Individual Charitable Contributions:
The U.S. Department of the Treasury and the Internal Revenue Service issued proposed
regulations providing rules on the availability of charitable contribution deductions when the
taxpayer receives or expects to receive a corresponding state or local tax credit.
The proposed regulations issued are designed to clarify the relationship between state and local
tax credits and the federal tax rules for charitable contribution deductions. The proposed
regulations are available in the Federal Register.
Under the proposed regulations, a taxpayer who makes payments or transfers property to an
entity eligible to receive tax deductible contributions must reduce their charitable deduction by
the amount of any state or local tax credit the taxpayer receives or expects to receive.
For example, if a state grants a 70 percent state tax credit and the taxpayer pays $1,000 to an
eligible entity, the taxpayer receives a $700 state tax credit. The taxpayer must reduce the $1,000
contribution by the $700 state tax credit, leaving an allowable contribution deduction of $300 on
the taxpayer's federal income tax return. The proposed regulations also apply to payments
made by trusts or decedents' estates in determining the amount of their contribution deduction.
The proposed regulations provide exceptions for dollar-for-dollar state tax deductions and for
tax credits of no more than 15 percent of the payment amount or of the fair market value of the
property transferred. A taxpayer who makes a $1,000 contribution to an eligible entity is not
required to reduce the $1,000 deduction on the taxpayer's federal income tax return if the state
or local tax credit received or expected to be received is no more than $150.
Business Charitable Contributions:
Business taxpayers who make business-related payments to charities or government entities for
which the taxpayers receive state or local tax credits can generally deduct the payments as
business expenses, the Internal Revenue Service said today.
Responding to taxpayer inquiries, the IRS clarified that this general deductibility rule is
unaffected by the recent notice of proposed rule-making concerning the availability of a
charitable contribution deduction for contributions pursuant to such programs. The business
expense deduction is available to any business taxpayer, regardless of whether it is doing
business as a sole proprietor, partnership or corporation, as long as the payment qualifies as an
ordinary and necessary business expense. Therefore, businesses generally can still deduct
business-related payments in full as a business expense on their federal income tax return.

