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COMMUNITY FOUNDATION 

TAX CREDITS
A SUMMARY OF STATE LEGISLATION 

SUMMARY 
A number of states have experimented with allowing individuals or 
corporations to receive an income tax credit for certain gifts to qualified 
community foundations.  As of 2017, six states (Iowa, Kentucky, 
Maryland, Montana, North Dakota and West Virginia) allow such a 
credit. 

Michigan presents a special case in that it was the first state to enact 
such a credit (in 1989) and also the first one to repeal their credit (in 
2011). 

An academic study of the Michigan experience suggest that the 
presence of a community foundation tax credit may lead to an increase 
of giving of approximately 27%. 

What Is a Community Foundation Tax Credit? 
In a typical community foundation tax credit arrangement, a taxpayer 
(individuals or businesses) receives a credit on their state income tax 
liability for qualified gifts to certain endowment funds held at community 
foundations. 

States that have this type of tax credit define the percentage of the 
credit, and the types of gifts that qualify for the credit.  Also, in some 
states, an aggregate amount available to all taxpayers may be set to 
limit the effect on state tax revenue. 

Endowment Funds at Community Foundations 
Endowment funds at community foundations are created for the 
purpose of supporting charitable activities.  The term “endowment” 
means that the principle in the fund is protected in perpetuity, and only 
a percentage of the fund balance is available for distribution each year.  

Endowment funds typically provide support for local charitable 
organizations, or they may be set up to award scholarships to students. 

TAX CREDITS 
FOR GIFTS TO 
COMMUNITY 

FOUNDATIONS 

Currently, six states 
allow individuals and/or 
corporations to receive 
an income tax 
deduction for certain 
gifts to community 
foundations. 

The idea appears to be 
gaining in popularity, as 
enabling legislation has 
been introduced – but 
not enacted – in several 
other states. 

Research conducted in 
Michigan suggests that 
the presence of a tax 
credit could lead to a 
significant increase in 
gifts received by 
community foundations. 
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A well-managed endowment fund will grow over time, thanks to additional gifts and investment returns.  
This means that the amount available to use for charitable purposes grows each year, as well. 

In some instances, the credit is available only for gifts to an unrestricted endowment fund at a 
community foundation would be eligible.  With an unrestricted endowment, the use of the income 
generated is not tied to a particular purpose – it can be used for the most compelling needs in a 
community, as defined by the board of the community foundation.

A Special Note on Montana and North Dakota

While the tax credits in Iowa, Kentucky and Maryland are specifically targeted towards community 
foundations, the definition of an eligible organization in Montana and North Dakota encompasses more 
than just community foundations.

In Montana, the gift must go to a permanent, irrevocable fund held by a Montana organization that is 
an IRS-designated 501(c)(3) tax-exempt charitable organization. The endowment may be held and 
managed by the tax-exempt charitable 501(c)(3) nonprofit organization or by a bank or trust company 
on behalf of a tax-exempt charitable 501(c)(3) nonprofit organization.

In North Dakota, a qualified nonprofit organization is a tax-exempt charitable organization under 
federal income tax law if it is incorporated or established in North Dakota and maintains a physical 
location in North Dakota.  Also, if it is incorporated or established in a state bordering North Dakota; 
maintains a physical location outside North Dakota that is within five miles of a North Dakota city with a 
population of 5,000 or more that does not have a hospital; and supports or benefits a hospital, nursing 
home, medical center, or any combination of these.

Thus, while in these two states their community foundations benefit from the tax credit, other charities 
could benefit, as well. 

Do These Credits Cause an Increase in Charitable Giving? 
Is there any evidence that these tax credits are effective in promoting charitable giving to endowment 
funds?  Evidence from Michigan suggests that the answer might be “yes”.   The Michigan situation is 
unusual for several reasons.   

First, the Michigan Community Foundation Tax Credit was targeted towards smaller donors.  The credit 
was equal to 50% of the gift to a Michigan community foundation, with a maximum credit of $100 for an 
individual and $200 for a couple.  For businesses, the credit was limited to $5,000, or 10% of their tax 
liability, whichever was less. 

Second, Michigan’s credit was the first in the nation – created in 1989.  It also became the first 
community foundation tax credit in the nation to be repealed, which occurred in 2011. 

An academic study by Grand Valley State University in 2013 found that donations of $400 or less to 
community foundations fell by 27.2% after the tax credit was repealed.  Presumably, a newly-
implemented tax could lead to an increase in charitable giving of a similar magnitude.i 
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Summary of State Income Tax Credits for 
 Gifts to Community Foundations 

As of 2017 
Endow 
Iowa 

Endow 
Kentucky 

Endow 
Maryland 

Montana 
Endowment 

- 
Individuals 

Montana 
Endowment 

- 
Businesses 

North 
Dakota 

Endowment 
Fund Credit 

Percent 
Credit 

25% 20% 25% 40% 20% 40% 

Credit 
Limit Per 
Taxpayer 

$300,000 $10,000 $50,000 $10,000 
individual, 
$20,000 

joint return 

$10,000 $10,000 
individual, 
$20,000 

joint return 

Aggregate 
Limit? 

$6 
million 

$1 million $250,000 None None None 

How 
Allocated? 

First 
Come, 
First 

Served 

First 
Come, 
First 

Served 

Allocated 
to each 

Community 
Foundation 

N/A N/A N/A 

Other Allocation 
claimed in 
21 days 
in 2017 

Donation 
must be at 
least $500; 
credit over 
limit can be 

carried 
forward for 
five years 

Available 
only for 
deferred 

gifts, such 
as charitable 
gift annuities 

Available for 
outright gifts 
of cash or 

stock 

Donation 
must be at 

least 
$5,000; 

credit over 
limit can be 

carried 
forward for 
three years 

Note: For information on the West Virginia program, see Appendix A.
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Appendix A:  Who Offers the Endowment Tax Credit? 

Currently, five states (Iowa, Kentucky, Maryland, Montana, North Dakota and West Virginia) 
offer taxpayers a state income tax credit for gifts to endowment funds.  

Endow Iowa 

First established in 2003, the Endow Iowa Tax Credit equals 25% of the value of a gift to an 
endowment fund at a community foundation.  The credit limit per taxpayer is $300,000, and 
there is an aggregate limit of $6 million per year in 2017 across the state. Credits are 
allocated on a first come-first served basis. 

Endow Kentucky 

The Endow Kentucky Tax Credit was first created in 2011.  It provides a 20% credit on 
eligible gifts, with a credit limit of $10,000 per taxpayer. 

Credits are allocated on a first come-first served basis.  Kentucky put a statewide limit of $1 
million on the program for 2017, and the entire amount was utilized 17 days after the program 
began. 

Endow Maryland 

Maryland created an endowment tax credit in 2015.  It provides a 25% credit on eligible gifts, 
with a limitation of $50,000 in credits per taxpayer.  Only gifts above $500 are eligible for the 
credit. 

Maryland limits the annual credit to $250,000 statewide in a year.  Because of this low limit, 
each of Maryland’s 14 community foundations are allocated a portion of the overall limit.  
Those community foundations are then free to develop the criteria for selection for their tax 
credit allocation among their donors. 

Montana Endowment 

The Montana endowment tax credit differs from other states in several aspects.  The credit is 
40% of eligible gifts from individuals.  In Montana’s case, the tax credit is available for 
individuals only for income producing planned gifts. An income producing planned gift is a gift 
that returns income or other financial benefits to the donor in return for the contribution. 

A common income producing planned gift is a charitable gift annuity, wherein the donor gets 
lifetime income and, upon their death, any remaining assets are given to charity.   
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The Montana Endowment Tax Credit is equal to 40% of the federal charitable deduction that 
the taxpayer receives for their gift. 

Businesses in Montana are eligible for a different endowment gift tax credit.  For businesses, 
the credit is 20% of the value of a gift of cash or stock. Montana limits the credit to $10,000 
for an individual return, and $20,000 for a joint return.  For businesses, the limit for the credit 
is $10,000. 

There are no aggregate statewide limitations for the Montana Endowment Tax Credit.  Under 
current law, however, the credit will expire in 2019 (unless renewed). 

North Dakota Endowment Fund Credit 

North Dakota provides a 40% credit for individuals or businesses for gifts to qualified 
endowment funds.  While there is no aggregate statewide limit on the credit, North Dakota 
limits the credit to $10,000 for an individual return, and $20,000 for a joint return.  For 
businesses, the limit for the credit is $10,000. 

West Virginia Neighborhood Investment Program Tax Credit

The State of West Virginia provides a tax credit for certain gifts to charitable organizations.  
Community foundations are eligible to apply for the credit.

The Neighborhood Investment Program allows 501(c)3 designated charitable organizations to 
apply for tax credit vouchers. These organizations distribute the vouchers to businesses and 
individuals who contribute to the organizations. By donating to approved NIP organizations, 
contributors can support their communities and earn credits to reduce certain West Virginia 
taxes. 

The West Virginia Legislature sets aside $3 million annually in state tax credits for the NIP. 
Businesses and individuals that contribute to NIP-approved organizations are eligible to 
receive up to 50 percent of the contributed amount in the form of state tax credits. Donors 
may use the credits to reduce liability for either their Corporate Net Income Tax or their 
Personal Income Tax.  According to a summary of participating organizations, at least eight 
West Virginia community foundations participate in the program.

i Impact on Giving After the Repeal of the Michigan Community Foundation Tax Credit, Johnson Center for 
Philanthropy, Grand Valley State University, February 2013. 
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