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In late February it was announced that President Barack Obama’s budget plan calls for a reduction in the tax deduction allowable to high income households for donations made to charitable organizations.  Presently, people paying taxes at the 33% and 35% tax rates can claim deductions at the same rates at which they are paying taxes.  Under the recently proposed plan, these people will be limited to claiming deductions at a rate of 28%.  
For example, if someone in the 35% tax bracket makes a $10,000 donation to a qualified charitable organization, the donation results in a $3500 tax deduction, which is the amount of income tax they would have otherwise paid on this income.  Under the new proposal, the tax deduction falls to $2800 for the same $10,000 donation.  This tax deduction limit also applies to mortgage interest payments.

Charitable organizations are understandably concerned about what impact President Obama’s plan is likely to have on donations.  Many organizations are already battling a steep drop in donations on account of the difficult economy.  Making matters even more challenging has been the historic fall in the financial markets – according to the Council on Foundations and the Wall Street Journal, foundation asset values dropped about 28% in 2008.  These headwinds are already impacting organizations abilities to meet the needs of their communities and beneficiaries.
With so much discussion about charitable donations typically being centered on the tax benefits, we unfortunately can lose sight of the reason we give.  I encourage you to contemplate the charitable giving desires in your heart, why you give, and who it benefits.  Tax law should not dictate our level of giving.  The tax advantage is an extra benefit and should not be the sole motivation for giving.

The Bible tells us that each man should give what he has decided in his heart to give, not reluctantly or under compulsion, for God loves a cheerful giver.  We are also advised that where our treasure is, there our heart will be also.  May we manage our financial affairs as stewards, and not owners, of that with which we are entrusted.
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Please note, changes in tax laws may occur at any time and could have a substantial impact upon each person’s situation.  While we are familiar with the tax provisions of the issues presented herein, as Financial Advisors of RJFS we are not qualified to render advice on tax or legal matters.
