally able to buy a daily
newspaper for herself - a task
performed by her spouse for many
years.

Mrs. loan C.. a rem nv bereaved
widow, gasped that she, too, had
bqgn to think of herself as "really
strange" for not being able to
approach a newsstad. This
information was immeasurablyhelpful to her

Following the shock of loes, a
spouse often experiees disbelief
that wife or husband is one and
may try to continue functboing as
though the partner Is still present.

David G., a widower, saw
resemblances to his wife in people
on the street and actually followed a

women who greatly resembled his
wife. Lucy C, a recently bereaved
widow, expressed surprise that her
spouse was not in the next room.
Joseph D.. a widoww, found himself
telejhfoing his wife as be always
did when away from home.

While individual counseling
remains the most frequently
employed modality for helping the
majority of Cancer Car's clients,
those suited to the group process are
able to express their deepest
feelings and to find support for their
grie.

Stgnlficantly, serious illness and
mortality. common among
bereaved spouses dwin8 the first
twoyearsfollowin thed eth the
patient, has been =.J to be
much reduced in b d spouses
receiving counseling at Cancer
Care. ihnc
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A New

Oftie
In tuna, the agency took a hisoi

st and opened Its first satellite
office n Woodbury, New York, am
the border of Nassau and Suffolk
Counties. Tis now office now
provides more accessible service to
all of Longb land's residents.

Social work staff hav@ already
observed new patterns of servicessnerging at Woodbury. Perhep
because of lts suburban
environment, it Is no unusual for
entr families to come toWoodeur
in the family car at the very fit
visit.

Skft
q~d

The aim of Cancer Care's
education] program is to
strengthen proesional work on
behalf ofth catastrophically Il.
Stf Is encouraged to pa toate In
semiar and meetings In ich
ne developments ame discussed
and new techniques explored.

social services

Graduate students fa regulary
placed at the agency for clncal
training in social work under
RupervfIion. tudy for theirMate's degree =ro the
aceIted schools o social work at
Adeiphl. Columbia, Fotdharn, New
York and Yeshiva Universities.

Publihed by the agency this yea,
ou LIS'EN TO THE~t, document th
dev ttneffects on children of

th rprlgIOU of a parntL
Delinquency a compulsive
behavior can develop, schoolwork
often suffers and psychiatric help
maybe needed The study notes that
bo a child is told about a paet's
illness may be more Important than
what he is told. Of paricular
significance. the study's findings
may a Io have wderelevance to the
suffering children experien at the

ofdarparent for any reason, such
as thr separation and divorce.

Parially fuwd by a grant from
the itlsnFouridetio.ULST
TO THE Q4LDREN! has been
widely distributed to professionals
and laymen throughout this
country and abroad eM is being
used bya score of universities in
courses of dsdy in schools of social
work nuring and medcine

information is shad With otber
professionals through seminars sand
staff members' particiption in
Intend isciplinary confenes.
Socida service staff participated in
the Fourth Annual Educational
conference on Gmie and
Bereavement at Yeshiva Unlversity,
at the YM and YWHA's session on
"iChronc Ines and Death: How to
Cope and Who Can Help;" and at
Stem College for Women's seminar
on "Introduction to Scia) Work"

The agency's (1lm. "A Special
Kind of Care, publications, and
re."t are used for profssonall
education and trainin, and our
research study. The Impoct, Costs
and Consequences of Cotastrophic
Illness on Patierts and Famnlies
published In 1973, isstill togeneral
demand. a

9
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Am"xrt the Td-Skdate Region
Chapter members organized and

held events such as theater
luncheons, outdoor art showv&!d
flee markets to benefit Cancer Care.
Spring brought ogsathoos.
walkathons and bik-a-thons

bphout the tn-state region,
popur events which had the
added attraction of involving both
parents and children.

Deeply Involved In the life of
their communities. Chapter
members also sddressed religious.
school and community groups on
Cancer Care's service program.

During the ', film and stage
swVincent merdnla Modd
Brooklyn volunteers at Abraham
and Strata where he cooked his
favorite recipe, "Spaghetti a Is
Gardenia," to promote the Chapters
cookbook. 'The Best of Brooklyn."

The Araxci LunCheon
More than 1,000 chapter

members and guests attended the
agency's 31st Annual Spring
Luncheon at which the
achievements of outstanding
volunteers were recognized. Martin
G&el was Master of Ceremonies.

Volunteerism. that singularly
American institution by khih
people give voluntarily of their
resources, time and energy to
support a cause they believe in, Is a
pow me behind Qncer Care.

At the core of the agency are
outstanding volunteers. thousands
at dedicated mean and women who
serve on the Board of Trustees and
on such committees u Soca]
Service, Development, Public
Affairs. Affiliate and Contributing
Groups, and as members of 70
cancer Cre. Inc. chartered
Chapters In the tui-state
metropo-itan region of New York.

No les vitAl to the life of the
agency ar* the hundreds of
thousands of contributors
nationwide who gave more than
three million two hundred fifty
thousand dollars in support of the
agency's work. Worthy of special
mention are the many who have
remembered us In their bequests,
wills And trusts.

volunteers
at the
core

and many other stars of stage,
screen and television, presented
service awards to seventeen -Star
Campaigners" who Individually
raised $1,000 or more. Eighteen of
70 Chapters received special
awards and recognition for high
achievements in local fund raising,
new members enrollment. and
dootto-dor amd canister
campaigns.

The 1978 Media Award was
presented at the luncheon to
WNEW.TV's Midday Uve with Bil
Boggain recognition of Its fine
coverage of the agecy's service
program and views in opposition to
dread disease insurance during an
interview with Executive Director
brn G. Buckley in April.

A presentation in recognition of
community service was made to

a .kfg. [ev e mrft if.). Ml a)"wtk Ur. Vl lt,. SM V. l.,nlde rd r+ O4W
8 SOiam 1.L siTWA Me

1075 ANWe LsiW~s

Spectacolor, Inc., for running a
mes e about Cancer Cae on itsgiat ec0,c sign Gos Square.

Early In June hundrds of Cancer
Care's supporters attended apreview performance of the show,
Tribute, with lack loam In his

firs -ng role on Broadway. The
evening's c n Mrs. WilliamSano. and the omittee.

planned a beeutu supper party
following the play, Upstars at
Ca rley ('s.

A gala sponsored by the Minnie
and Abe Bergman League at Its
annual dusk to dawn party wasa
glittering affair, organized by Mr.and Mrs. lack Lms.

The gracious sponsorship by the
Manhattan Chapter of Eastern
Airlines' Slverlmers of ts party.
Solute to New York at the Tower
Suite was a stunning tour de force.
Mrs, James Comerford was
chairman of the Silverliners party.

in November, an exhibition of
Twelve Amerlcns: Mostere of
College at the Andrew ispo
Gallery, drew enthusiastic viewers.
Mrs. John V. Undsay chaired the
socially prominent and vuocesful
preview reception.

The high degree of motivation
and commitment is evident In the
productive efforts of well-informed
and dedicated volunteers who give
generously of their time to support
the agency's services

Under a chairmanship of Mrs.
Paul H. Briger, the Seclel Appeas
GDIZOROw&s highly m'ccessful in
producing substantla~y more funds
than in the previous year.

T"~f Shop
Under the chairmanship of Mrs.

ames A. Hughes, the Generosity
Thrift Shop processed more than
2,500 separate contributions ofthousad ofatiles of clothing.

furmiture, ar and houmold goods.
Due to her unbounded energy and
that of the members of her
committee, sals produced a 20 per
cent incrase over the previous
year.
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14 public
education

As a national, voluntary agency
and a Iadaw in helpignsf emlie to

copewit advm~dcancer. Cancer
Can. Inc. and the National Cancer
Foundation, Inc. views ea most
serious responsibility the
commitment to foster realletic and
te" fearful attitudes toward cearr -
and to inform the public about the
agency's services,

In connection with a vigorous
public affairs program, public

information and education hepa to
shape public attitudes and policy
which encourages demand and
action for Iese costly, morn
comprehensive care for the
catastrophically Ill.

As expressed by the Board of
Trustee$, the agency's views and
opinions on "dread disease"
insurance as impractical, cotly and
of little value, have received
nationwide attention through the
broadcast and print media.

Reference has already been made
to our film, "A Special Kind of
Care." widely used by professional
and lay groups. In addition, the
agency distributed thousands of
pieces oleducational literature &a
responded to thousands ofinqulrlea
on the emotional, social and
financial aspects of advanced
cancer on patients and families.

When significant articles appear
In the print media, such as the
review ofour study. USTrEN TO
THE CLDREi4, inMcCcois
Magazine, reprints are made,
shared with contributors and
volunteers and distributed as a
public service.
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PkmedGMV.

There as many wayln which
you cm help ensure that the vital
services proved by Canr Car.
I willbe available not only this
year, but in the years ahead. In
addition to your annual
contribution, we invite your
consideration of alternative ways of

s your philanthropicinterest.

Planned or Deferred Gtving.tlu S ea a trust,
prVedoO r with Immediate
and future tax benefits.

The Cance Cam. Inc. Pooled
Income Fund offers donom a
ratiW waydmakinggsnow to

gl in te cy's work of
tomorrow. Throu a ift to the
Pooled Income Fund, a
contributor can:

e secure an immediate
charitable deduction for
federal ncome tax

e retain a life Inome interest
for herself (b himself , and/or a
loved one.

Other form of planned Sivins
may include a gift of reel property,
Life insurance or securties.

A bequest ay be made to
support Cancer Cus, Inc.'sprga

Using the form susstdw has.
Memorial Sifts ar another means

of providing living tribute to e
deceased relative or frlnd. All Sifts
are acknowledged with a memorial
card snt to the family. The amount
of the gift Is not stated.

Requests for further information
should be dressed to Cancer Cae,
Irv, Resources Development
Department.

Formo(Beq-*Os

Cancer Care. lnc andThs National Cancer Foundstion, Inc. deeply appreciate
thesupport received from donors who have remembered our services in their
wills. For persons who wish to make a bequest, we suggest one of the follow.
log statements for inclusion in will:

I bequeath to Cancer Care. Inc.. a not-fos.profit corporation of
the State of New York, having Its principal office at One Park
Avenue, New York. N.Y. 10016, the sum o(_. for Its
generl corporate purposes.

or
I bequeath to The National Cancer Foundation. Inc., a
not4or-proflt corporation ofthe State of New York. having Its
principal ofte at One Park Avenue, New York. N.Y. 10016.
the sum of S for its Smerl corporate purposes.
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nj -January 24, 1980

" Ua .m Mr. Michael Stern
Staff Director

PR aime Ckmittse on ?i"=c
Dirkaes Senate Office llding
RoOM 2227
Vashingtou, DC 20510

Dear Mr. Sterna

The board of directors of United Way of Wyandotte County
(se attcbed list) net on January 21, 19800, ad apin
discussed the need for roendlng the tax laws to ali
every taxpayer to 6educt contributiona to charity.

Oar directors believe that every effort mat be made tc
promote the vitality of the private, voluntary sector
which alon can share with Government the responsibility
for providing bunmn services.

Ve further believe that encouragement for charitable
giving should not be denied to a large segment of tax-
payers the opportunity to give mast not become the
province of only the wealthy.

The board of directors has gone oan record endorsing the
Fisher-Coble/NoyihesonPckwod hills and requests that
this endorsement be entered in the records at the bearings
before the Subcommittee on Taxation and Debt NnAgement.

Sincerely,

C. Be Rlund
President

Culdg
cca Senator Robert J. Dole

Senator Macy Landon Kassebaum
Congressmen Larry Vira, Jr.
Congress Jim Jeffries

enclosure

AMOWA 'tssruO Y CAPJAM
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OFICMS AND OAD Of DIRECT s
UNIfED VAT or WYANOTT CUNrY .

I .. . . . . . . .. C 1arles . EkluO4
VICE-PRESIDENT - CAMPAIGN... Frod A. Dunmire
VICE-PRESIDEWT - MANEIT........ ......... Walter C. Ray es
VIC-tSIDWENT * PLANNING & BUDGETING .... Glen f. Deverft
VICt-PRtSIDNT - COMMUNITY DEVELOIERT . ..... Patrick L. Williams
S 3 4 .ETATYY ........... W.lm J. Scrogins
TRASURP .. ,....W.li...am .......... ....... N. Jaketic
ASSISTANT TR ASUMER ....................... . ......... Ruben R. Marques

A. J. Breidenthal, Jr.
Security National Bank of K.C.
One Security Ploas
Mail: P. 0. box 1250 - 66117
621-8485 1982-1

Leslie A. Brillhart (Mrs. Robt. A.)
2647 Minnesota Avenue - 66102
371-7749 1980-1

Vernon L. riescoe
Milltraa Food Stores, Inc.
4231 Clary, P. 0. box S
Kansas City, Missouri 64130
861-5280, Ext. 235 1980-1

•Jama.44,4w- (Deceased 6-7-79)
Lotille 9. brow (Mrs. James H.)
1317 North 12th Street - 66102
311-5513 U,-1980

Clarence C. Caey
Rosedle State Bank & Trust Co.
3500 Rainbow Boulevard - 66103
236-7700 1980-1

Gloria Castor (Mrs. Robt. I.)
2010 Washington Boulevard - 66102
281-5079 1981-1

Kermit 0. Chaney
The Ga Service Company
803 Aratrong Avenue

ii: P.O. OBox 1430- 66117
13120 1982-1

Robert L. Christine
Air Cargo Terminals
3163 Fairfax Trafficvsy
Mait: P. 0. Box 15077 - 66113
371-7900 1982-2

Connie Coburn (Mrs. P. Dwight)
2122 North 43rd Terrace - 66104
287-2234

Rev. Raymond J. Davern
Donnelly College
1236 Senduaky Avenue - 66102
621-6070, Ext. 47

Pat DeGoler (Mrs. James S.)
8015 Everett Court - 66112
299.6192

Daniel B. Dank
McAnany, Van Cleave & Phillips
4th Floor, Security Nat'l. Bank
6th 4L Minnesota Avenue - 66101
371-3838

1982-2-F

1981-2-F .

1982-1

blds.

1981-1

GLCN H. DaWEF? (Yice-Pres. - Planning &
Board of Education Budgeting)
625 Minnesota Avenue - 66101
621-3073, Sxt. 240 1980-1

FRED A. DUNMIRE (Vice-Pre. -Cinpaign)
Conmercial National Bank
601 Minnesota Avenue
1!tLl: P. 0. ox 1400 - 66117
371-0035 1981-2.

CHAR LS I. EKUN)D (President)
Home State Bank
Minnesota Avenue at 5th - 66101
321-3333

Lester C. Fiatte
Commuicstions Workers of America,

Local #6331, AFL-CIO
253 North 35th Street - 66102
321-7709

1980-1

1982-1

(led term)

(End term)

(resigned)
(2d term)

'P
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Officers end board of Directors 1979-S0 (Continued)

Charles T. firth
Ister-State Federal Savings & Loas Assn.
711 Minnuesota Avee - 66101
371-1083 1981-1

Gail Gobie (Mrs. Stanley A.)
Sunshine LTD
125 Oak Street
Sooner Springs, Kansas 66012
441-1850 1e-1981

Welvin C. Heuter
Maner of Productioe 4 Distribution
board of Public Utilities
700 Minnesota Avenue - 66101
281-8100 U*-198

Carl L. Holloway
CAD Assembly Division
Fairfax Plant
100 Kindolberger Road - 66115
281-6206

31

1982-1

herdea Ishne (Krs. Ray V., Jr.)
2103 Washington Boulevard - 66102
321-4020 1981-2-f

WILLIAM M. JAIKtSTIC (Treasurer)
brotherhood Bank 4 Trust
756 Center City Plasa - 66101
321-4242 1980-1

Mon. Norman Z. Justice
Coostrvction & General Laborers'

Locel Union #1290, AFL-CIO
2600 Merriam Lan - 66106
432-1903 or 432-2440 1980-1

3i6MAt-bt-1A~agef-4enOws-ampe Jgn
(Resigned - effective 11/19/79)

1982-1

Rey. Albert M. Lampkin
1408 North 21st Street - 66102
371-3272 1981-1

RUMU R. WAQUM (Assistant Treasurer)
Coronado Federal Savings & Loan Assn.
Indian Springs Shopping Center
4401 State Avnoue
&s P. 0. Box 2423 - "4110
217-2220 1982-2-P

bve.144,.MasshaUlL (Resigned -
effective 7-2-79)

Susan Mases (1116, R. Alexander)
1-1 Viding idge
Qeivir& Like, K.C.K. -4104
1864-3551

Jean o XcLain (rs. truest I.)
4745 Kaskell Avenue - 66104
287-5729

Joseph C. meek, N.D.
Director of Health Care Outreach
Kansas Uiversity medical Center
Second Floor 0A BuildingM -d inbow - 6103
Naomi Murphy (miss)
United Auto Workers Local #31
1019 Vatervey Drive
Mail 3177 Cleveland - 66104
342-7330 or 371-1391

Darrell D. N@ekirk, M.D.
City-County Health Department
619 Ann Avenue - 6101
321-4803

David A. Nichols
Tower State Sank
1314 North 38th Street
mill P" 0. box 2389 - "411037-100

1980-2-F

1981-2-F

at- 2980

1981-2-F

u*-1980

1982-2-F

VALTIU C, RAYNIS (Vice-Pres.-K&anement)
U. S. Post Office Department
1021 Pacific Avenue - 66110
374-4344-5-6 195O-2-F

, duard F. aoacbe
Kenton class Company
1212 Barsett
Mail P. 0. lox 2352 - 66110=- f:16 5

Gary L. Russell
The Shopper Publications, Inc.
340 North 16th Street - 44102
371-6648

Russell 0. Sae
Sun Savings Association
1300 North 78th Street - 44112
334-1800

1982-1

1981-2-P

0-1061

*pnelf-tkhite (Rssigned - effective 10-15-

WImA Jo SCROINS (rs. D.a.) (Sec'y.)
2201 North Sberms - 6101
371-6852 1981-2-F

21

i
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Officers and Board of Directors 1979-50

worue J. Steffey
BmIrdsville State leek
P. O. box 134
2drardaville, Kansas 66113
441.6m0 1982.1

Ros811a Cel1s11l Swisher (Nrs. L. I.)
2317 Noith Early Street - 66101
32116302 1960.1

JOHN 3. TNiKSON (Chm.. Public Iaforms-
The Kasna tie* Comittee)
901 North th Street - 66101
371-4300 VX OFFICIO

ANWRM ThILSTOV (Kecvtlve Director)
United Vay of Vyandotte County, Inc.
710 MNlaesota Avenue
&l1n P. 0. box 1l4a- 66117
M-3674

Ceetiued) 3.

iekh-I.-4t44e (,atilPdebeffectiv, 9/17/79)

Betty J. White (Mrs. Lather 0.)
0D K Tire Service
919 Troup Avemue - 66104
621-1155 or 334-4903 U6-I%6I

PARICK.- L6-ILUAS- (VcePveS.. -CouDIty
Developnot)

(Asoiped-effective 9/17/79)

Jack York
AFL-CIO Tri-Covuty Labor Council of

Sisters Knsas - United Steel Wrs.
of America 4991

Mas 47 South 58th Terrace - 66102
3374K 1981-2-

Mary Ruth Vulich (Mrs.)
2106 Chester Court - 66106
631-46582 1980-2-F
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STATEMENT OF HAYDEN W. SMITH,
SENIOR VICE PRESIDENT

COUNCIL FOR FINANCIAL AID TO EDUCATION, INC.

BEFORE THE
SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT

SENATE FINANCE COMMITTEE

IN REGARD TO THE MOYNIHAN-PACKOOD BILL, S. 219

February 25, 1980

Mr. Chairman and Members of the Committee:

I am pleased to have this opportunity to submit a written

statement to the Committee on behalf of the Council for Financial

Aid to Education (CFAR) In regard to S. 219.

The Council for Financial Aid to Education (CFAE) is a

nonprofit service organization which promotes voluntary support

of higher education from all sources, but particularly the cor-

porate community. The Council itself neither collects nor disburses

funds. It is supported by annual contributions from over 400 leading

American corporations, and is governed by a board of directors con-

sisting of ten college presidents and twenty corporate executive

officers.

Under present law, a deduction for charitable contributions is

allowed to individual taxpayers if and only if they itemize all

their personal deductions in arriving at taxable income. Some

saving in tax liability is possible for any taxpayer so itemizing

provided that charitable contributions and other itemized deductions

exceed the "zero bracket amount" appropriate to the taxpayer's filing

status. In addition, present law treats a deduction for charitable

contributions as an item of tax preference for purposes of the

alternative minimum tax and the maximum tax.

60-529 0 - 80 - 35
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The proposed legislation, S. 219, would change the law so that

charitable contributions would be allowed as a deduction from gross

income in arriving at adjusted gross income. Thus, the deduction

would be allowed in addition to a taxpayer's zero bracket amount,

and the charitable contributions deduction would no longer be treated

as an item of tax preference.

The net effect of this change would be to allow all taxpayers

to deduct their charitable contributions, whether or not they

otherwise itemize their personal deductions. Such a change in the

law has long been advocated by CFAE, as evidenced by the attached

resolution of its Board of Directors, dated June 10, 1977, and the

CFAE continues to believe that this legislation is in the national

interest.

While there are a number of arguments in favor of this bill

that arise from the realm of political and social philosophy, they

have already been articulated clearly by Representatives Fisher and

Conable, Mr. John Gardner, and others in oral testimony to the

Committee on January 30 and 31, and need not be repeated here.

CFAE subscribes to those arguments and endorses the philosophical

principles upon which they are based.

I should like to argue in favor of this legislation on grounds

which arise from the principles of economics and the theory of

taxation. These are matters which deal with equity, logic, and

efficiency. There are three points to be made, all of which support

the objectives of this bill: (1) the proposed treatment of charitable

contributions for tax purposes is more consistent with the economic



645

STATEMENT OF HAYDEN W. SMITH 3

character of charitable giving than is the case under present law,

(2) the proposed legislation would provide incentives for higher

levels of charitable giving than at present, not only because

Professor Martin Feldstein's econometric model supports such a

conclusion, but also because the logic of economic analysis

supports both Professor Feldstein's model and the conclusion, and

(3) the additional incentives for charitable giving would result

in significant increases in the amounts of charitable giving across

a wide spectrum of income brackets, Increases which in the aggregate

would exceed the loss of tax revenue to the Treasury.

The first point is one which, to the best of my knowledge,

has not been mentioned in prior testimony. The treatment of

charitable contributions as an allowable deduction-from adjusted

gross income In striving at taxable income is tantamount to

characterizing such contributions as personal consumption ex-

penditures. All the other items which are allowable deductions

are indeed consumer expenditures, and they are deductible either

because they reflect involuntary outlays as a result of accident

or illness or a lose due to a casualty of some sort, or because they

reflect outlays for certain taxes paid to state and local governments,

or because they reflect outlays for purposes which society wishes

to encourage. In all these instances, the expenditure provides

either a direct benefit to the taxpayer or a partial offset to an

inadvertent worsening of the taxpayer's physical health or economic

condition. All of these expenditures represent outlays for which

the taxpayer receives goods and services in return.
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None of these characteristics apply to charitable contributions.

A charitable gift represents an outlay not for goods and service.

received and for which there is no direct benefit to the taxpayer.

In economic terms, charitable gifts are not contemr expenditures,

rather they are income transfers.

Transfer payments of this type are well recognized in the

descriptive format of macroeconomics. In our national income

accounts, for example, all payments by government, business, and

consumers not for goods and services currently produced are excluded

%;4ros the definition of the gross national product,, the net national

product, and the national income itself. Transfer payments reflect

a wide variety of transactions in which money is-disbursed not in

exchange for goods and services rendered but as a form of income

redistribution. They do not add to the total of income yallable

for spending but merely reallocate the income that is available..

The picture for the individual, or the household, is much the

same as for the national economy. Income can be, and is, transferred

as unilateral payments either as a voluntary sharing of that income

or as agreed upon under some arrangement between the parties.

Charitable contributions are examples of the former; alimony

payments are examples of the latter. The common characteristic of

all income transfers is that the payment involves a reduction in

the level of income available for the individual's enjoyment, not

an expenditure for which he or she receives something in return.

That being the case, it is much sore appropriate for income

tax purposes that charitable contributions be allowed as a deduction
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from gross income in arriving at adjusted gross income than that

they be allowed as a deduction from adjusted gross income in

arriving at taxable income. The treatment of alimony payments

under present law reflects the income transfer characteristic

of those transactions; similar recognition should be accorded to

the voluntary gifts to charitable organizations made by all

taxpayers.

As I understand the structure of the British-income tax,

charitable giving is explicitly-recognized as an income transfer,

and income so transferred is not taxed to the donor. The general

principle involved is that any taxpayer may transfer income to

another entity under prescribed legal arrangements and that income

so transferred is then taxed to the transferee not the transferer.

Where the transferee is a recognized charitable organization, it

is tax exempt; hence, the income transferred to charitable

purposes is not taxed at all.

The net effect of our present law is precisely the same, but

only if the taxpayer itemizes his or her charitable giving and

other personal deductions. For the nonitemizer, income transferred

to charitable organizations by gift is not explicitly recognized as

such; hence, it is subject to tax just as though it were retained

by the taxpayer and spent for personal enjoyment. The Moynihan-

Packwood bill would correct this inequity by giving recognition to

charitable contributions as transfers of income rather than personal

consumption expenditures.

The second point I wish to make is that the deductibility of

charitable giving for tax purposes provides an incentive for the
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taxpayer to give more than he or she would if such contributions

were not deductible. This is not the same thing as saying that'

the deductibility of contributions Influences the taxpayer's

decision to give or not to give. Clearly that decision reflects

nontax considerations such as philosophical conviction, religious

belief, charitable instinct, peer pressure, and simple altruism.

What, the tax deduction does is to influence the amount of giving

once the decision to give has been made.

The way in which this works can easily be described as a

theoretical principle of economic analysis. We begin with the

simple observation that the amount of an individual's giving depends

on the cost that he or she is willing to bear in terms of income

foregone. In circumstances where there is no income tax, or where

there is an income tax and charitable contributions are not deductible

at all, the cost of a gift to the taxpayer is equal to the amount

of the gift.

Under an income tax situation, however, where charitable

contributions are deductible, the after-tax cost to the taxpayer is

something less than the amount of the gift. This arises from the

fact that the deduction results in a decrease in tax liability as

compared to what it would have been had no gift been made and

deducted from taxable income. This reduction in tax liability,

or tax savings, decreases the net after-tax cost of the gift to the

taxpayer. As a result, it is possible for the taxpayer to increase

the size of the gift without incurring any increase in the cost of

the gift as compared to what it would have been had the gift not

been deductible.
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The numerical amounts involved are a function of the applicable

tax rate to which the taxpayer is subject. That is, the amount of

the tax saving, the amount by which the net cost of the gift is

reduced, and the amount by which the gift can be increased depend

on the tax bracket, or marginal tax rate, which applies to the

taxpayer's taxable income. The higher the tax bracket, the larger

all the amounts are.

One or two examples will illustrate the operation of this

principle. If the taxpayer is in the 14% tax bracket, the net

cost of a one dollar gift to charity, after tax, is 86 cents,

because the deductibility of the gift reduces taxable income by

one dollar and reduces the taxpayer's tax liability by 14 cents.

Assuming that the taxpayer is willing to bear a cost of one dollar

after tax, the actual gift can be increased to $1.16; a gift of

$1.16 reduces taxable income by that amount, and with a marginal

tax rate of 14% the taxpayer's tax liability is reduced by

16 cents, leaving a net cost after tax of one dollar.

Similarly, if the taxpayer is in the 32% tax bracket, the net

cost of a one dollar gift to charity, after tax, is 68 cents, because

the deductibility of the gift reduces taxable income by one dollar

and reduces the taxpayer's tax liability by 32 cents. If the taxpayer

is willing to bear a cost of one dollar after tax, the actual gift

can be increased to $1.47, because a gift of $1.47 reduces taxable income

by that amount and the 32% rate reduces the tax liability by 47 cents,

leaving a net cost after tax of one dollar.
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In general, where the marginal tax rate is r, the amount by

which a taxpayer can increase the size of his or her gift, without

incurring any increase in the net cost of the gift after tax, is

1/l-r. 'And the higher the marginal tax rate, the larger the mount

by which the gift can be increased. In actuality, other provisions

of the tax law can make the calculation more complex, as in cases

where the taxpayer is subject to the minimum tax or the maximum tax.

And where gifts are made in the form of appreciated property, which

if sold would give rise to long-term capital gains subject to tax,

the potential for increasing the size of the gift is greatly enhanced.

If the net cost after tax is viewed as the "price" of giving,

as in Professor Feldstein's analysis, the relationship between the

tax rate and the amount of charitable giving becomes quite clear.

The lower the "price," the larger the amount given; the higher the

"price," the smaller the amount given. This relationship is in

addition to the effect of income alone. As income rises, taxpayers

give more to charity because they have more to give and because the

net cost after tax per dollar of gift decreases. The value of

Professor Feldstein's studies in this area lies in the fact that

hq has been able to separate the income effect and the "price"

effect associated with the levels of charitable giving. And it is

hardly surprising that his best estimate of the price elasticity

of giving (i.e. the sensitivity of changes in giving to changes in

price) is approximately -1.3 for the entire taxpayer population.
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This single number is obviously a weighted average of 'the price

elasticities applicable to all individual taxpayers. In theory,

the price elasticity facing any individual taxpayer is inversely

related to the marginal tax rate in such a way that the effect of

deductibility versus nondeductibility would range from -1.16 for those

in the 14Z tax bracket to -3.33 for those in the 702 tax bracket.

A price elasticity of -1.3 corresponds to a marginal tax rate of

about 242, the tax bracket for Joint returns with taxable Incomes

between $16,000 and $20,200 under curren; law. In a rough way,

this income bracket represents the average level of taxable incomes

weighted by levels of giving.

Professor Feldstein's results, therefore, are supported broadly

by the logic of economic analysis. Giventhe level of cost that

taxpayers are willing to bear as a result of charitable giving, the

deductibility of contributions makes it possible for then to increase

the amounts of their gifts over the level that is equal to that

cost. The higher the marginal tax rate, the greater the amount by

which giving can be increased without any change in the net cost

after tax. Under such circumstances, it is easy to understand that

a change in the "price" of giving would lead to a more-than-

proportionate change n the amount of giving.

This brings me to the third point. The empirical studies by

Professor Feldstein and others aimed at estimating the differences

in the price elasticity of giving at different income levels have

generally led to unsatisfactory results in terms of statistical

confidence. While it is possible to say with considerable confidence
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that giving is very responsive to changes in price (i.e. tax rates)

for the taxpaying population generally and for the upper income

groups in particular, it is not possible to be equally certain

about taxpayers in the lower income groups. The measurements are

contradictory and inconclusive.

Treasury has interpreted this to mean that there may well be

little or no increased giving as a result of S. 219. It is argued

that those who do not now Itemize their deductions are essentially

those in the lower income brackets who are not sensitive to the

price of giving, that nonitemizers already make. substantial gifts to

charity without any tax incentive whatever, and that a change to

above-the-line treatment of contributions would cause a sizeable

loss of tax revenue without inducing a comparable gain in total giving.

This interpretation fails to take account of the sheer size and

income distribution of those who do not itemize, :According to IRS

estimates, there will be some 64.1 million taxpayers utilizing the

standard deduction rather than itemizing their deductions for 1979,

and this number represents 692 of the 93.0 million tax returns

expected to be filed. According to the staff of the Joint Committee

on Taxation, it is estimated that some 71.0 million taxable returns

will be filed for 1979, and that 43.2 million, or 60.12, will be

nonitemizers. These two estimates indicate that there will be

22 million nontaxable returns for 1979. It is obvious that S. 219

is likely to have little if any influence on the charitable giving

or the taxes paid by this body of taxpayers.
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However, the income distribution of the taxable returns reveals

much about the potential impact qf S. 219. According to the report

of the staff of the Joint Comittee, Individuals with incomes of

$15,000 or more make up 33.82 of all nonitemizera filing taxable

returns, and for all taxpayers with incomes of $15,000 or more

nonitemizers account for 38.6% of the total. These taxpayers face

marginal tax rates of 24Z or higher and constitute the income groups

for which the theoretical price elasticity has an absolute value of

1.3 or more. Furthermore, a recent Gallup survey reveals that for

income groups of $15,000 and over, charitable gifts by itemizers

averaged more than three times the charitable gifts of nonitemizers.

It is not necessary to assume that S. 219 will automatically

and immediately induce nonitemizers to give at the same levels as

itemizers; clearly there are factors other than the tax incentive

that influence the levels.of charitable giving and some of these

..are correlated with the question of itemization or nonitemization

under the present law. However, the relative importance of those

with above average incomes among nonitemizers and the relative

importance of nonitemizers among thooe with above average incomes

are both so great that the overall impact of S. 219 is virtually

certain to be significant. The bi-i will reduce the "price" of

giving by an appreciable amount for a very sizeable segment of the

taxpaying population in the middle and upper income groups.

It is, indeed, precisely this segment of the p9pulation from

which most of the effect of S. 219 is likely to be dgrived. Among

nonitemizers, the average amounts of charitable givinj for taxpayers

in Income brackets above $15,000 are substantially larger than those

for taxpayers in income brackets below $15,000. This being the case,
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and given the relatively high price sensitivity of giving by those

with incomes above $15,000, it follows that a disproportionate amount

of the total additional giving induced by S. 219 will come from these

middle and upper income groups.

In one of Professor Feldstein's simulations of the 1978

counterpart to the Moynhan-Packvood bill-, 60% of the total increase

in all nonitemizers' giving was accounted for by those with incomes

of $15,000 and over, despite the fact that the number of nonitemizers

in these groups was only about a third the number of itemizers with

incomes below $15',000. The combined effect of higher levels Of average

giving and greater sensitivity to reduction of the price of giving

was more than enough to offset the numerical disadvantage. The

further increase of the zero bracket amount in 1979 would logically

suggest that those with incomes of $15,000 or more will account for

even more than 601 of the induced giving if the provisions of S. 219

are adopted.

The sheer number of taxpayers with taxable incomes below $15',000

is so large that the total amount of induced giving by this segment

of the nonitemizer population will not be insignificant even though

the average increases may be quite small. The:e are 28.5 million*

taxpayers in these low income groups with taxable incomes; while they

do not itemize, they do give in the range of $100 to $250 to charity;

while they are less sensitive to changes in the price' of giving than

are those with higher incomes, the change in the law will induce them

to give sore. Whatever the total amount of induced giving by these
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low income taxpayers, that gain taken together with the very large

amounts of induced giving by those with $15,000 or more of taxable

income adds up to an increase in charitable contributions in

excess of the loss of tax revenue to the Treasury.

These considerations lead CFAE to favor the passage of S. 219

even though the share of any overall increase in giving that

accrues to higher education may well be quite small. In addition

to all the noneconomic arguments advanced by others in favor of

this legislation, the questions of economic equity, logic, and

efficiency lend support to the desirability of this proposed change

in the tax law.
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EChMD PM TUB MINUTES OF THE BOARD OF DIRECTORS MEETING OF
JUME 10, 1977, PA(ZS 3 AND 4.

Resolution in regard to Federal Tax Legislation

The chairman referred the board to a resolution recomending that chari-
table contributions be alloyed as a specific deduction from income for all
taxpayers in addition to the standard deduction. He noted that a like
resolution has been adopted by The United Way and other philanthropic
organizations and the Executive Comaittee recommended its adoption by the
Council.

O6 motion duly made, seconded and unanimously carried, the following reso-
lution was adopted:

The Board of Directors of the Council for Financial Aid to Educa-
tion, Inc., having noted that the progressive expansion of the
standard deduction in the federal income tax hae induced nearly
threse-fourthe of all individual taxpayers not to itemsie their
charitable contributions and other personal deductions, and that
noniteafiing taxpayers are denied the specific tax incentives for
increased charitable giving available to itemisinS taxpayers,
recognizes that the progressive expansion of the standard deduction
has had and will continue to have undesirable effects on the total

amount of individual charitable contributions and on the composi-
tion of that amount of charitable giving asong taxpayers in various
income groups, end adopts the following resolution

"RESOLVED, that the Board of Directors of the Council for Financial
Aid to Education strongly supports the charitable'deduction feature
of the federal tax isw as the most equitable means of giving all
taxpayers the opportunity to support, and to be involved in, the
voluntary charitable enterprises of their choice. The Board recom-
mends that charitable contributions be allowed as a specific
deduction from income for all taxpayers, in addition to the standard
deduction. The Board further recommendsthat this resolution be
made known to all interested parties, especially the leadership in,
and supporters of. higher education, urging them to take appropriate
action in support of this position."

There being no further business to come before the meeting, the meeting

vas adjourned at 12:00 noon.

Respectfully submitted,

/au Anne Ellison
Secretary
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United Way oF cEmAL .imsu, INc.
KII 1) 2wM .i O 1 2 4 4 7 -3nS 32 Foed Av.PO rtU~ioniJs~

March 5, 1980

'Mr. Michael Stern
Staff Directoe
Committee on Finance
Diriken Senate Office Buildin
Room 2227
Washington, D.C.

Dear Mr. Steru

Ene1ceed please find a copy of United Way of Central Jersey's

Resolution with regard to the Flsher-Conable/Moynlhan-Packwood

Bills. Please note that the United Way Board of Trustees voted

unanimously to adopt this resolution at its board meeting on February 7,

1980.

-/ Rosalie Burns Davis
Executive Director

RBiD/sjk
Encloswe
ee. United Way of America -

Government Relations Division



RESOLUTION

WHEREAS, th Fisher-Conable/Moynihan-Packwood Bills allow* all
taxpayers a deduction for their Charitable gifts whether they itemize pr nnt; an

WHEREAS, the Fisher-Conable/Moynlhan-Packwood Bills reduce taxes
for those who need It most, i.e., moderate Income Americans; and

WHEREAS, almost 60 percent of the benefits go to families with
income of less than $20,000; and

WHEREAS, charitable giving to Institutions supported by these
Americans is increased by an amount larger than the tax revenue losses; and

WHEREAS, philanthropy - the private and voluntary giving of time,
money, and labor - plays a far larger role In the United States than any other
country; and

WHEREAS, Americans annually donate to various non-profit organi-
zations over $30 billion and an equivalent amount in philanthropic volunteer
work; and

WHEREAS, this non-profit segment of the private sector reaches Into
almost every field of human interest, supporting an Incredible variety of
institutions, agencies, organizations and local community efforts; and

WHEREAS, taken aU together, those human service efforts constitute
an indispensible part of American life;

+,

NOW, THEREFORE, BE IT RESOLVED, that there be entered into
the Minutes of the United Way of Central Jersey, Inc. Board of Trustees
meeting on February 7, 1980 our unanimous approval and support of the
Fisher-Conable/Moynihan-Packwood Bills; and

BE IT FURTHER RESOLVED that a copy of the Resolution be
forwarded to Michael Stern, Staff Director, Committee on Finance, Dirksen
Senate Office Building, Room 2227, Washington, D.C. with copies forwarded
to United Way of America's Government Relations Division; and

BE IT FURTHER RESOLVED that copies of the Resolution also be
forwarded to Senators Harrison A. Williams, Jr. and William W. Bradley and
Representative Frank Thompson, Millicent Fenwick, and Edward J. Patten
with a request for their co-sponsorship of the Bills.

Adopted: February 7, 1980

John M. Cooney, President
United Way of Central Jersey, Inc.

ATTEST:

Mam-"A.A R3h-crctary



559

Box 866
Custer, So. ak. 57730
Pebrugry 05, 1980

Mr. IlchaeL Stern, Staff Director
Dirkson Senate Office Building, Room 2227
Washington, D. C. 20510

Dear Mr. Stern;

Herewith is my written testimony in support of the Charitable
Contributions Bill No. S.219 sponsored by Senators Packwood and
Moynihan and 29 Senate co-sponsors.

This bill would permit donors to deduct charitable gifts
whether or not they itemize their other deductions. I feel this
is very important because an increasingly larger Portion of our
population is falling into the Senior Citizen category, as well as
many others who would have an incentive to give to charities if
there was a tax break.

Charities state in large print, 'Your contribution is tax
deductible", however this is true for only a select few who fall
in a tax.bracket where itemizing charitable gifts is worthwhile.

Certainly, in a time when we are talking about "equal rights"
for everything else, it is time to have an equal right to deduct
charitable contributions for all and not Just the wealthy.

"In God We Trust" Is on our coins, and we call ourselves
a religious nation, yet tax incentives discourage putting more of
our money behind our religious beliefs. Certainly, our beliefs
ought to be deeper than whether or not we can get a tax deductions
but a tax break wohild provide a better motivation to increase the
giving of money as well as time and talents to the church of
our choice.

As Senators Moynihan and Packwood have qtated, the time has
come for a further change intended to bolster philanthropy, to
allow *11 taxpayers with generous impulses--not Just wealthy ones
who itemize--to obtain the benefit of a charitable deduction.

We must not transfer our responsibility for human welfare
to public agencies u

Bill No. S.219 would take a long stop toward the strengt.enlng
of some of the most worthwhile institutions and organizations in
the society, and toward the reinforcing-of one of he noblest
impulses that mankind possesses.

Please vote YES in favor of Bill No. S.2191

Sincerely,

Dorothy Deoicate (Mrs. Donald)

cc: Rep. James Abdnor
Rep. Tom Daschle
Sen. George McGovern
Sen. Larry Pressler

60-529 o - so - 36
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/Volunteer Services Council
FOR WICHITA FALLS STATE HOSPITAL

Box 300
Wichita Falls, Texas 76307

March 7. 1980

Rmchael Stern, Staff Direotor
Cowettee on Finance
Dirkace Senate Office Building
Rom2227

Washington, DC 2010

RE: Moynihan-Packwood (S. 219) Bill

Deer Sir:

The Volunteer Services Council of Wichita Falls State Hospital, Wichita
Falls, Texas, has passed a resolution endorsing the Moynihan-Paokwood
(S. 219) Bill and requests that this endorsement be entered into the
hearings' official records.

The passage of this bill would permit taxpayers to take a ddduction
for their charitable contributions regardless of whether or not they
itemize their income tax returns and would help to offset the loss in
contributions that has accompanied the recent increases in the level
of the standard deductions.

Without the bills' passage, the current trend of erosion in private
giving is expected to continue at an accelerated pace thus weakening
the ability of charitable organizations to respond effectively to cow=a-
nity needs.

The passage of 8. 219 is needed and highly encouraged.

Sincerel,

Vice-Chairman

Volunteer Services Council

LO/db

c
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MILLSAP. MILLSAP & THOMPSON
A7YORNrvs AT LAW

"4A. Lt.AP $m NOR?. S ArCTS ADOOS
iOI T 94t -LLWSAP, JV WOODLAND. CALIIrON tA O#96S 0. . B

March 31, 1980

Mr. Michael Stern, Staff Director
Committee on Finance, Room 2227
Oirksen Senate Office Building
Washington, D.C. 20510

Re: S1825, S1984, S2220

Der Mr. Stern:

On January 17, 1980 I sent a report to the Secretary of Agriculture
under his program entitled "Structure of Agriculture" in which I discussed
the Impact of federal estate taxes on family farms, and also the 160-acre
limitation under the federal reclamation law. The following are excerpts
from that report which deal with the federal estate tax law.

I have just completed trial of a lawsuit In Napa County Superior
Court, California, relating to approximately 13,000 acres of grazing land
located in Glenn County, California, and which was the principal asset
in a decedent's estate. The decedent left a surviving wife, and two
adult sons. The cash and other liquid assets were Insufficient to
discharge the federal estate tax obligations. Also, the decedent
probably could not have qualified as a participant in the farming
operations although the estate did, In fact, obtain a ten-year extension
for payment of the federal estate tax as a closely held business at the
time he filed a return. While the lawsuit involved charges of
mismanagement against the corporate executor, It did touch upon the
subject matter of all of the above three mentioned bills.

The Internal Revenue Service estate tax attorney who testified in
this matter was uncertain as to whether or not the ten-year extension
would have been extended upon audit. However, it does appear that it
would have been a considerable hardship If the extension had not been
allowed. I do not know what S2220 provides, but If It would in any
respect aid the continuation of family businesses during the transition
period following the death of a key family member, it is badly needed.
The principal problem arises in many decedent estates involving family
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farms or closely held businesses simply because the Impact of the
federal estate tax is too severe at those levels. The following Is my
statement to Secretary Bergland regarding the Impact of the federal
estate tax on family farms.

We are now finding that the reclamation laws are being interpreted
and utilized for the benefit of large farm operators on ti-e one hand and
to the detriment of the small operators for whom the Reclamation Act
was designed to help. We see the same situation occurring in regard to
the federal estate tax lawl

The fundamental purpose of the federal estate tax law was not to
develop tax receipts for the United States government. In fact, the
amount of taxes generated from the estate tax law is almost miniscule

,compared to taxes collected from the Income tax law and other sources.
In enacting the estate tax law the Congress had a social purpose In
mind rather than a tax collecting device. That purpose was to prevent
the accumulation of huge estates. In a sense it was a form of socialism
as it did attempt to prevent the accumulation of huge estates and to
give some Impetus to a wider distribution of wealth among the people. I
enclose for your consideration an excerpt from the third edition (1964)
of "Federal Income Estate and Gift Taxation" by Boris I. Bittker,
Professor of Law at Yale University. It is clear enough from this
article that what I have just said regarding the purpose of the law is
correct.

It would be difficult, if not impossible, to question the estate tax
law if it had been enacted for the fundamental purpose of raising revenue
On the other hand, if it was based on a social purpose as I have
already Indicated, then it is always open to question as to whether or
not that social purpose is being accomplished by the law enacted for
that purpose. I think th.it the law has failed in its purpose.

Under the federal estate and gift tax law prior to passage of the
tax reform act of 1976, the tax rate for a person with a six million
dollar estate was 70% and increased to 77% up to 10 million dollars. The
tax on a 10 million dollar estate would amount to approximately six
million dollars. The decedent's heirs would then receive about four
million dollars.

Under the tax reform act of 1976 the rate of 70% is achieved at
,five million dollars, but the rate never goes higher. For the next five
million dollars, up to 10 million dollars, the estate would pay seven per
cent less than under the old law, or a total of $350,000. This saving
would be available also for every five million dollars beyond that. A
man with a one hundred million dollar estate would pay approximately
$6,650,000 less than he would have paid under the old law. With
inflation there are literally thousands of ten million dollar estates.
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Some benefit under the new law has been obtained by Increasing
the level at which the estate tax has Its Impact, and this Is a distinct
advantage to estates up to approximately $350,000. Under the old law
an estate of $350,000, would $350,000, would have approximately $275,000
as taxable estate, and this would be taxed at approximately $70,000.00.
Under the new tax law, a $350,000 estate would be taxed at approximately
$62,000.00. Now, most active farmers usually have by the time of their
death accumulated easily $350,000 In net assets subject to taxation. It
is clear that a farmer leaving an estate of $350,000 is not substantially
better off under the new law than under the old law. As a matter of
fact, he is worse off Inasmuch as the gift and estate tax have been
unified into one tax. The benefits the farmers and other small business
people could achieve from making gifts during their lifetime under the
gift tax law, and then passing the balance of the estate under the
estate tax law have all been lost with the exception of annual gifts of
$3,000.00 to each donee. For the small operator this loss is enough to
bankrupt the estate and cause its liquidation. This means that the
farmer's son cannot Inherit the land and continue the family farm
operation on the one hand. On the other hand the farming assets will
pass to larger operators who have the resources to purchase the property.

It Is interesting to note also that under the old law a net estate of
one million, dollars would pay a tax of approximately $300,000. Under
the new tax law a net estate of onq million dollars would pay a tax In
just slightly more than that amount. Under the new law the estate
would be in the 41% tax bracket and under the old law the estate would
be in the 39% bracket.

I know from thirty years of law practice in my home community,
which is primarily agricultural, that the impact of the federal estate tax
is rapidly becoming rather devastating. This is particularly true for
estates in the ranges that I have mentioned.

Now, what great social purpose Is being accomplished by the
federal estate tax law in this day and age? Certainly, under the old
law at a time when it was originally enacted and up until about 1950,
the estates of family farmers and small business people were In lower
brackets. After that date and up to the present time inflation has set
in such that these people are severely penalized by the very law that
was supposed to affect only large estates. It's the little guy whose
wealth is being "more widely distributed". The combining of the gift
tax with the estate tax was a further blow to the small businessman and
family farmer.

It also should be noted that the small businessman or family farmer
does not have sufficient assets to be able to utilize other tax saving
devices such as foundations, heavy Investments in other tax shelters,
and the like. There are also other tax benefits that are available to
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special groups such as oil companies, etc. which are not available at all
to the family farmer or small businessman. He Is also usually In debt,
and often has low cash reserves In order to continue business. He Is
the least able to suffer a tax bite In the form of death taxes.

There Is not doubt that the tax law Is taking 70% of a tycoon's
estate Is dealing his family a substantial blow. For example, out of
$100,000,000 estate they would have left only about $30,000,000. That
is pretty tough Actually, It may change their method of operation,
but It.won't put them out of business nor cause them to change their
lifestyle In the slightest, nor will It prevent a son or daughter from
getting a start In the same type of business.

On the other hand, when a small businessman or family farmer
dies, his estate Is so decimated that the operation Is likely to go out of
business and the opportunity to continue in business for his heirs is
lost. Considering these two situations, one Ohnot help but realize that
the purpose of the estate tax law, as In the 60se of the reclamation
law, has been completely perverted. The people who were Intended to
be helped and preserved have become the victims of that very lawl

It seems to me that if It is desirable In this country to maintain a
large middle class of Independent business and farming people as a
matter of social policy, that we could best accomplish this by confining
the Impact of the federal estate tax to much higher levels even than
those now proposed. Raising the estate tax credit to $70,700.00 Is
some help, but it Is terribly inadequate to rectify the Injustices that
were created by the 1976 tax reform act. Personally, I do not believe
that the gift tax and the federal estate tax should have been unified
Into one tax structure, but should have been left divided Into two
separate taxes, each having their own rate structure and exemptions.

f truly yours,

ssell s
MILLSAP, MILLSAP & THO PSON

RM/cr

cc: Bob Bergland, Secretary of Agriculture
Senator Alan Cranston
Senator S. I. Hayakawa
Senator Harry Byrd
Congressman Vic Fazio
Mr. Kelsey Hatcher
Mr. James Long
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Federal Estate and Gift Taxation

Introduction

The ;axes Ih;t are the subject of Part iT ire not imnrnant xcurcr nf Uivern-
nitm rcvcinm-. "t'lh Fcdca iai Govcrnment las collected $40 to $100 billion in taxes
i-itially sinc e World War I[- of this anotant, estate and gift taxes have yielded

only between $0.5 to $2.0 billion a year. With heavy commitments for arms and
foreign aid in prospect for some time to come, total tax levies are not likely to be
greatly reduced. But state and gift taxes will continue to produce only a modest
part of the total, and any future increases in total collections are likely to be ac-
conmpanied by a decrease in the relative contribution of the estate and gift taxes.
The reventuc from these taxes is dwarfed not only by the enornious yields from
the taxation of pcicsonal and corporate income; it is meager even by comparison
Wilh the fedlta'il alaxtes ol alhollol.,and tobacco, lIet-Gor World War 11, estate and
gat taxes contrilitetil a larger share -o total federal tax revenue than they have
since, their proportion during the fiscal period 1935-1941 being about 7 per cent
of the tot l. ltit during that periml, total federal tax collections averaged only
$5 billion pir )ear -a low level, which, unhappily, is not likely ever to be ap-
proarlird again.

Raising the rates would increase the yield of the federal estate and gift taxes.
btit tc) fazeset.able increased would convert them into seriousLonI titor$ of the
frih. imoiner lax. [i sart. e5en I! a t or;docir fontt Were to-tran smute-the
ICl,al c.tatc tax into an cs that neassue. taking 100 per cent of the nact estate,
its viiciT w nihl itill be oath a sniall part of total tax revenues. Estate tax returns
hiet'cii t1 i, for exataiple, reported net estates (gross estates less allowable deduc-
tiomns for ftni ral and administration expenses. debts, charitable bequests, and so
oa,) aggicgatiag VII.A billion. Outright confiscation of these estates, then, would
hay€ pratited -a:long with a group of new Cmngressmen, no doubt -only
abott 12 per tent of total federal expenditures for that year. If the present ex.
eniption of $60,X) per estate had been allowed by the hypothetical Congress, the
yieli wo uld have been reduced to altmut $6 billion. In the same year. federal in-
conic and excess profits taxes produced about $62 billion in revenue, and the fed-
erul taxes o) :,h ohol and tobacco a total of more than $5.1 billion. It is not
suiplising. icia, that when cold anti hot wars have created a Iced for more hil.
lions iii gi'ei liteic aevcnue ina rccelit years, Congrcss has raised these fuids by
incacasing the income tax rates, rather thli by changing the estate arid gift tax
schedules.

Nult' goriari.s, tot)o, have looked clecwhcre than to death ind gift taxes to
satisli the iied for fuiids. l)urilig tie si'al year 1962, for example.death antd
gift taxes pioi it cd for the states only lboUt $0.5 billion out of abotit $2.6 billion
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in tax collections, or about 2.5 per cent of the total; in only two states (Coll
cut anti New Hampshire) did the yield from these taxes represent 5 per cl
tnore of total collections. Their yield was relatively somewhat niore iiliix
before World War Ii, but even tlen they ranked much behind collectiolls
state taxes on retail sales, gasoline, tobacco, alcoholic beverages. and molul
hicles.

The raising of revenue, of course, is not the only function of taxation. Itr
some taxes are not expected to produce any revenue: if tile Trca.surv relpo
sharp increase in the yields from the taxes on adulterated and reioivated h
filled cheese, ftrerms. or narcotics, Congress would not applahtd Imt lather

* start an investigation.
tlhronstrained by a conception of taxation for revenue only, (ilemI

ecor*nmists have stresiedt the crntribution Ihat taxes may make toward stahi
the national economy.

In this view, tax policy may b<- a Contercvlival weaplm. delil.raiel
ployed to combat mamc-dcpressive Iluctntions of thel1busine.s c. (le. lhus
iillation threatens, tax:tion can be used to sop tip excess rotsu,,tr ptird
power. to discourage investment, or to encourage savings. By reducing t1
uland for goods and scrvkces, such tax collections would serve i imderte ot
veuit inflation of the price level. When unemlllyment devehlpl, on the
hand, taxes can Ie rceiti-d to encourage spending, thus incre;asing tie dlc
for gnls and services and putting men and moachines hack inli liIiuctlot.
federal personal income tax is suited to theseasks, it is asserted. because th,
gesiive rate schedule acts to increase rapidly the ftinmcial ltestic 4)11 ,11
payer during a "boom." whi'.- it works equally rapidly to diminish that pr
tluring a recession. This characteristic has been termed "cycle-setsitivit\" (
cause the tax rcsixnds automatically to changes in income (withotit even a C.
in the prescribed rates). "built.in flexibility."

.tiust as estate and gift taxc lag far behind he hirnne tax it tile Dower It!
revenMe, so Tey are far less promising as countercyclic-,l intrimtients. 'I
sure, le(estlnis estates vary iii value with changes in the pri'e level. 1l,.It the;
the progressive federal estate tax possessCs a degree of "built.in flexibility
gifts are larger during "booms," as seems likely, the Rift tax yields should,
and fall with the business cycle. But the impact of gifts and inheritaiwe a
nation's total pattern of consumption, saving, and investment cannot be great
force that carries the threat of price inflation during fill employment is tin
rally increased national income, not the fact that tle wealth of a few person
have becn Viugmemted to some extent by gift or inheritance. 'l11e personal ir
tax, with stepped.up rates if necessary, can accomplish infinitely more it th
of checking inflation thai even a confiscatory estate tax.

NVhatcvcr slight counter.cyclical pressure the estate tax might exert would
be felt promptly (as in ihe case of an income tax withheld at the source, I"
atiple), but rather would follow sluggishly, because of ain almost inevitable
in computing anti collecting the tax. Moreover, abrupt alteration of the
tax rates discriminates unfairly atnong taxpaYcrs, since tle tax liatbility fal
cording to the accident of the date of death. To Ix stire, sharp changes in ir
tax rates penalize those taxpayers whose earning l)attcrns happen io be abiln:
but these inequities ate proportionately less serious tha iii tile (ase of tile
tax. The incomes of most taxpa)ers rise and fall with the bIsiness cycle, b
heritance - if it comes at all - is likely to come only once or twice in a life
An increase in tile gift tax rate, on the other hand, wtuld lo.e mmufh of its
bveness if taxpa.cri poitpoted the making of gifts in antitill:aion )1 a ra
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Ititii1 in a t dOwnswiig of the business cyle. Alihoigh an icctease itn income
:ax sates cal also be vitiated to some extent by postponing or accelerating certain
.ransactions, the danger is not as great because taxpayers generally have less con-
.rol over itiote items than over donative transfers. It is not surprising, then,
h.it CLe)oloiists have not regarded estate and gift taxes as helpful ttx)ls for stabilil.
,g the economy at . high level of employment ant prctAutios.1 '

Whisat then is the function of these taxes, which neither raise substantial
1,tnts of revenue nior serve o s-abilie the nation's cconomny? .IIt answer may

xmotnf ,n tie history of estate and gill taxation, for the p)rolpoents of these.
.OcN h:tve til --might ito conceal their ailts.

i a-1906 message to Congress, advocating a progressive inheritance tax, Presi.
lent " hecdore Roosevelt said:

_ pIe prime object should be to put a con.anllv intr'ailst , toirden o-n the -lherit.
ote of -o swouien ortunes which it is certainly of no b .. t i t) this cmtn.try to per.

N little .arier, ii a speech on layhig the corerstone of lte I I hme of Rcpresentl.
ives office building, he had been a bit more detailed:

I feel that we shall ultimately have to consider the adoption of some such sche le
is that )f al iitreoie tax on all fortune's. beyLaml a certain amt.inml, either given in
ile or devised or be(Itl iathed upon death to any Mndivit ia - a tax so framed as to lut
I i1ii (of tlxi wver of the Uewiter of one of these (lolrlllit (rliims to hatieI dil on ore
;1a cert;,il atImout to any one individual: the tax, of course, to he imposed by the

1.e1im j;e ;.d not the State (;evcruntnett. Such taxation shotmd, of course. be ainetI
serelv at the i ethance or transmission in their entirety of those fortunes swollen be.
• m.at_ all halhv limits

Ihe %iiggcsii was greeted with etlthisiasi by tile liberal and radliral pro,, and
ith dismay anI predlictions of dloom by more conservative commentators. Somne-
hat earlier, Amdrew Carnegie had announced his support of increased inherit-

ilc taxation in a m.agaiie atrticle that attracted widespread attention, including
i cordial compliment froi John D. Rockefeller. Carnegie said:

The growing disposition (u tax more ated more heavily large estates left at death is a
lItcrig intlicatitnm of the growth of a salutary change in public opinion. The State of
Prtsy'h.aesia i ow takes - subject to some exceptions - one tenth of the property left
.y itt itirens. The budget presnted in the British Parliament the other day proposes
.0 iureaw tle death duties; and, most significant of all. the new tAx is to be a graduated
xx. Of aell forms of taxation this seen tile wist. Ment who continue ho.ardig great
.1,e.1s All their lives, the proper use of which for public ends would work good to the
uminltinity from which it chiefly came, should be toace to feel tlit the continuity, in
thme fuent of the State, cannot thus be deprived of its proper share. By taxing estates
ea i ily at det'ili the State marks its condemnation of the sclish milliemnaire's unworthy

ife.
It is desirabhle that nations should go i.tich further ill this direriti. Inded otl. it is

thtlhilt iee wet hntiids to the share of a rich itan's estate whi h should go at his (ealh
t) iet ihblic teinetigh tl agency of the State, and by all Imecans such taxes should he

I I'o an evaluat ion of the ecoomIc role of transfer taxation, set liarriss, Economic Fifects of
Estate aind Git "raxation, In Federal Tax Policy for Economic Growth and Stability. 84th Cong..
lit Sei.,$t (195~5): wee also lokch. Eonomic Objectives of Gratuitoes Transfer iaztmm 4 Nat.
l'a J. 139 (1951). Eisenste n. The Rise and Deline of the Estate Tax. In Federal Tax Policy lfo
F.cnwmitic Growth and Stability. id. 819 (1955).

2 17 Roosslet's Works (Memorial edition, Charles Scribner's Sons, New York. N.Y.. 1925) 401.
134.
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gradmited, beginning nt sithing upon molrate stirms It tkpindents. and inCfeating
rapidly as the ainoimns swell, until fi the inillinnairc's hoard. a% of Shylrk's. at ItC3

IThe other hall
'.oms to (he privy coffer of the State.

This plolkiy u tohl work I)owcrfully to ioduIe the rich man so tteid I) the adnintra(lW
of wealth chiting his life, whichh is the c11dI that Rsiesl sholuhl always h.ve in icKw.
being iq far the most fruitful for the peopic. Nor nctl It be feaed that this Pol97
would s.p the rooi of enterprise ansd reitler Ien lets atxtuio to arlistetidn. for. to the
clA;,k wlhrsc anaijiion it is to leave great forums asid be talkud almiet alter thtir dtah.
it will a trat t c%-cn inore at testion. a id. inlectd. hIe a somewhat noler ;imt itm. to h;-s
enoYmous sufls Paid over to the State front their riorttmncs.4

Although these statements of Roosevelt anti Carnegie, like subsequent defenses
of our existing estate anti girt taxes, were sumdoubtedly a response to tlt "robber
baron" era of Americas history. titey did iiot sound a wholly unew sote. Through
out the nisseteeith century detth taxation had bee advocated ipritisril as in
instrument for the equalization of Wealth. Indeed, Jeremy Bentham had u d
Me very phrase "etlstaliiittio. ol Lottnes" £ and John Stuart Mill had suggested
"as a possible mode of restraining the accumulation of large fortunes itl the hands
of tlsoe who have not earned them by exertion, a limitation of the amount which
any one person should lx. iermnittcd to :tqsire by gift. bet~l.est or inhserilan.".''a
This drive toward equalization has draw its strength front several sources: 2
moralistic abhorrence caf idlleness or prolligaty, thosusght to be a result of tlearacti
wealth; the belief that the economic well.being of the community requires that
al its members earn their own livings; anti ass ethical insistence upon equality of
opportunity. No doubt these sources, anti others, have contributed in different
degrees to the views of individual supporters of gift and estate taxation.

Although the history of the relationship of' democratic thbking to the institis-
tion of itaheritance is still to be written, one may surmise that match of the pOpu-
lar support for death taxes its otur country has stessnied frotn the "democratic
dogma." no dotbt with a strong tinge of puritanical disapproval of idleness. The
burgeoning of state inheritance taxes in the eighties and nineties of tire last cen-
turv must have bees an offloot of agrarian and labor unrest. and, though the
present federal estate tax was adopted in 1916 under the pressure of war, its roots
and later history are both oumnd up with the democratic dream of equal opportu.
nity for all. Even before the freedom to aninuz a fortue was challenged by the
incmte sax, there were doubts whether such a fortune should be pamed alung in-
tact to those.who had not earned it. American fiction has oltes glorified the poor
boy who became the head of as enterprise by marrying the boss's daughter, but
there is no record of similar enthusiasm for the boss's son who took his father's
place by inheritance.

liheorists have developed ;t iusher of other delfcnses of insherilass'e taxation.
It has bcen suggested, for example, that the death tax is an appropriate toll
(haiged by tie state for use of the probate tmthinery aid for other services in
facilitating the irans(er of private property at death. Others have argued that the
state is collecting ;t belated fee for protecting the property during the decedent's
lifetime or. more cyiically, that it is levying a kitid of peitzlty for any tax evasiols
that the decedent may have indutlged it during life. Still others ansrt that is'.
heritan ue csmtses as a windlfall: therefore tise tax itn!oscs n1s acriie onl the hirs,

4 Rcprinted from North American Rtciew for June, 55t$9. in Carnegie. The Gopel of Wealt%
(Ioubleda) Doran Co.. (;arden City. N. YV 1933) 1. 9.11.

IPrindteIs1 Of t11C Civil Code. Part 11, C. Ill.
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and thcy liae ai alilit% to pay that jisstifies the lcvy. One of the most influential
g!Anicricall atztlritic- oht public tiante, 4. K. A. Seligmoan, bascd his own s$i
poli of the inheritance tax on arguments like these, rejecting th equalization of
wtalth theory as '"ery distinetly socialistic." I But it is hard to escape the con.
tlusim, diat timla)'s gift and tate taxes rest sttiarel oil e alitai it fotutdtions.
10 which these other theories are little more titan decorative buttresse, C nse.
quently oie's attitude toward the tax is probably governed by the degree to which
tSie wislies in see inecltiality of inheritance reduced. It is worth tinting that for
sociA anti economic reasons some may favor eqtialiiation of inherited wealth
1,tiutit objttcitg to itle same extent, if at all. tn forttines achieved by the personal
c5ort of their owiers.

Oitly atll exatuiratiili: of the le;istiry's ils wotlld disclose the extent to which
erlate arid gift taxes have succeeded its their ptirpose of breaking ti) great family
fortunes. Oly %ilte 1!.12 could iltlxrtaitt results have been achieved int this
director,; before theli, a tiet estate of $5 million, for example. wotld have been
subjected to a fetleral tax of only al)otit $500.,00..l Between 1932 anti 1950. as a
result if sevri it re;iscs in rates, the tax ott art estate of that site moved upward
front a little more tha $1 million to about $2 inillion.1' The top tax bracket,
reached by estates thiat exc ed $10 million, has been 77 per ceint since 194 1. There
h%e bect examples since then of enormos estates that were really hard hit by
1eath taxes. The $19.5 million estate of Robert W. Goclct wa% iedticed in a net
of Ics than $3 nillitn by fe(leral taxes of $1 1.5 million, state taxes of S1 million,
anW administration expenses of $1 ntillion.to The estate of Mrs. Andrew Car-

faic fared somewhat better, the federal and state tax bill being a little more that
$11.5 million onit an estate of $20.5 million of which $2.5 million was left to char.

. Afier tile charitable legacies and taxes were p;tid, $6.5 miilliont was left for
the private bcncfici:aries.

it the case of the largest estates, the tax bIurihin is often kept within manage.
)ble hnlits oily )y stlb.t;llttial bequests to ionn.rssfit family fotittlat ions or cioher
gl1mtiitions. fhc :Edsel Ford estate paid neatly $25 million in federal estate taxes.
but the flire wottld have been vastly larger if the Ford Foindation had not re-
ceived all the (uctlent's nonvoting st(ck its the Foid Motor Coinpany.' 2  I lenry
oill's .oatc. valiotilly estimated at $700,(tM),l to $5(K)00,0001O0i wotihl alkl htve

gnie pri:ttatily to the federal government hald it not bcen for his hilge hC(lleStt to
the Ford Foundation. Of course, since the tax rate tInes not reach 100 pe)r cent.
surh charitable transfers tin iot come entirely out the Treasttry's share of the
estate. Even it tile largest estates, nearly 25 per cent of the charitable coitribit.
tidli is itaken fit)It the decedent's oilier beneficiaries. But a charitable transfer
ty eiable tle individual heirs to retain control of the family fortute, either
,hen it~in'oting stock is transferred to the foundation or, if the fotntlationl is in

Int945.the .1.ict t 'ijliun. which hall reinsatedt the institution of inlteilaice alter its iltial
,b~lurjic. rrpltakI is it'•my Inheritance tax altogether. Csovski. Soviet I.Lw of Inheritance:
1, 45 Mich. L Rev. 291. 299 (1945). Among Ametican states, only Nevada shares thit distinct.

IThc Ie. pait ill the early twenities by a group of large erstaes are reported in 37 ltiust
mpanie 241. (I.23) see Mtyers. The Ending of Hereditary American Fortunes (I.Mewter. Inc.,

i i) d-'... 3W.'-303. 5.7- ,2. 343, 156. 361.
I mate Ixes tro tile CxteI that they exceed the crovitit fur state death taxes. wee page 1325 intra)

Voult illpc 23: additiussal burden in aini cases. but they would not oidiiiarity approach tht
iWuci latitx ill Ilagnitiide.

isv ew oiLk Tinicts. August'i. I90, page 7. tul. C.
it Md.. scptrlibe(2 . I91S, page 36. col. d.
I- Id.. N.CltrMk's" ' 2A. 144;. page 24. cut. I.
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friendly hands, cven when voting stock is transferred to it. On thc other Mi-1 ,

if the entire es-'te had been left to the individual heirs, a sale to raise 1sh t
meet the necessarily larger tax liability might have either created an uinkilo'w
and potentially troublesome minority stockholding groups or terminated tht
family's control altogether. One need not deny the strength of the hulssanitariin
impulse to suggest that charity is rewarded in these cases. Indeed, with stratO

spheric estates there may be no practicable alternative t6becoming a benefactor o
mankind.

The table below, compiled from Treasury reports. presents a conipmot view of
the federal tax liabilities reported by certain large estates duirihig 1959. It will be
noted that the effective federal estate tax rate was 25 per cent oi net .tates of
$1 to S2 million and 4.3 per cent on net estates of $5 million amd over. lCJause

the state tax liability is not reported, the total tax burden calmotI he rlOllp|lt'
but the credits taken for state death laxes under §2011 (supra nite 9) di. lose th-t
these statc taxes were not less than the antintinis set out in lines 8 and 9 of thc
table.

TAXATION OF CERTAIN L.AR(;E ESTATES 14

(Retuans filed in 1959)
In millions of dollars

G101% Filates
i1.2 million $1 mullioSn aped o5'rf

I. Numixr of estates 759 84
2. Gross estate (aggregate) $1038 $865
3. Charitable ded4a tions (aggregate) $ (A $207
4. Other deductions (aggregate) $ 265 $220
5. Net estate efirc exs'mptiuu (aggregate) $ 712 $118
6. rotal federal estate tax (aggregate) $ 189 $190
7. EFlrctivc federal estate tax rate

(line 6 divided by line 5) 25 43e,
8. State death taxes $25 or nmorc $0 or ioonc
9. Effective state death lax rate

(line 8 divided by line 5) 3.5% or ntore 9.10;. aor unore

In estimating the extetit to which moneyed dynasties arc lyitg otit utndcr to-
clay's tax structure, it must be remembered that inter vivos gifts may e fcap the
estate tax altogether. The federal gift tax rate is only three-quarters of the estate
tax rate, so a sizeable fortune may be transferred at a comparatively noblestt tarX

It The liouse version of the Revenue Act of 1950 would have denied the charitable dedurli
when the contributor or his family had control of the foundation to which shares of a frtn1lV
corporation were transferred. The provision was elininated by the Senate. %Cc Senate Finance
Committee, S. Rept. No. 2375. Slst Cong.. 2d Smss.. pages 38-$9.

la i the case of the Find Motor Company. a successful stit by a minority sinckhmhler led to
Ilesry Ford's purchase in 1919 of all minority interest. See Dodge v. Ford Motor Co.. 204 Mkh.
439. 170 N.W. 668 (119); Couzens v. Commissoner. supra page 919; Swards. The Legend 0t
Heniry Ford (948) 64.74.

1in 1956, the Foid Foundatioa sold part of Its holdings in the Ford Motor (imapaiiy. and these
shares were given voting rights before the sale.

1$ onpiled fto Treasury Department. Statistics of Income. The information is taken from
returns filed by citizens and resident aliens during the calendar year 1959. irrespective of date of
death, and does not reflect corrections resulting from the Internal Revenue Service's audit of
the returns. One other matter of Importance Is that the ",let estate bxefore exemption." 'ponI
which the tax rate is here compute .l does not include several Items of cvmamotri value to the
heirs. r I. tax-exempt life insurance. From the point of view of the heirs who retelve such itesns.

the eflective Iax rate is lower than the table indicates.
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US0 ANNISTON
ComM 11th & Nobe Sttee (206) 238-1471

P. 0. Box 22 Anefton, AL 36202

March 18, 1980

Mr. Michael Stern
Staff Director
Committee on Finance
Dirksen Senate Office Building
Room 2227
Washington, D. C. 20510

Dear Mr. Stern:

The USO Council of Anniston, at their February 21, 1980
Annual meeting adopted a resolution, on behalf of the USO
Center of Anniston, the armed forces personnel and depend-
ents it serves, to unanimously endorse the Moynihan-Pack-
wood (S-219) and Fisher-Conable (H.R.-1785) Bills presently
before th6 Senate and House of Representatives, respectively.

We are firmly convinced that passage of these bills will
enhance the private voluntary sector of our nation in their
quest to provide a greater delivery of human services,
especially as it relates to United Way agencies. USO
Anniston, an affiliate of National USO, is a member agency
of Calhoun County United Way.

Please include this letter as part
on behalf of both bills.

Sincerely,

J. Bert Smith

'President

cc: United Way of America

of the official testimony

A LU"TI WAV AOiCV
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N M VOLUNTEER AND INFORMATION AGENCY, INC.
11 CAMP STREET THE VOLUNTARY ACTiON CENTER FOR GREATER NEW ORLEANS

NEW ORLEANS, LA. 70130529.7131

March 31, 1980

Michael Stern
Staff Director
Committee on Finance
Dirksen Senate Office Bldg.
Room 227
Washington, D.C. 20510

RE: FISHER-CONA&LE and MOYNIHAN-PACKWOOD LEGISLATION

Dear Mr. Sterns

The Board of Directors of the Volunteer and Information Agency,
Incorporated, officially endorsed by resolution o its March 13, 1980,
meeting the Fisher-Conable and Moynihon-Packwood charltable
contributions legislation.

The agency believes that the strength of private charitable giving has
major impact on the funding of human services and that leg.lation
encouraging charitable donations is necessary during times of increased
inflation to support and protect the delivery of human services. This
is especially Important at a time of decreased federal funding for
human services.

Please enter this endorsement Into your official records.

Sincerely,

Carol Asher
Executive Director
Volunteer and information Agency

CA/z dm

UNITED WAY

00


