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Philanthropy Northwest’s Position

We support a universal charitable incentive that enhances giving more effectively
across a wider, diverse base of donors covering the income spectrum. This can
provide more charitable resources to communities.

Background

The rate of charitable donations is flattening, but the needs and cost of delivering
services is rising.! Part of the problem is that the charitable deduction is not increasing
giving effectively, despite costing the federal government over $50 billion per year.? The
deduction lets high-income households deduct giving from their taxes but leaves out
the rest of the country, including most lower- and middle-income givers and donors of
color.? Even if a donor who is not high-income takes the deduction, due to their tax rate
they would get a much smaller tax incentive, or none at all.* However, simply
expanding the deduction to be available to more taxpayers — a “universal” charitable
deduction — would greatly increase the cost of the incentive and only provide a
relatively small increase in charity.” A different approach is needed.

If charitable giving is to be incentivized in the tax code, Philanthropy Northwest urges
policymakers to replace the charitable deduction with an incentive that is more
cost-effective and accessible to donors. Tax policy analyses recommend several
adjustments that could be used in tandem, including but not limited to:

e A universal charitable credit that can provide a flat discount on every dollar
someone donates, making it the same for all income levels. For example, a 25%
credit gives people of all incomes 25 cents back per dollar donated.® The credit
could also offer some refundability for donors with no federal income taxes,
reaching lower-income donors.”

e A smallincome-based floor that would act as a minimum threshold before the
incentive takes effect, saving billions of dollars in revenue while rewarding higher
levels of giving. For example, a 2% floor requires a donor to give over 2% of their
income to start receiving the incentive ®

Philanthropy Northwest represents funders and nonprofit associations across the
region. Our organization can be a partner in continuing conversations as policymakers
consider changes to the charitable deduction and other charitable tax incentives.
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