Tips For IRA Charitable Giving (And Traps to Avoid)

Virtually everyone thinks of turning 70 as a major life milestone, but turning 70 Y2 is actually
a milestone of its own because it opens a unique opportunity in the tax code that can
significantly enhance your charitable giving strategy -- using your Individual Retirement
Accounts (IRAs). If you don't need all the money in your IRAs for living expenses, these
accounts can effectively function like donor-advised funds, offering substantial tax
advantages. Below is an exploration of how you could potentially leverage this provision to
maximize both your charitable impact and tax benefits.

Utilizing IRAs for Charitable Contributions

Once you reach 70 2, you can make qualified charitable contributions directly from your
IRA instead of withdrawing the money and then donating it. This method provides a
significant tax benefit: instead of claiming an itemized deduction for your donation, you get
an exclusion from your adjusted gross income (AGI). This can be particularly advantageous
if your itemized deductions fall below the standard deduction threshold or if you are
subject to various AGl-related computations and thresholds.

The Basics of Qualified Charitable Distributions (QCDs)

Not only can you exclude up to $100,000 in IRA Qualified Charitable Distributions (QCDs)
from your AGI each year, but the exclusion also counts towards your Required Minimum
Distribution (RMD) if you have one. Just remember, the age for starting RMDs is different
from when you can begin making QCDs. While the RMD age will rise to 73 in 2024, you can
start making QCDs as soon as you turn 70 2.

Age and Contribution Limits

There are several important rules to keep in mind. Firstly, if you make an IRA contribution
after turning 70 2 and claim a deduction for it, you can't exclude an equivalent amount of
QCDs from your income until those contributions are offset by non-deducted amounts. In
other words, the extent to which you have taken IRA deductions for tax years ending on or
after the date you turned 70 %2 affects your ability to make QCDs. You can still make
charitable distributions from your IRA that don't qualify for the exclusion, which would yield
an itemized deduction instead. Once you have accounted for your post-70 2 IRA
deductions, you can then fully utilize the QCD provision.

Aggregate Limits and Joint Returns

The $100,000 limit for QCDs is an aggregate limit that applies regardless of how many IRA
accounts you have. If you and your spouse file jointly and you both have IRAs, this limit
applies separately to each of you, effectively doubling the potential exclusion to $200,000
for a married couple with their own IRAs.



Eligible Charities and IRA Types

For a distribution to qualify as a QCD, it must be made directly by the IRA trustee to a
qualifying charitable organization. Contributions cannot be made to supporting
organizations or donor-advised funds. Furthermore, QCDs can be made from any
traditional IRA but not from ongoing SEP or SIMPLE IRAs. An "ongoing" SEP or SIMPLE IRA is
one that has received employer contributions for the plan year ending with or within the IRA
owner's tax year in which the charitable contribution is made.

Practical Implications and Tax Planning Considerations

Understanding these rules can help you avoid potential pitfalls. For instance, if you thought
you could make an IRA contribution with funds outside your IRA and then immediately
make a QCD, you would be mistaken. The tax code has specific provisions to prevent this
kind of strategy. To the extent that you have made deductible contributions to your IRA after
turning 70 2, you must first exhaust those contributions before you can exclude QCDs from
your income.

It’s important to integrate these charitable giving strategies into your overall tax planning to
maximize their benefits. The combination of reducing your AGl and meeting RMD
requirements while supporting your charitable interests can be a powerful tool. However,
ensuring compliance with the IRS rules and understanding the nuances of these provisions
is crucial to avoid any unintended tax consequences.

Traps to Avoid

One subtle but crucial pointis the timing of your distributions. To qualify as a QCD, the
distribution must be made after you have actually turned 70 Y2—not simply during the
calendar year you reach that age. You must wait until your half-birthday to make the
distribution eligible.

Another significant difference between QCDs and donor-advised funds (DAFs) is the
responsibility for substantiating the charitable deduction. Unlike DAFs, where the fund
manager handles the paperwork, with QCDs, you must obtain an acknowledgment from
the charity before filing your tax return. This acknowledgment must explicitly state that no
goods or services were received in return for the donation. Even the slightest benefit
received from the charity can nullify the exclusion, so it’s critical to review the wording on
the acknowledgment carefully, ensuring it confirms "no goods or services" were provided.

Reporting on Tax Returns

Reporting QCDs on your tax return can be confusing, as the 1099-R form will show the full
amount of distributions in both Box 1 (Gross Distribution) and Box 2a (Taxable Amount). To
properly report a QCD, you need to follow the IRS instructions carefully:



e Enterthe total distribution amount on line 4a of your tax return.

e Ifthe total amount distributed is a QCD, enter "0" on line 4b. If only part of the
distribution is a QCD, enter the non-QCD portion on line 4b and note "QCD" next to
it.

This process can be particularly challenging if you’re not using professional tax software
that handles these entries automatically. It’s worth noting that some software may not
correctly label QCDs, leading to potential reporting errors. Ensuring accurate reporting is
crucial to avoid inadvertently including the entire distribution as taxable income or
mistakenly taking both the exclusion and the deduction, which means it can be very
advantageous to seek the services of a tax professional.

Potential for Errors and Misuse

Unfortunately, errors and misuse of QCDs are not uncommon. Some preparers might miss
the exclusion altogether, while others might incorrectly claim it without proper justification.
Forinstance, a disreputable preparer might tell clients they can simply write "QCD" next to
a zero on line 4b to exclude their IRA distributions without meeting the necessary
requirements. This kind of misinformation can lead to IRS audits and potential penalties.

The IRS is likely to scrutinize QCD claims in the future, especially if they suspect
widespread errors or fraud. A significant number of taxpayers could face challenges if they
have not received the proper acknowledgment from the charity or have otherwise failed to
comply with the strict rules governing QCDs. It is imperative to follow all guidelines
meticulously to ensure the validity of your QCDs and avoid any issues with the IRS.

Additional Opportunities: One-Time Election for Split Interest Trusts

Aside from standard QCDs, there is another opportunity worth considering: a one-time
election to transfer up to $50,000 from your IRA to a split interest trust. This can include a
charitable remainder annuity trust, a charitable remainder unitrust, or a charitable gift
annuity. This transfer also qualifies as a QCD, providing another avenue for tax-advantaged
charitable giving.

While the practical application of this option might not be immediately apparent, it could
be beneficial in specific scenarios. It’s a decision that should be evaluated based on your
personal charitable goals and financial situation.

Conclusion

QCDs offer a powerful way to support charitable organizations while benefiting from tax
exclusions. However, the complexity of the rules and the strict documentation
requirements necessitate careful planning and execution. By understanding and adhering
to these guidelines, you can effectively leverage QCDs to your advantage, and as your



trusted financial advisor, I’'m here to help if you think this is something that could work for

you.

Please don't hesitate to reach out if you have any questions or need further assistance. As
your accountant, your financial well-being is my top priority, and I'm dedicated to helping
you achieve a positive outcome.



