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berween two ficlds: siudies of the nonprofit sector and stud-

les on public finance or wxation. Only a portion of this
research is on the effects of tax policy on charitable giving and
organirations. Tax rerurny also provide administrative records or
daua bascs for research on other issues, such a3 the financlal con-
didon of foundations or individual rates of giving out of income.
By the same token, research on raxes often makes use of dats from
other sources. For instance, data reported on surveys can be mani
ulsted 30 thae it i3 possible to estimate the value of deductions for
charimble giving.

Much of the tax policy research on charitable activity 1s theo-
redeal or involves historical, legal, or soctal analysis of reladons
between charitable giving and tax rules. The primary purpose of the
current report is (o scquaint the reader with some of the research
made possible by tax retumns themselves. The other types of charity/
tax research will be mendoned briefly.

ﬁ sMaLL but important body of research falls in the intersection

Opportunities and Constraints

A marrisge between research on the nonprofit sector and on taxes is
analogous to s marrisge between Sleeping Beauty and the Beast Bach
has tremendous potential waiting 1o be realized, but nelther parcy has
the capabilicy of bringing that potendal Rully out of the other. The

Note: The epinions expressed ase those of the authors and should not be
arzribired to the Intemal Revenue Service o t the Urban Institute.
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There is probably
less research on
the charitable
sector than there
is on how
to sell beer
and cosmetics

researcher needs to be aware of both the oppertunitics and the obsta.
cles in dealing with the {ntersection between these two fields.

Onc major obstacle is lack of resources, not merely for would-
be rescarchers but for the basic maintenance snd development of
sdministrative records and other daw sews. There is probably less
research in our soclety on the chariuble sector than there is on
how to scll beer and cosmeddes, while tax and budget research

ales relacive to research on direct expenditures and other policies.
nltke expenditure agencics, tax agencies have very small research

budgets. The lack of incentives, not goodwill, explains the limlted

amount of research in both areas. For instance, because most gov-
ernment involvement in the charitable sector proceeds through the
LRS. and the Treasury, dealing with nonprofit organizatons does
not fit neatly with the primary function of any government agency.
Correspondingly, there s no private charduble constmency thae
operates like those surrounding health, -housing, labor, and other
expendirure agencies.

There are two related constraints: access to data and quality of
data. Some of the information reported here—in particular, informs-
ton on individuals and businesses—cannot be released oucside the
government because mx records are confldendal. Other information,
such as that reporied by charitable organtzadons, is required by law
to be open to the public, but its qualicy is sometimes mixed. Because
poor reporting of information has few tax consequences for chariuble
organizations, the information reported by chariwable organizadons
is often incomplete and contradictory. Despite this major caveat, one
should recognize that the data available from recent tax returns are
more extensive and complete that they were even s few years ago,
thanks to the efforts of Koth the LRS. Satstics Division and the
National Center on Charitable Statistics,

Basic Sources of Information

Organizational Returns

The LRS. has two methods of data collection in the ux-exempt ares.
Pirst, some data sre gathered from the reruns of all exempt organi.
zadons. Only limited infonnadon (for example, toml assers, towl
receipm) i svailable to the public fom this admtnistradve fle on a
reimbursable basis. Data from this administradve fils is subject to
lisniced sesting, 5o the quality is questionable. Another way w0 obtain
current infermation on exempt organizations is by examining tax
filings. Coples of tax returns can be cbmained from the LR.S. dismicx
office in the district in which the organization Is located of through
public inspection at the organizadion fuself

The second source of LRS. data is the annual swadsics of

incofne (SO1) program for emn}x organizations. The studies in the
progrem arc based on samples of returns. Income sttement, balance
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sheet, and other financtal data as well as 2 great amount of nonfinan-
cial informadon are collected In these SOI srudies. The data are sub-
ject to comprehensive testing and correction procedures to ensure
that they are of high qualiry.
There are three major studies in the SO1 Division's exempt
P : private foundadons (Renz, 1991), nonprofic chariuble orgs-
nizadons (Hodgkinson and Boris, 1990), and unrelated business
income of exempt organtzations,
A srudy of private foundations was first dane in 1974, with
‘subsequent studies in 1979 and 1982-1983 helped by financial
. port from the INDEPENDENT SECTOR (Skelly, 1991; Petska and Sk,:lg
1982; Peuska, 1982; Riley, 1991). In 1985, SOI started an annual series;
1989 data will be available in early 1992,
The first LR S. srudy of nonprofit organizadons was done in
1975 and included data on all nonprofits (Sullivan and Giimeur,
1991). Subsequent swudies of nonprofit charitable organizadons—
that is, the organizadons exemps under IRC section 501(c)X(3)—~were
done in 1982-1983 (Hilgert and Mahler, 1991), SO1 started an annual
series on nonprofit charitable organizations in 1985. SO! data from
Form 990 now allow researchers 1o focus on specific types of char-
lble organizations, for example, educatdonal institutlons and hospl-
tals (Meckstroth, forthcoming).
Until recendy, only limited information from the LRS. admin-

istrative file referenced earlier was avallable on nonprofits other that -

301(c)3) organizations. In 1992, SO! will publish detafled data from
fts first sample of organizations exempt under subsections 301(eX4)
through (9), including business leagucs, labor organizatons, social
‘clubs, fraternal societies, and voluntary employte benefictary as-
soclations.

For all the 1000 swudies of o:snnluuono exempt under
501(cX3) through (9), SO} will caprure detailed duta on related and
unrelaced sources of income. For the first time, researchers will be
able to look at all sources of income for exempt organizadons: income
that 18 “substantially related” to the exempt purpose of the organtza.
tion, unrelated business income, and income excluded by sunue
from the unrelated business income tax.

The third annual T{:gun is unrelated business income of
exempt organizations, annual study (Boroshok, 1991) focuses
on the deuiled sources of unrelated income and deducdons—~—for
example, gross profie, advenising, debr-Ainanced income, rental
income.

Information on all three of the major programs s published in

the quarterly Stattstics of Income Bulietin. In addition, 8 Compendium of

Studies of Tax-Bxempt Organizations: 1974-1987 (1991) was recently

released by the SOI Division containing more than twenty previously
srticles on exempt organizations.

Copies of the microdata wapes for foundations and charinble

. - organizations are avaflable for purchase from the Swrdsdes of Income

The first LRS.
study of
nonprofit
organizations
was done in 1978
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Another major
source of
information is
provided by
individuals who
itemize their tax
returns and
declare charitable
deductions

Division. These tapes contaln idendfiable records sinee the rerumns
are open to public inspecrion. Daw from the wx retums of exempt
organizator on unrelated business are not available on mpe since
these returns are not open to the public. However, special mbulations
can be prepared from all thre sources on a reimbursable basts.

Merging data scts s an invaluable way of using tax information.
For instance, the National Center for table Statistics Ls sponsor-
Ing a national survey of nonprofit charitsble organizations. Financtal
lnfomudon provided in this survey will in many cases be based on
the latest LRS. Form 990 fled by the organizadon,

Past studies that made use of organizational recurns have exam-
ined trends of changes in asset size, grant-making scaiviyy, adininis-
trative expenscs, allocations of investmenws (Foundadon Cencer
Natipnal Data Boohs, various years), rates of rerurn (Salamon and
Voyek, 1991), and equity accumulstion (Tuckman and Chang, 1991).
Recent congressional debates over the charitable and business activ-
itles of nonprofit organtzadons have also relied on information on
the so-called unrelated business income wax (UBIT) reported on Porm
990-T. Useflul references for any researcher are Weisbrod (1978,
1988), Rose-Ackerman (1966), Steinberg (1987), Hopkins (1987),
and various publicadons from the Yale Program on Non-Profit
Organizations. .

Federal Individual Income Tax Retums

Another major source of tax informadon is provided by individuals
who ftemize their tax rerurns and declare chariusble deductions. Infor-
mation on total contributions, cash and noncash contributions, and
carryovers of contributions from prior years, classificd by size of
adjusted gross income (AGI), i3 avallable for 1988 in the annual Sta-
tistics of Income Individual Income Tax Returns teport. In sdditien to
annual published data, the public can ebtatn access to select files of
individual income tax returns. For example, o Statistics of Income
public use file of 110,000 records for 1988 Is now available for
vesearchers on s reimbursable basts. A new public use {ile for 1988
will be based on s much larger sample size of 500,000 records. Sore
geographic dewil will be available, but for individuals with more that
$200,000 of AG, records will be combined and thown only on an

- aggregated basis.

Archival files similar v the public use flles just described are
avaflable with dats on conrribudons. These Bes are avatlable annually

from 1972 forward and for odd-numbered years bezween 1960 and .

1972, Formaus and items of information are not slways the same.
Much rescarch using these data has centered on the effect of
taxes on chariuble giving (Feldsein and Clodfelter, 1976; Clodeher
and Steverle, 1981; Auten and Rudney, 1983; Lindsey, 1985; Schiff,
1990; Steinberg, lorthcoming). The studies simulated taxes by applying
tax calculators to underlying dam. These calculmors allowed esdmadon
of the tax raw that would apply w an addidonal dollar of charitable

o
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giving. While the wx vatiable is often given much public atendon
because it can be manipulated through policy, other vartables, such as
age and marial surus, also turned up as imporuant influences on
giving. The public use files can also be used to examine variatien in
giving by swte for other than high-income wxpayers. In addidon,
comparisons across years can be made by using muldple Ales.
An altenative way of examining changes over time s

the use of panel files of individ:. | income tax returns (Auten and
Rudney, 1985). The University ci 1ichigan's Office of Tax Poliey
Research, under the direction cf juel Slemrod and through an arrange-
meng with SOL, has congtructed & panel Ale from the anaual individual

ublic use file. This Michigan pane! file is available for 1979-1986, and
Ey the middle of 1992, &t will be avatlable through 1988, It conmins
the same (nformation on contributions as fn the annual public use
/ ﬂllu. Unfortunately, other panel files of taxpayers have not been
released.

Federal Estate Tax Retums and Weahth-Income Sm-dm

Scudies of chariuable giving at death have been performed with the
help of estate tax rerurns (Boskin, 1976; Johnson and Rosenfeld,
1991; Joulfaian, 1991). The SOI Division periodically publishes srud-

les of estate tax retums, although the data files remsin confidentlal. -

Bsute daw are invalusble beeause they provide informaden on the
relationship berween giving and wealth. In most srudies, wealth, tax
rates, age, and mariwl starus are found to be among the significant
influences o::jlvlng at death, :

Perlodically the LRS. has also matched estate tax returns with
the Income tax returns of decedents in years before death (1976,

1982, and 1989) end, in one case, of benefclaries in years before and’

sfier the death of those who lef the bequests (1976). These files are
not available to the public and have only begun 0 be tpped. One
study using these files found that there was much inconsistency
among individusls berween their lifedime and desthdme 'E‘vlng, tha
giving scemed 10 be influenced more by realized income than by real
cconomic income, and that individuals ao not take maximum advan.
tage of the tax laws (Steuerle, 1987).

 Other Important Data Sources

There are & number of other tmportant tax sources of information
on charitable giving. Such sources include state probate records.
Researchers have already examined probare records th Ohia (Suss-
. man, Cates, and Smith, 1970), New York, New Jersey (Fricdman,
1964), Californta, and Peninsytvania (Shammas, Sslmon, anid Dahltz,
1987).

Swate income tax rerurns are & valusble but often neglected
source. Martin David of the University of Wisconsin, with the
eration of the Wisconstn Department of Revenue, has been innovadve
in merging differen: kinds of administrative records, including estate

ﬁe SOI Division

periodically
publishes studies

of estate
tax returns
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Survey data can
add variables not
on tax returng

and income tax returns and income and preperty tax returns (David
and Menchik, 1988).

The Intemal Revenue Service has only recently opened up ius
Taxpayer Compliance Measurement Program (TCMP), which com.
bines files of individual returns and changes made chrough sudtt or
examinadon. TCMP studies of individual taxpayers are available for
1982 and 1965 and scon will be avalable for 1988. The 1988 dats are
based on s highly stratified sample (by income and tax scheduls
complexity) of 55,000 records. Individual researchers may apply in
wiiting, on & compedve basts, fer abuladons to be performed within
the LRS. These tabulations must be ar roved by an outside review
committee and cannot compromise LRS. audit functons, but the
Ales conuin unique Information on the amounts by which charitable
contribucions are underrepored and overreported and also on the
size of large gifts 1o single charities. Only a few rescarchers have
made use of these daca (Broman, 1989),

Corporate giving by size of assers and dettled industry groups
can be found in the annual Statistics of Income Corporate Source Book.
Less detafled industry data on corporate contributions ean be found
in the annual Sudstes of Income repert, Corporation Income Tax
Returns. In ceruin cases more dewiled information on corporate
giving is available from surveys (Conference Board).

Any researcher should check with the Foundaden Center, the
National Center for Charitable Statistics at INDEPENDENT SECTOR,
and simflar organizations for tax data that have already been tabulated
as well a3 with the various Suristies of Income tbulatiens published
regularly by the LRS. (Statistics of Income 1988: Corporate Income Tax
Returns and Statistics of Income 1988: Individual Income Tax Returns).

Other Tax Research (Without Tax Return Data)

data are sometimes betrer, sometimes worse, than tax daa
themselves. In gencral, tax data are bener reporved, espectally among
high-Income individuals, bin survey data can be designed specihically
to add variables not on tax returns, such as religion of giver or mod-
vatlons for giving Survey data also Al in informarion on charitable
giving by these who do not ftemize deductions on thelr tax returns.
Survey files chat can be used to examine charible giving
include the Survey of Consumer Finances for 1989, one of the best of
all surveys for wealth and property income issues, The Consumer
Expenditurs Survey also contains detalled information on charitable
giving. although mosdy for lower- and middle-income taxpayers. A

- X calewlator can be added to determine the spproximate amount of

tax owed and the marginal tax rate of the giver. These fles, supple-
mented by tax calculstors, have been used to saudy chariuble giving
(Reece and 2ieschang, 1982),

-Tux policy research ohen does not proceed from underdying
microdata bases. For example, an analysis of the effect of a founda-

. -tlon's distribution o payout requirements on its abllity w grow or

&
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maintain its relative starure required only some assumpdons sbout
rates of grant-making out of assets and giving to foundations (Steuerle,
1977). A New York University School of Law Conference in October
1991 examined the theeries and history of tax exemption.

Much tax policy research toward charity Ly theoretical rather
than empirical For example, jusdfications of wx exempron ofien
derive from thearies of the oprimal wx base and whether charimble
giving reduces the abilicy to pay ux.

Mot issues, of course, involve both empiriens and theoredenl
research. Research on the "business™ acdvides of chariries proceeds
fmly from empirical examination of those activities (Boroshok,

991) and pardy from theoredeal constderaron of whether tax
exempzlon really provides any competitive sdvantage for engaging
in noncharitable activity (Hansmann, 1980: Rose-Ackerman, 1986;
Steuerle, 1988). Research on the effect of taxes on volunteer
involves theoretical and emplrical considerations of such issues as
the reladve incentives for time and cash contribucions (Long, 1977;
Clotleler, 1983). ‘

Conclusion

Much research on the charitble sector involves consideration of
taxes. Taxes are one of many influences on giving behavior. Az the
same dme, some of the most comprchensive informaden on the giv-
Ing pacierns of individuals and on the activiries of chariable organi-
zations can be found in tax rerurns, Even with the limited funding for
charitable and tax research, restricted access, and incomplete da,
- the opperunitics rematin enormous, and the progress of recent years
leaves us optimistic for the furure. -

DAN SxeLLY heads the Program on Tax-Exempt Organizations and s chief
of the Special Studies area in the Statistics Division of the Internal Revenue
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