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Amidst the evolving landscape of charitable giving options, a
new opportunity has emerged for individuals aged 70% or older
to support causes close to their hearts. For the last 15 years,
these individuals have been able to capitalize on the tax benefits
of charitable donations made directly from their individual
retirement accounts — effectively transforming IRAs into
personal philanthropic vehicles similar to a private foundation
or donor advised fund (provided their yearly contributions stay
below $100,000). A recent development, however, offers a new
avenue for experienced donors: The ability to make gifts of up to
$54,000 (in 2025) from their IRAs to establish a charitable gift
annuity or charitable remainder trust, an arrangement in which
donors can retain income from donated funds while ensuring
future support for their chosen causes.

For more than 15 years, individuals over
the age of 70%2 have been able to make
tax-favored charitable gifts directly from
their individual retirement accounts
(IRAs), distributions that are excluded
from their taxable income. For many
donors, this law effectively allows them
to use their IRAs as their charitable
foundation. Aslong as they give away
less than $100,000 per year, they don't
need to have a private foundation or a
donor advised fund. In most situations,
their IRA can act as their philanthropic
giving vehicle.

Now there is a charitable giving option
available to these IRA owners. They can
make a once-in-a-lifetime deferred gift
of up to $54,000 directly fromanIRA to a
charity for a charitable gift annuity (CGA)
or to a charitable remainder trust (CRT).!
The CGA or CRT will then make payments

to the IRA owners for the rest of their
lives.

The distribution from the IRA that funds
the CGA or CRT is considered a qualified
charitable distribution (QCD).? This
means the initial transfer from the IRA
to the charity or trust is excluded from
the IRA owner's taxable income, offering
significant tax advantages. Additionally,
individuals aged 73 or older can count this
transfer toward satisfying their required
minimum distributions (RMDs) for the
year. However, it's important to note
that once the CGA or CRT starts making
payments to the donor or their spouse,
these payments will be considered
ordinary income and taxed accordingly.

The $54,000 limit means that a CRT will
generally not be economically viable. The
annual administrative costs (tax return,
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etc.) would consume too much of the

CRT's assets. One exception might exist
for a married couple when each spouse
contributes $54,000 to a single CRT. Some
charities are willing to administer a CRT for a
minimum $100,000 contribution.

Except for this situation, as a practical
matter, the immediate benefit of this law
will be limited to CGAs. Such annuities are
offered by many universities and other
large charities, and many offer themfora
minimum payment of just $10,000.

CGAs pay alower rate than commercial
annuities, since a portion of the acquisition
cost is a charitable gift.> For IRA owners
who are primarily looking for steady income,
they will usually be better off acquiringa
conventional annuity inside their IRA that
can generate larger, steady payments
tothem. The new IRA-for-CGA law s,
therefore, best suited for an IRA owner

whose primary intent is to support a
specific charity, but who also likes the idea
of receiving a lifetime stream of steady
payments.

Checklist for QCDs -
Outright and Deferred

To be a qualified charitable distribution, the
charitable gift must generally meet all of
the requirements to qualify for a traditional
charitable income tax deduction. For an
outright gift, the entire IRA distribution
would have to qualify for the deduction.*
For a deferred gift, the value of the
remainder interest would have to qualify
for a charitable income tax deduction.” If
all of the requirements are met, then the
entire IRA distribution (including the portion
that is used for a lifetime annuity) qualifies
as a QCD and will be excluded from the
taxpayer's income.
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Theresponsibility for reporting the
favorable tax treatment falls on the IRA
owner, rather than on the IRA administrator.
The Form 1099-R that isissued by an IRA
administrator generally classifies all IRA
distributions as taxable distributions,
including the distributions that were made
to eligible charities. On the Form 1040
income tax return, the IRA owner first
reports the total amount of the distribution,
and then excludes the QCD from taxable
income by making the notation “QCD."

When the QCD is excluded from taxable
income, the IRA owner cannot claiman
itemized charitable income tax deduction
for the contribution.® Usually, the charitable
IRA exclusion froma QCD provides greater
tax benefits than an itemized charitable
deduction. By reducing grossincome, a
senior might be able to reduce Medicare B
and Medicare D premiums or keep a larger
portion of Social Security benefits exempt
fromincome tax.

Requirements

All of the following requirements must be
met to qualify for the QCD exclusion:

* ThelRA owner must be over age 70%2.’

* OnlyIRAs are eligible to make QCDs?
[not 401(k), 403(b), ongoing SIMPLE-
IRAs, or ongoing SEP IRAs].° A SEP
IRA oraSIMPLE IRAis an ongoing
arrangement if a contribution was
made to it during the same year as the
charitable distribution.

* TobeaQCD,thelRA distribution must
consist of fully taxable income.™® Ifan

IRA holds non-deductible contributions,
the QCD is deemed to come first from
taxable income.

The distribution must be made directly
to an eligible charity for either an
outright gift or for a CGA deferred gift,
or to atrustee of a CRAT or CRUT for
adeferred gift.!! Thisrequirementis
generally met if the check issued from
the IRA was payable to the charity.

Most charities are eligible to receive
QCDs, but a few are not eligible. Most
public charities are eligible to receive
QCDs, as well as private operating
foundations.? However, neither a donor
advised fund nor a Section 509(a)(3)
supporting organization (SO) is eligible
toreceivea QCD."* Grant-making
private foundations are also generally
excluded.

The maximum annual exclusion for
QCDs in 2025 is $108,000" (though in
the case of aQCD toa CRT or fora CGA,
there is a maximum once-in-a-lifetime
exclusion of just $54,000"). Both
thresholds are indexed for inflation.®

The payment to the charity or to the
CRT would have otherwise qualified for
acharitable income tax deduction."”

The IRA owner cannot receive any
financial benefit from the QCD that
would have reduced a charitable
income tax deduction’® (except, in the
case of deferred gifts, for the projected
present value of the CGA payments or
CRT payments).* Thus, the IRA owner
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cannot receive a meal at a fund-raising
dinner or use the IRA distribution to pay
for a purchase at a charitable auction.

* Beforefiling theincome taxreturn
for the year, the IRA owner must
receive a contemporary written
acknowledgment (CWA) from the
charity. The CWA confirms that the
IRA owner did not receive any goods,
services, or financial benefit for an
outright gift (except for a deferred gift,
the CWA should state the value of the
projected annuity payments froma
CGA).»®

The following additional requirements

apply to deferred gifts for CGAs or to CRTs

(“split-interest entities”):

* AnIRA owner canonly use the QCD
exclusion for a gift to a split-interest
entity in one taxable year in their
lifetime.?!

* AnIRA owner’'s maximum QCD
exclusion for a gift to a split-interest

entity in 2025 is $54,000 (indexed for
inflation in future years).?

* The CGA or CRT must be funded
exclusively with otherwise taxable
QCDs of the IRA owner (though,
perhaps, QCDs from the IRA owner's
spouse are also permitted to be made to
the same CGA or CRT).

* Nopersonmay hold anincome interest
in the split-interest entity other than the
IRA owner, the spouse of such individual,
or both.?*

* Theincome interestinthe split-interest
entity must be nonassignable.?*

* A CGA must commence fixed payments
of atleast 5% not later than one year
from the date of funding.?®

Wrap Up

A charitable gift annuity that is funded
witha QCD fromanIRAis a great option
for seniors who want to support a charity
and who also want to receive a steady
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and reliable stream of payments for the

rest of their lives. The IRA owner should
have charitable intent. If they are primarily
interested in receiving a steady stream

of payments, they should consider using
their IRA dollars to purchase a conventional
annuity inside the IRA. Paymentsfroma
charitable gift annuity will usually be less
than those from a conventional annuity,
since part of the payment for the CGAis
applied as a gift to the charity. In such cases,
it may be worthwhile to compare the net
afterincome tax results of the purchase of a
commercial annuity and a smaller QCD to a
QCD tofunda CGA.
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