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SEE THE CIRCULAR 230 DISCLAIMERS APPENDED TO  

THE CONCLUSION OF THIS WASHINGTON REPORT. 

In a recently released report, the Congressional Budget Office (CBO) analyzes 

various options for changing the income tax treatment of charitable giving incentives.  

The Report looks specifically at eleven options, including retaining the current 

deduction (with or without a “floor”), allowing a deduction for non-itemizers (with or 

without a “floor”), and converting the deduction to a credit (with or without a “floor”).  

In each option involving a tightening of the deduction rules, the CBO estimates that 

the reduction in charitable giving would be less than the increase in revenue to be 

derived by means of the decrease in the tax subsidy. 

The Report was prepared at the request of the “former Chairman of the House Committee on the 

Budget” (presumably John Spratt - D-SC - who lost re-election in 2010).  Its purpose was to examine 

matters of individual charitable giving and “how potions for changing the tax treatment of such giving might 

affect the overall level of donation, the costs to the federal government, and the distribution of tax benefits 

by income group.” 

It states that, at current levels of charitable giving, the cost of the income tax charitable deduction 

(which is only available to non-itemizers under current law) — measured as the additional revenues that 

could be collected if the deduction was eliminated—will total about $230 billion between 2010 and 2014, 

according to the Joint Committee on Taxation (JCT). 

http://www.aalu.org/
http://aaluwr.org/majorrefs/Ref11-54.pdf
http://aaluwr.org/majorrefs/Ref11-54.pdf
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CBO was tasked in part with investigating how changing the structure of tax incentives for giving 

would affect this tax subsidy.  In preparing its analysis, it looked at 11 specific options, using data from 

2006, which can be grouped into 4 categories: 

o Retaining the current deduction for itemizers but adding a floor. 

o Allowing all taxpayers to claim the deduction, with or without a floor. 

o Replacing the deduction with a nonrefundable credit for all taxpayers, equal to 25 

percent of a taxpayer’s charitable donations, with or without a floor. 

o Replacing the deduction with a nonrefundable credit for all taxpayers, equal to 15 

percent of a taxpayer’s charitable donations, with or without a floor. 

For each of the four categories, CBO analyzed two potential floors: a fixed dollar amount ($500 for 

single taxpayers and $1,000 for couples filing a joint return) and a percentage of income (2 percent of 

AGI). Only contributions in excess of the floor would be deductible or eligible for a credit.  

According to CBO’s modeling, adding a contribution floor to any of the approaches listed above 

(including expanding the deduction to non-itemizers) would reduce both the total federal tax subsidy and 

the total amount donated to charity, relative to the same option without a floor.  In addition, the reduction in 

the subsidy (and thus the increase in revenues) would exceed the reduction in charitable contributions, 

whether measured in dollars or as a percentage change. The reason proffered for this result is that 

“introducing a floor would continue to provide a tax incentive for additional giving above the level of the 

floor and at the same time reduce the tax subsidy for donations that people might have made even without a 

tax incentive.” 

Not surprisingly, the Report concludes that adding a contribution floor to the current deduction for 

itemizers would reduce tax subsidies for all income groups, “but for high-income taxpayers - who currently 

reap most of the benefit of the deduction - the size of the reduction would vary significantly depending on 

the type of floor used.” For instance, augmenting the deduction with a fixed dollar floor of $500/$1,000 in 

2006 would have lowered the tax subsidy for people with AGI over $100,000 by 0.08 percent of their AGI, 

whereas adding a floor equal to 2 percent of AGI would have lowered the tax subsidy for that income group 

by 0.30 percent of their AGI. 

Converting the deduction to a credit would benefit lower income taxpayers more.  For example, 

replacing the deduction with a 25 percent credit in 2006 would have increased the tax subsidy for taxpayers 

with AGI below $100,000 by 0.27 percent of their AGI, but it would have decreased the tax subsidy for 

people above that income level by 0.09 percent of AGI. Tax subsidies would be lower for all income 

groups with a 15 percent credit than with a 25 percent credit. 

The Report does not make recommendations, but provides options.  Further, given that it was 

commissioned by a previous Congress, it is unclear to what extent these options will be considered by the 

current Congress.  It nevertheless provides an easily available and arguably comprehensive background for 

discussion should they decide to do so. 

Any AALU member who wishes to obtain a copy of the CBO Report may do so through the 

following means: (1) use hyperlink above next to “Major References,” (2) log onto the AALU website at 

www.aalu.org and enter the Member Portal with your last name and birth date and select Current Washington 

Report for linkage to source material or (3) email Anthony Raglani at raglani@aalu.org and include a 

reference to this Washington Report. 

http://www.aalu.org/
mailto:raglani@aalu.org
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In order to comply with requirements imposed by the IRS which may apply to the Washington Report as 

distributed or as re-circulated by our members, please be advised of the following: 

THE ABOVE ADVICE WAS NOT INTENDED OR WRITTEN TO BE USED, AND IT CANNOT 

BE USED, BY YOU FOR THE PURPOSES OF AVOIDING ANY PENALTY THAT MAY BE 

IMPOSED BY THE INTERNAL REVENUE SERVICE. 

In the event that this Washington Report is also considered to be a “marketed opinion” within the meaning 

of the IRS guidance, then, as required by the IRS, please be further advised of the following: 

 

THE ABOVE ADVICE WAS NOT WRITTEN TO SUPPORT THE PROMOTIONS OR 

MARKETING OF THE TRANSACTIONS OR MATTERS ADDRESSED BY THE WRITTEN 

ADVICE, AND, BASED ON THE PARTICULAR CIRCUMSTANCES, YOU SHOULD SEEK 

ADVICE FROM AN INDEPENDENT TAX ADVISOR. 

 

 

                                                                             
The mission of AALU is to promote, preserve and protect advanced life insurance planning  

for the benefit of our members, their clients, the industry and the general public. 

 

For more information about how AALU’s advocacy efforts help protect your business and the 

advanced life insurance marketplace, visit our website at www.aalu.org, or  

call toll free 1-(888)-275-0092. 

 

 

http://www.aalu.org/

