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The Impact of Eliminating the State and Local Tax (SALT)
Deduction.
As part of its tax reform efforts, Congress has discussed whether to eliminate the ability for
taxpayers to deduct state and local taxes (SALT). On July 11, 2017, Government Finance Officers
Association’s (GFOA) Executive Director, Chris Morrill, will moderate a panel discussion with The
Big Seven before Congress about state and local tax (SALT) deduction.

The SALT deduction reflects a partnership between the federal government and state and local
governments. The deduction is fundamental to the way states and localities budget for and provide
critical public services, and a cornerstone of the U.S. system of fiscal federalism. It reflects a
collaborative relationship between levels of government that has existed for over 100 years.
Currently, the SALT deduction is an accepted part of the tax structure that is critical to the stability
of state and local government finance.

Download Report – The Impact of Eliminating the State and Local Tax Deduction Report

What is the SALT Deduction
Taxpayers in the United States are granted a range of tax preferences from the federal government.
The Revenue Act of 1913, which introduced the federal income tax, states that “all national, state,
county, school, and municipal taxes paid within the year, not including those assessed against local
benefits,” can be deducted. The Revenue Act of 1964 later named specific state and local taxes that
could be deducted, which included: real and personal property, income, and general sales taxes.
These tax preferences serve two important goals. First, by allowing taxpayers the ability to deduct
state and local taxes (SALT), taxpayers avoid being taxed twice on the same income. Additionally,
the deduction on property taxes, along with deduction on mortgage interest, provides a strong
incentive for homeownership. The sales tax deduction provides similar incentives for encouraging
spending — which facilitates economic growth.

Compared with other common deductions, the state and local tax deduction has a larger impact than
the deductions for both charitable giving and mortgage interest. In recent years, 29.5% of tax units
used the SALT deduction. Only 21% used the SALT deduction for mortgage interest, and 15% used
the deduction for charitable donations.

How Do Taxpayers Benefit from the SALT Deduction?
Everyone in the United States benefits from SALT, but the SALT deduction is used directly by
around 30% of all taxpayers. Currently, taxpayers are given the option of deducting real estate taxes
as well as either income taxes orsales taxes paid to state and local governments. While the SALT
deduction is used across all income levels, the actual amount of property versus income versus sales
tax deducted by lower, middle, and upper income taxpayers provides insight into how those
taxpayers benefit. For example, while over 70% of SALT deductions for tax units with an AGI of more
than $200,000 are from income taxes, over 60% of deductions from taxpayers with less than $50,000
in income come from property tax. This highlights how important the property tax deduction is for
middle class homeownership.
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In addition to its effect on taxpayers who itemize, regardless of adjusted gross income, the SALT
deduction also benefits taxpayers in all 50 states. The tax deduction is used by Americans living
in urban, suburban, and rural locations and across all congressional districts. The states
with the highest percentage of taxpayers using the SALT deduction are in the East and Northeast
regions. However, states in the West and Midwest also take advantage of the deduction. Overall, use
of the SALT deduction is widespread among all states. The average deduction per tax unit in
Connecticut, New York, and New Jersey are all over $7,000, and close to $6,000 in California. If the
SALT deduction were eliminated, assuming a 25% marginal tax rate, an average taxpayer in New
York who currently itemizes SALT would face a tax increase of almost $1,800.

Click Here to View State and Local Tax Deduction by Congressional District.

Government Finance Officers of America

July 11, 2017

Copyright © 2024 Bond Case Briefs | bondcasebriefs.com

http://www.gfoa.org/salt

