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QCDs: A Tax-Free Way to Donate IRA Funds to Charity
By Ed Slott, CPA

Toward the end of 2015, Congress permanently reinstated a popular
tax provision that allows individuals age 70)4 and older to make

tax-free qualified charitable distributions (QCDs) from their IRAs.

A QCD counts toward all or part of the required minimum distribution

that you would otherwise have to receive from your IRA, while

allowing you to escape tax liability for up to the entire distribution.

You must begin taking annual RMDs from your traditional IRA(s)
when you reach age 70>2, whether you need the money or not, or

face a 50% penalty on the amount that should have been withdrawn.
These distributions are generally taxed as ordinary income.

Thus, QCDs may be a particularly valuable tool if you are still
working, have a generous pension, or fall in a higher tax bracket

for any reason.

Rules and Limits

The IRA trustee must transfer the QCD directly from your IRA to a qualified public charity (not a private
foundation, donor-advised fund, or supporting organization). The QCD exclusion is limited to $100,000
per year. If you're married, your spouse can also contribute up to $100,000 from his or her own IRA.
You cannot deduct a QCD as a charitable contribution on your federal income tax return — that would be

double-dipping.

A QCD must be an otherwise taxable distribution from your IRA. If you've made nondeductible
contributions, then each distribution normally carries with it a pro-rata amount of taxable and nontaxable
dollars. With QCDs, the pro-rata rule is ignored and taxable dollars are treated as distributed first.

You can take an RMD any time during the year you turn 7034, but you must wait until after you reach
7034 to make a QCD. A qualified charitable distribution may not be taken from an employer-sponsored
retirement plan or an ongoing SIMPLE IRA or SEP IRA.

Continued on page 4

If you have any questions about the topics in this newsletter or about yourfinancial future, call us.
We are available to help.

A QCD provides

a tax benefit

even if you tahe

the standard

deduction.
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Medicare Means Testing
As more baby boomers turn 65,
Medicare enrollment is projected
to swell from 57 million in 2016

to around 64 million in 2020 and

81 million by 2030.i

In 2015, legislation known as the
"Doc Fix" changed the formula used
to reimburse physicians for Medicare
services, offering a long-term solution
for one of Medicare's most pressing
fiscal challenges. Once again, the
costs were offset by raising Medicare
premiums for some higher-income
retirees.^

Income-related Medicare premiums
reduce strain on the federal budget
by imposing higher costs on benefi
ciaries with greater financial means.
Now more than ever, it is important to
consider your health insurance options
carefully and to factor rising health-care
costs, including potential Medicare sur
charges, into your retirement planning.

Medicare Maze

Original Medicare consists of Part A
hospital insurance and Part B medical

insurance (for physician services,
outpatient care, and lab tests). These
programs are administered directly
by the federal government and have
standardized services, premiums, and
deductibles.

Two additional forms of coverage
are offered by Medicare-approved
private insurance companies and
have varying premium costs and
benefits. Part C Medicare Advantage
is an alternative to Original
Medicare, and plans often include
prescription drug coverage and
other benefits. (Participants must
still pay Part B monthly premiums.)
Part D Prescription Drug Coverage
can be purchased by people who
have Original Medicare or Medicare
Advantage Plans that do not offer
drug benefits.

Those enrolled in Original Medicare
also have the option of purchasing
Medicare Supplement Insurance

Share oF Medicare Beneficiaries

Who Pay Income-Related Premiums
(projected)

Part B Part D

7.7%
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Source: Kaiser Family Foundation, 2015

(Medigap), which is offered by private
insurance companies. Medigap
insurance helps cover out-of-pocket
costs such as deductibles, copays, and
coinsurance (up to plan limits).

Enrollment Windows

Most people sign up for Medicare
when they turn 65. Medicare
Part A is premium-free for most
beneficiaries, but Part B requires
monthly premiums, so workers
who are covered by an employer-
sponsored health plan might wait
before signing up for Part B.

Coverage changes can be made
during Medicare's Open Enrollment
period from October 15 to December
7 each year.

Though you can enroll in a Medigap
plan at any time, the best time to do
so is during the initial Medigap open
enrollment period — the six-month
period that begins on the first day
of the month in which you are 65
or older and enrolled in Medicare

Part B. During this time, you can buy
any Medigap policy sold in your state
for the same premium the company
charges to healthy enrollees, even if
you have health problems.

Higher Premiums
Means testing for Part B began in
2007 after passage of the Medicare

-'lit

2019

Modernization Act in 2003. A

provision of the Affordable Care Act
established income-related premiums
for Part D.

Income-related Medicare premiums
are based on modified adjusted gross
income (MAGI). Individuals with
MAGIs above $85,000 ($170,000
for married couples) may already
be paying surcharges for Part B and
Part D coverage. Beginning in 2018,

Medicare beneficiaries with incomes

between $133,501 and $214,000
($267,001 and $428,000 for married
couples) will be required to pay
higher Part B and Part D surcharges

than they currently do. It's estimated
that these higher surcharges could
cost the average affected individual
about $1,000 per year ($2,000 for a
married couple).^

Faced with rising health-care costs,
more cost sharing, longer life
expectancies, and diminishing health
care benefits, future retirees could

see a growing portion of their budgets
consumed by health care. Creating a
long-term plan to save for, manage,
and reduce medical costs could help
strengthen your financial position in
retirement.

1) IVIedicare Trustees Report, 2016
2-3) MarketWatch, September 1, 2015



Step Up to Help Reduce Taxes on Inherited Assets

If you have assets that have appreciated in value, such

as stoci<s or real property, you could be subject to

substantial capital gains taxes when you sell the assets

(see chart below). However, if you leave these assets
to your heirs, any gain accrued before your death

would not be taxed because of the step-up in basis on
appreciated assets. Here's how it works.

Basis and Gains

The basis in an asset is typically the purchase price,

plus any sales tax or other expenses associated with

the purchase. Basis in real property may be adjusted

upward for the cost of improvements or downward

for depreciation taken for tax purposes and insurance

reimbursements for casualty losses or theft.

The capital gain is the difference between the basis and
the price received when selling the asset. For example,
if you buy shares of stock for $50,000 and sell them
for $100,000, you realize a $50,000 capital gain. If the
price received is less than the basis, you would realize a

capital loss.

If you leave the stock to your heirs, the basis would
be set at the fair market value at the time of your

death. Using the previous example, if the stock had

appreciated in value to $100,000, that would be
the basis for your heirs. If they later sell the stock

for $120,000, they would be liable for capital gains
taxes only on the $20,000 of appreciation since they
inherited the shares. Conversely, if the stocks had

dropped in value during your lifetime, the basis for your

heirs would be stepped down.

The step-up in basis does not apply to gifts, which

are subject to the carryover basis. Using the earlier
example, if you gave the stock to your heirs during

your lifetime, their basis would be the original $50,000
purchase price, and they would owe capital gains taxes

on $70,000 of appreciation if they sold the stock for
$120,000. This is an important consideration when
deciding whether to gift assets or leave them as a

bequest.

Some inherited assets such as cash, variable annuities,

and retirement accounts are not eligible for a step-up

in basis.

It would be wise to consult with a tax and/or estate

planning professional before taking action.

The Long and Short of It
Capital gains on assets owned for more than one year are considered
"long term" and are taxed at a lower rate than ordinary income. Inherited
property is considered to be held for more than one year, regardless of how
long you own it. Short-term capital gains are taxed as ordinary income.

Ordinary income
tax bracket

10% • 15%

25% • 28% • 33% • 35%

39.6%

Long-term

capital gains tax rate

0%

15%*

20%*

*Because capital gains are included in net investment income,
some taxpayers may also be subject to the 3.8% net investment
income tax if their modified adjusted gross income exceeds
$200,000 (single filers) or $250,000 (joint filers). Gains from selling
collectibles, such as coins and art, are taxed at a maximum 28%
rate. Certain other gains may also be taxed at higher rates.

Note: The tax code allows a gain of up to $250,000 to be
excluded from taxable income on the sale of a principal
residence (up to $500,000 for a married couple).

Source: Internal Revenue Service, 2016
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Catching Up, with Help
From Uncle Sam

A recent survey of baby boomers (ages 53 to 69) found that just 24% were

confident they would have enough money to last throughout retirement.
Forty-five percent had no retirement savings at all, and of those who did

have savings, 42% had saved less than $100,000.^

Your own savings may be on more solid ground, but regardless of your

current balance, it's smart to keep it growing. If you're 50 or older,
you could benefit by making catch-up contributions to tax-advantaged
retirement accounts. You might be surprised by how much your nest egg

could grow late in your working career.

Contribution Limits

The 2016 federal contribution limit for all IRAs combined is $5,500, plus
a $1,000 catch-up contribution for those 50 and older — for a total of
$6,500. An extra $1,000 might not seem like much, but it could make a
big difference by the time you're ready to retire. You have until the

April 18, 2017, tax-filing deadline to make IRA contributions for 2016.
The sooner you contribute, the more time the funds will have to pursue
potential growth.

The 2016 contribution limit for employer-sponsored retirement plans
such as 401(k), 403(b), and most 457 plans is $18,000, plus a $6,000
catch-up contribution for workers 50 and older — for a total of $24,000.

[Note: 403(b) and 457(b) plans also have their own special catch-up rules.]
However, some employer-sponsored plans may have maximums that are
lower than the federal contribution limit. Unlike the case with IRAs, 2016

contributions to employer-sponsored plans must be made by the end of the
calendar year, so now could be a good time to adjust your contributions to
take advantage of the catch-up opportunity.

Contributions to a traditional IRA are generally tax deductible, unless you
are an active participant in an employer-sponsored retirement plan and

your income exceeds certain limits. Your contributions and any earnings

accumulate tax deferred. Distributions from traditional IRAs and most

employer-sponsored retirement plans are taxed as ordinary income.
Withdrawals taken prior to age 59% may be subject to a 10% federal
income tax penalty. Required minimum distributions from tax-deferred

retirement plans generally must begin once you reach age 7034.

1) Insured Retirement Institute, 2016

Ed Slott is a professional speaker and the creator
of several public television specials, including
"Ed Slott's Retirement Road Map." He is the author
of The Retirement Savings Time Bomb... And How to
Defuse It and many other books about IRA planning.

QCDs
(Continued from page 1)

QCD Advantages
if you request a distribution from

your IRA and donate the money to a

charity yourself, you would include
the distribution in your gross income

and then take a corresponding

deduction for the charitable

contribution. But because of IRS rules

and limits, the additional tax from

the distribution may be more than

the charitable deduction.

A deduction reduces your taxable

income by the amount of the charita

ble gift, but unlike a QCD, it does not

reduce your adjusted gross income
(AGI). This is a key distinction because
itemized deduction and exemption

phaseouts, the 3.8% surtax on net

investment income. Medicare

premium costs, taxes on Social

Security benefits, and some tax

credits are based on AGI or MAGI.

Charitable giving can typically be
deducted only if it is less than 50%
of your AGI. By giving directly from
your IRA, you may be able to give

more than 50% of your AGI and

exclude the entire amount (up to
the $100,000 cap) from your taxable
income. In addition, a QCD provides

a tax benefit even if you take the

standard deduction.

The rules for RMDs and QCDs

can be complicated, especially

if you have multiple IRAs. You
should consider discussing your
individual circumstances with a

tax professional.

The information contained in this newsletter is not intended as tax or legal advice, and it may not be relied on for the
purpose of avoiding any federal tax penalties. You are encouraged to seek tax or legal advice from an independent
professional advisor. The content is derived from sources believed to be accurate. Neither the information presented
nor any opinion expressed constitutes a solicitation for the purchase or sale of any security. This material was written
and prepared by Emerald. Copyright © 2016 Emerald Connect, LLC. SV16N4


