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Dear Sirs/Madams:

Attached is a submission to the House of Commons Standing Committee on Finance in response to
the invitation for Pre-Budget Consultations 2009. The focus of our submission is a
recommendation that the federal government increase charitable tax credits from 29% to
42% in order to strengthen our declining civic core.

The not-for-profit sector is struggling in these difficult economic times, even as their services
become more important. This proposal provides incentive to ordinary taxpayers to support causes
which reflect their passions and priorities, and produces a diversity of social institutions enriching
the lives of Canadians. This is good economic and social policy. It addresses short-term social needs
as well as important long-term positive structural needs.

Cardus is a North American public policy think tank, equipping change agents with best theories
and practices of public life to renew North American social architecture. We are presently
preparing a more comprehensive research paper on the decline of Canada’s civic core. This paper
incorporates an analysis of the most recent Stats Canada data on giving just released in June. We
expect to complete the paper by September 30, 2009. We would welcome the opportunity to make
a presentation to the committee at any of its public hearings after that date in order to share the
details of our study..

Respectfully,

o

Ray Pennings
Senior Fellow / Director of Research, Cardus

rpennings@cardus.ca / (403)479-4590
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Executive Summary

We recommend that the charitable tax credit from 29% to 42% on all charitable donations of cash
over $200. Donations of publicly listed securities (“securities”) eligible for the capital gains
exemption should be given: (a) a charitable tax credit of 42% on the adjusted cost base; and (b) the
existing charitable tax credit of 29% on the capital gain.

Rationale

Including volunteer hours, Canada’s not-for-profit sector contributes 8.6% of Canada’s GDP and has
a full-time equivalent workforce of over 2 million. The effects of this sector touch every aspect of
life and every Canadian. More than half of the $112 billion raised in this sector comes from private
funding, a significant proportion (2006 $8.5 billion from 25% of Canadians) through the charitable
contributions of individual Canadians.

In the past 20 years extensive research has been conducted into the health of Canadian civil society
and the charitable sector.! Using social scientific surveys, researchers have measured and tracked
trends in charitable giving, volunteering and civic participation. One important finding has been
that Canadians take part in these “contributory behaviours” less frequently than has been generally
assumed. To be more precise, researchers have discovered the existence of a small “civic core” in
Canada—a dedicated minority of citizens who are responsible for the overwhelming majority of all
charitable giving, volunteering and civic engagement.2

Researchers have analyzed data from the Canada Survey of Giving, Volunteering and Participating
(CSGVP) to define the demographics of who takes part in charitable, civic and voluntary activities.
Their findings are surprising. In Canada in 2000, 18% of adults were responsible for 80% of all
money donated to charities. Six percent of adults were responsible for one out of every three
dollars donated. 80% of all volunteer hours given were given by nine percent of the population. One
out of five adults accounted for nearly two-thirds of all civic participation. This pattern has
remained unchanged in recent years.3

When researchers review the most recent data available, one discovers the same gap between
those who give and those who don’t. In June 2009 Statistics Canada reported results from the

! Major research initiatives include: the National Survey of Giving, Volunteering, and Participating; more than 50 published
studies and detailed analyses published by the Nonprofit Sector Knowledge Base Project at Carleton University: and additional
research by Statistics Canada.

% A helpful description of the size and structure of Canada’s civic core is presented in “The Civic Core in Canada:
Disproportionality in Charitable Giving, Volunteering, and Civic Participation,” Paul B. Reed and L. Kevin Selbee, Nonprofit
and Voluntary Sector Quarterly, vol 30, no.4, December, 2001, pages 761-780.

? These measures are taken from “The Civic Core in Canada: Disproportionality in Charitable Giving, Volunteering, and Civic
Participation.”



national survey conducted in 2007. On the positive side, total charitable donations were up slightly
in 2007 to nearly ten billion dollars, an increase of 1.1 billion dollars since 2004. The study
confirms, however, that the great majority of Canadians donated very little or nothing throughout
the year. A small fraction of the population, ten percent, is responsible for contributing the lion’s
share, nearly two-thirds, of all charitable donations. Within the group of those who chose to make
one or more charitable donations during 2007, half of the donors contributed less than $120 in
annual giving. For individuals with incomes over $100,000, the median amount donated over
twelve months was $210.4

The size of the core group of active donors, volunteers, and civic participants is surprisingly small
relative to the proportion of total contributions they make to general civic well-being. Researchers
estimate that the primary civic core is made up of approximately seven percent of the population.
An additional 20% of the population make up a slightly less engaged outer or “secondary core”.
They conclude that just over one quarter of the population accounts for nearly three-quarters of all
civic engagement in Canada.s

It is established government policy to encourage social good through the charitable sector. The
relatively small participation rate in active civic participation ought to be of concern and initiatives
to raise the profile and importance of civic engagement is an opportunity that should not be
overlooked. Donors voluntarily fund social needs which they believe are worthwhile. The Not-for-
Profit (NFP) sector is able to deliver social goods efficiently. Most involved in this sector are not
motivated simply by economic reward but rather because they know the true value of their
contribution to society. The charitable sector is essential to the rich fabric of Canadian society. At
the same time, there is a financial discipline in the NFP market. To compete for scarce donations,
charities must demonstrate success to generate further revenues.

Various reports indicate that that charities are struggling at a time when their services are needed
more than ever. Food banks, homeless shelters, youth centers and other charities are the ultimate
social safety net. Our proposed policy helps level the playing field between donations of securities,
which are currently given very favourable tax treatment, and cash donations.

The proposed changes would have the following impact:

Benefit to Taxpavers

1 It will encourage Canadians to increase their charitable donations, making up for the
recession induced declines. Donations increased in Alberta after it increased the charitable
tax credit from 10% to 21% in 2007.

* Caring Canadians, Involved Canadians: Highlights From the 2007 Canada Survey of Giving, Volunteering and Participating,
Statistics Canada, Minister of Industry, June, 2009. pages 14, 15.

5 “patterns of Civic Participation and the Civic Core in Canada,” Paul B. Reed and L. Kevin Selbee, Nonprofit Sector Knowledge
Base Project, November, 2000.
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This will level the playing field between wealthy taxpayers who are more likely to donate
securities and middle-class Canadians, as donations of cash will receive comparable benefits
to donations of securities.

It will create an added incentive to donate securities which have fallen in value, because
donors will receive the enhanced tax rate on the cost base of the donation (42% compared
to the current 29%).

Impact on Charities

T

Charities and the vulnerable will benefit from increased donations. Some will survive the
economic downturn with the help of this change. Unlike other proposals which focus on
improving the tax benefits for large donations, this proposal will materially help smaller
charities as well. This will clearly be a popular move across the charitable sector.

Effect on the Federal Government

T

It will be seen as a compassionate and progressive policy in a time of heightened need for
the most vulnerable members in society (i.e. charities and their constituents);

The policy is simple to implement and easy to understand;

While the cost of the policy is easily calculable by the government, our best estimates based
on publicly available data is that the tax expenditure impact of this policy would be
approximately $600 million per year.

Charities are jointly funded by governments and donors. If many charities perform socially
beneficial functions which governments would otherwise do, there is good reason to believe
that governments will save money by creating further incentives for Canadians to
contribute.

Adopting this proposal would represent an investment in Canada’s social architecture, provide
Canadians with opportunity to lower their tax burden, and provide important economic stimulus in
this time of economic challenge. This will strengthen a diversity of institutions in Canada that
reflect the diverse makeup and priorities of civil society. It will also draw attention to the declining
civic core in Canada and provide incentive for Canadians to become more involved in their
communities.



