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Retirement Plans to Charity: Understanding the “Trifecta” of Tax Benefits

Many advisors have noticed an uptick in client inquiries recently about leaving their IRAs and other retirement plans to charity.

If you're wondering why, it likely has a lot to do with the buzz about Qualified Charitable Distributions, which allow those who’ve
reached the age of 70 % to direct up to $100,000 annually to qualified charities (such as a designated or area-of-interest fund at the
Community Foundation), avoiding both the need for an RMD (if they've reached age 73) and the income tax hit.

It's probably more than just the QCD, though, that has spurred

your clients to ask questions. More and more, charitable planning

with IRAs and other qualified retirement plans is a topic in
financial and mainstream media. A case in point is a September
2022 article in the Wall Street Journal, irresistibly titled “Win an
Income-Tax Trifecta With Charitable Donations.” If you subscribe
to the Wall Street Journal, the article is well worth your time.

When your client names a public charity, such as a donor-
advised or other fund at the Community Foundation, as the
beneficiary of a traditional IRA or qualified employer retirement
plan, your client achieves extremely tax-efficient results.

Here’s why it’s popular:

0 The client achieved tax benefits over time as the
they contributed money to a traditional IRA (or to an
employer-sponsored plan). That’s because contributions
to certain retirement plans are what the IRS considers
“pre-tax”; your client does not pay income tax on the
money used to make those contributions (subject to
annual limits).

0 Assets in IRAs and qualified retirement plans grow tax
free inside the plan. In other words, the client is not
paying taxes on the income generated by those assets
before distributions start in retirement years. This
allows these accounts to grow rapidly.

9 When a client leaves a traditional IRA or qualified
plan to a fund at the community foundation or another
charity upon death, the charity does not pay income
taxes (or estate taxes) on those assets. By contrast, if
the client were to name children as beneficiaries of an
IRA, for example, those IRA distributions to the children
are subject to income tax, and that tax can be hefty
given the tax treatment of inherited [RAs.

So, if your client is deciding how to dispose of stock and an IRA

in the client’s estate plan, intending to leave one to children

and the other to charity, leaving the IRA to charity and the stock
to children is a no-brainer. Remember, the client’s stock owned
outside of an IRA gets the “step-up in basis” when the client
dies, which means that the children won't pay capital gains taxes
on the pre-death appreciation of that asset when they sell it.

— Here’s the net-net:

Traditional IRAs are often poor vehicles for your clients

to use to leave a family legacy. Instead, if a client is
charitably inclined, traditional IRAs are likely better
deployed to posthumous philanthropy if other assets, such
as appreciated stock, are available to leave to children and
other heirs.

The Lehigh Valley Community Foundation is always happy
to work with you to ensure that your clients are maximizing
their assets to fulfill their charitable giving goals. Contact
Carrie Nedick at carrie@|vcfoundation.org
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Proposed legislation: Is better deductibility back on the table?

Charitable deduction legislation ebbs and
flows. Proposed reform efforts come and
go, resulting in the occasional change to
the provisions of the Internal Revenue Code
governing charitable giving. At the same
time, popular charitable giving techniques
evolve and grow over time, frequently
creating new opportunities for your clients
to support the causes they love.

For instance, donor-advised funds (DAFs)
were first deployed as a charitable giving
technique in the 1930s—Ilong before their
popularity ascended in the 1990s—and
recently reached record highs.

Similarly, Qualified Charitable
Contributions (QCDs) were codified in
2006 through legislation that initially
approved the technique for just about

a year, followed by several legislative
extensions before QCDs were made
permanent by the Consolidated
Appropriations Act of 2016. And while
QCD annual limits ($100,000 per person
and $200,000 for couples) have remained
constant in the past, those will change
when indexed for inflation under the new
laws passed at the end of last year.

Now, like then, legislation pending in
Washington—if realized—may influence
the techniques your clients deploy to meet
their charitable goals.

Donor-advised funds and private foundations

Currently, contributions to donor-advised funds by private foundations fall under
the same rules as contributions to donor-advised funds by individuals, in that
the funds are not subject to any particular timing requirements to be distributed
to charities. Despite the lack of a formal pay-out requirement, however, the 10-
year average aggregate pay-out rate from all donor-advised funds is a whopping
22.2%, and the 2021 aggregate pay-out rate was a record 27.3%.

In contrast, private foundations are subject to a 5% annual distribution
rule. Under proposed legislation (see page 139 of the Treasury’s explanation
document), while it would not affect contributions to donor-advised funds
by individuals, contributions to donor-advised funds by private foundations
would need to be distributed “by the end of the following taxable year,” and
documented as such, to qualify for the 5% private foundation distribution
requirement. Time will tell whether these proposed changes make it into law.

Beyond the standard deduction

Tax deductibility of donations has changed with the times, and another piece
of in-process legislation, if passed, would again reward charitable-minded tax
filers who do not itemize, at least for tax years 2023 and 2024.

The Charitable Act, as it is known, would allow deductions of up to one-third

of the applicable standard deduction for non-itemizers. As background, under
the higher standard deduction passed as part of the Tax Cuts and Jobs Act of
2017, many donors who'd previously deducted their charitable donations lost
that ability. Indeed, to the dismay of many nonprofits, tens of millions fewer
households itemized their deductions in the years following the increased
standard deduction, removing part of the incentive to make charitable gifts. The
Charitable Act would strive to alleviate some of the negative impact on charities.

Recent history shows that taxpayers respond positively to deductibility
opportunities, with 42 million taxpayers taking advantage of the $300
“universal” charitable deduction offered in 2020, and 24% of those having
gross income of less than $30,000. That opportunity was extended in 2021 but
discontinued for 2022. Notably, polling has shown strong support for restoring
the universal charitable deduction.

With potential restored deductibility in the works—and again, it’s early in the
process and not yet law—keep in mind that the community foundation is here to
help your clients organize their charitable giving through a donor-advised or other
type of fund.

As the tradition of change continues for charitable giving, the Community
Foundation will continue to be your source of smart, efficient and secure gifting.

This newsletter is provided for informational purposes only. It is not intended as legal, accounting, or financial planning advice.
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