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QUALIFIED CHARITABLE
DISTRIBUTIONS

Many seniors will benefit from a tax law recently made permanent by Congress.
What is a Qualified Charitable Distribution (QCD)?
A QCD is a contribution to a charity directly from an IRA account. If a taxpayer is at least age 70
½ and owns an IRA, they may gain these tax benefits using their Required Minimum Distributions
(RMDs). This permanent legislation is a win-win, it will help both reduce one’s taxable income and
benefit a qualifying charity. Many people over the age of 70 ½ who take RMD’s subsequently donate
money to charity anyway, and this tax law provides an even greater tax benefit!
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What are the requirements to correctly complete a QCD?
1)
2)
3)
4)
5)

Taxpayer must be 70 ½ at the time of the distribution.
Distribution must be from an IRA but not from workplace retirement plans like a 401(k).
Must be a check payable directly to a charitable organization but not payable to the taxpayer.
Taxpayer needs to get a charitable receipt like any other charitable donation.
Distribution can be any amount up to $100,000 per year per person.

The QCD can satisfy all or a portion of the RMD but is not federally taxable, so there will be no need
for federal tax withholding. The QCD can be one-time, or periodically like monthly or yearly.
QCD Example:
Let’s suppose that an individual has an RMD of $10,000 and wants to give $4,000 this year to their favorite charitable organization. Below, you will see how to correctly input this on line 15 of form 1040.

All $10,000 counts towards RMD

.

.

.

Write in the letters “QCD” here

But, only pay tax on $6,000

In this example, all $10,000 would count towards satisfying the RMD, but taxpayers would only pay
income tax on the $6,000. The $4,000 would go to the charity and not be subject to income tax. At
the 15% income tax bracket, that means a savings of $600! This might be the only way that a taxpayer
who doesn’t itemize their deductions can benefit from a charitable contribution. And, if the taxpayer
itemizes, in almost all cases a QCD is more beneficial than itemizing and taking the charitable deduction on schedule A. The reason is that other taxes and deductions are based upon income for the year
and by using a QCD the income level decreases.
When income is decreased, certain benefits may occur:
1)
2)
3)
4)
		
		

Pay less income tax on Social Security, if it is currently taxable.
Take the Standard Deduction but still save taxes on the charitable contribution.
Have a lower hurdle for medical and miscellaneous itemized deductions due to lower income.
For taxpayers who don’t need to file a federal tax return or pay no tax since their income is low
enough, using a QCD can help the taxpayer distribute more of their IRA tax-free or perform a
tax-free Roth IRA Conversion.

If you have any questions about how to benefit from a QCD, we would be happy to help. Please call us
directly at (570) 735-2172 or toll-free (877) 735-2172.
On the pages to follow is a case study illustrating a QCD in action.
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QCD in action: Case study

John & Sally Giftgiver are retired taxpayers aged 73 & 71. John has a pension from
his union of $1,600/mo, and Sally who worked
in private industry also has a small pension
of $400/mo from an old employer. John’s
gross social security benefit is $1,600/mo, and
Sally’s $900/mo. They reinvest the $6,000/
yr in qualified dividends from utility stocks
they inherited from each of their parents, and
have required minimum distributions totaling
$20,000/yr from their IRAs, which they both
rolled over from their workplace retirement
plans. Adding all this up, they figure their gross
annual income to be $80,000/yr, and give 1/10 of that to charity every year, equaling $8,000, writing checks out
to these charities during the year. Sally keeps detailed records of their tax-deductible items, such as this charitable giving, but also their medical expenses, counting each and every trip to the doctor, and even the smallest
prescription drug copay. John always hates paying taxes on taxes, and likes to get the most he can out of their
deductions, so he even counts up their state sales taxes paid during the year to help themselves out. Every year,
they show up with pages and pages of notes, and a shoebox full of itemized receipts.
38-44.

See the above graphic (upper right) representing their completed Federal 1040 tax return, lines 7-22 and

The Giftgiver’s did indeed get a benefit
for all their giving and good recordkeeping,
taking an itemized deduction of $15,461. To
the right see their completed Schedule A.
As you can see, their taxable income for
the year was $73,850, and they incurred a total
federal tax of $5,716. Susan, their tax preparer,
commended them on how diligent they are,
and after double checking the return, she found
absolutely no errors, and the return was e-Filed
later that day. The Giftgiver’s withheld enough
for taxes and found that they were getting back
a refund, to be direct deposited in their bank
account in a couple of weeks. The Giftgiver’s
happily drove home from their tax appointment, praised each other on their outstanding teamwork for yet another tax season, and treated themselves to a nice dinner out together.

As retirees, the Giftgiver’s have a very typical tax situation, and they and their tax
professional think they are doing the absolute best they can.

But, could they do better? Absolutely!
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But if so, how? Aren’t they already tracking their deductions as best they can? And

wasn’t their tax return even double-checked for accuracy? Yes, both of those statements are true, and
the tax return was completed perfectly! But what if there were a way the Giftgiver’s could do less
work, and save more in federal income tax, without any additional out-of-pocket cost?

The answer is easy, do a Qualified Charitable Distribution (QCD)!
Here, we show John and Sally with a
much easier, and less taxing, tax return. The
end result is an additional $2,166 in tax savings, without even having to itemize their
deductions! Instead of giving the $8,000 in
charitable giving from their checkbook, the
Giftgiver’s take $8,000 of their $20,000 RMD
and send it directly to a charitable organization, performing a QCD (see line 15b on the
right).
They don’t have to keep any more records than what they already do now, only a
charitable donation receipt just like they have in the past. Sure, their IRA distributions they receive themselves
to their bank account go down by $8,000, but they have $8,000 more dollars they would have written out to
charities in their bank account per year, making it a wash! Secondly, because they’re showing less taxable IRA
distributions, less of their Social Security income is taxable (before, line 20b was over $23,000, now it’s just
$17,050! John loves the fact that he’s paying less Tax on Tax, as he always says that “President Roosevelt promised that Social Security benefits would never be taxed!” Well, John’s feeling happier now!) And
where did that Schedule A and the shoebox go? Well, finally, as an added benefit, Sally & John
can stop painstakingly counting their medical expense deductions and sales taxes paid, because
they are now able to take the standard deduction, since it now exceeds their remaining itemized
deductions. Now that’s something they should really have a celebratory dinner about!!!
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