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Generous, But Not to a Fault: A Guide to Tax-Efficient Charitable Giving

The onset of the holiday season stokes our desire to give, not only to the people we care about but to the charitable organizations we support. And since the holidays coincide with the end of the tax year, this is an ideal time to take steps to ensure that the heart — a person’s charitable inclinations — aligns with the head, whereby a person’s charitable giving efforts are maximized for tax efficiency.

“There are tax consequences, good and bad, with charitable donations, and there are ways to do things more efficiently to help keep more money in your pocket and put more money in the charity’s pocket as well,” says certified financial planner Joe Clemens of Wisdom Wealth Strategies in Denver, Colo.

To make charitable giving a win-win for the donor and the recipient alike, consider the following suggestions from the Financial Planning Association, the largest organization of personal finance experts in the U.S.:

Simplify. Instead of donating relatively small amounts to many different organizations, focus on donations to several of your favorite charitable organizations, Clemens recommends. Tracking and tallying many smaller, piecemeal donations can be a major headache.

Get clarity on what is and isn’t tax-deductible. Not only is the tax code full of arcane rules governing charitable donations, those rules tend to change from year to year. For example, donating use of a timeshare or vacation home (such as in a charitable auction) is not tax-deductible, while rules that apply to distributions made directly from an individual retirement account to a qualified charitable organization have recently changed, notes Clemens. The complexity of rules such as these makes it a good idea to consult a tax advisor (such as a certified public accountant or a certified financial planner with tax expertise) for guidance. Consult FPA’s national database of financial planners at www.PlannerSearch.org to find one in your area.

Track your charitable donations. Ask for receipts whenever you make a charitable donation and maintain a folder (hard copy or otherwise) with records of all your donations. Intuit’s free ItsDeductible online tool (https://turbotax.intuit.com/personal-taxes/itsdeductible/) and accompanying free app for iPhone are useful for tracking donations.

Consider giving the gift of appreciated stock. Owning shares of stock whose value has appreciated substantially since you got it could put you on the hook for a substantial capital gains tax tab when that stock is sold. Instead of giving cash, people with charitable inclinations who find themselves holding highly appreciated stock can essentially shed that capital gains tax liability by transferring ownership of the stock directly to a charitable organization. Neither they nor the charity will be liable for capital gain taxes on that stock, explains Clemens. The donor nets a tax write-off for the charitable donation while “gifting away their tax liability and making it disappear.”

What’s more, he says, if the donor of the stock wants to remain invested in the company whose shares they donated, they can use the cash they otherwise might have donated to the charitable organization to instead purchase the same stock position (same company and number of shares). Such a maneuver, called a “step-up in basis,” also applies to equity assets such as mutual funds and ETFs, he notes.

Support a charity by making it a beneficiary of a life insurance policy. In most cases, proceeds from a life insurance policy’s death benefit, upon the death of the policy owner, pass tax-free to the beneficiary.

Know when fair-market value rules apply to donations. Tax deductions for donations of clothes, toys and the like to organizations such as Goodwill are based on the “fair market value” of the donated goods, where you’re required to provide that value for each item donated in order to claim a tax deduction for it, according to Clemens. For help doing so, turn to the aforementioned Its Deductible online tool or app.
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