


 

Charitable rollover provides opportunity for giving
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NEW YORK - The clock is ticking on at least one provision of the recently enacted Pension Protection Act.

Expiring in December 2007, after a 17-month window, is an opportunity for those age 70 and older to donate up to $100,000 a year to charity, tax free, directly from their individual retirement accounts.

"This is much better than a charitable deduction," said Mark Joseph, president of Sentinel Wealth Management Inc. in Reston, Va., which has about $95 million in assets under management. 

"As the amount transferred to charity is never included in the taxpayer's gross income, there is no increase in the person's adjusted gross income," he said. "In addition, the charitable gift is also not subject to the 50% limit on charitable gifts, paving the way for potentially significant gifts to be made." 

Eligible donors who elect to use the so-called IRA Charitable Rollover may not claim a charitable income tax deduction for their gift. Also, the distribution may not be reported as taxable income. 

Furthermore, the withdrawal must be a "qualified charitable distribution," meaning among other things that the donor is at least 70%BD; years old, the recipient is a public charity, and the donation must be paid directly to the charity.

Donors that don't itemize tax deductions especially will benefit, particularly those who reside in states without a state income tax or those that do levy a state income tax but offer no tax breaks for charitable gifts, according to an August 2006 article by the Planned Giving Design Center in Matthews, N.C. 

"I have a married couple who are poster children for this provision. They made a $1 million philanthropic commitment over a 10-year period, and they still own their own business and have a high income - in the 35% bracket," said Chris Toadvine, an Orlando, Fla.-based adviser who specializes in retirement income and distribution planning. 

"We can take $400,000 over the next two years, thus reducing their IRAs and avoiding current income tax on that amount," he said. 

Mr. Toadvine added that by reducing the amounts in their IRAs, his clients also reduce the amount of minimum distributions they will need to withdraw in the future.

He doesn't see the charitable floodgates opening, however. 

"I have several clients that could qualify for this," Mr. Toadvine said. "People are not going to start giving money away just because there's a tax benefit."

But Mr. Joseph sees an opportunity to change that.

"There's a whole movement in the industry regarding financial and life planning," he said. 

"It even has a spiritual component," Mr. Joseph said. "Opening up the charitable contribution door is a way to bring up what is important to the client ... and deepen your relationship."

But just how easily can one spread the charitable wealth? 

IRA administrators will be responsible for processing the donations, and their reaction to the provision varies. 

"This is a positive provision for account owners but does bring with it more paperwork," said Nancy Dahl, vice president of personal trust administration and tax at St. Louis-based TIAA-CREF Trust Co. "We have adopted a policy allowing unlimited distributions with a minimum of $1,000 each or 100% of the account balance, if lower."

However, Hugh Bromma, chief executive of The Entrust Group in Reno, Nev., doesn't foresee a need for his company to limit distributions in any way. 

"So what - it's just a couple of keystrokes," he said. "We in the self-directed industry are oriented toward writing a lot of checks [for IRA owners]." 

Many unanswered questions remain, said Liz Varley, vice president and director of retirement policy at the New York- and Washington-based Securities Industry Association.

The SIA, she said, has submitted a number of questions to the Internal Revenue Service for clarification, including: Can the contribution be made in kind? What if donors have check-writing privileges on their IRAs? And where should the check be sent, to the charity or the donor? 

Greg Gardner hopes these issues are settled and more. 

Owner of The Gardner Group, a Dallas firm with $50 million in assets under management, he sits on several charitable boards, and charitable planning is a particular focus of his practice. Mr. Gardner hopes that legislation next year will extend IRA charitable contributions to donor-advised funds, which are used by many of his clients.

