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Use Caution When "Borrowing" from an IRA 

In these times of soaring inflation 
and economic turmoil, many 

individuals are facing a cash crunch. 
For countless Americans, an IRA 
is their largest asset. As such, it is 
not surprising they want to leverage 
IRA assets for a quick solution. Why 
not borrow from the IRA instead of 
securing a loan? Why not use the IRA 
as an immediate cash resource and 
just pay the IRA back later? That may 
be tempting, but IRA owners should 
be cautious as there are rules that 
make this strategy more complicated 
than it may seem.

No Loan Provisions from IRAs

IRAs are different than employer 
plans. Some employer plans include 
provisions where participants can 
take loans. However, there are no 
loan provisions for IRAs (or from 
IRA-based plans such as SEPs and 
SIMPLE IRAs). In fact, taking a loan 
from an IRA would be considered 
a prohibited transaction and could 
result in the entire account becoming 
an immediate taxable distribution and 
the retirement savings lost. 

Since IRAs do not have loan 
provisions like qualified plans, the 
only way to “borrow” from IRA funds 
on a short-term basis would be to 
take a distribution, use the funds as 
needed, and then replace the assets 
withdrawn from the IRA via a 60-day 
rollover. 

There is nothing in the rules that 
prohibits individuals from taking a 
distribution at any time from their IRA 
and for whatever reason. There is also 
no rule that limits what can be done 
with the money while it is out of the 
IRA during the 60-day period. So yes, 
it is possible to “borrow” money from 
an IRA by using the 60-day rollover 
rule, but this is not technically a 
“short-term loan.”
With an IRA distribution, a recipient 
has the option of electing no 
withholding. This is different than plan 
distributions where 20% withholding 
is required if the distribution is rollover 
eligible. IRA "borrowers" will most 
likely choose not to withhold taxes 
because they are planning on no tax 
liability.

Missing the 60-Day Deadline

A major concern with using an IRA 
for a “short-term loan” is the rollover 
deadline. An IRA owner does not have 
unlimited time to complete a rollover. 
Instead, there is a 60-day window 
to finalize the transaction. For those 
looking to borrow from their IRA, 
every day counts, so it is important to 
understand exactly how this deadline 
works. 
The 60-day clock starts ticking when 
the distribution is actually received by 
the IRA owner. It does not begin when 
the funds leave the IRA or with the 
date on the distribution check. 

https://www.irahelp.com/newsletter
https://www.youtube.com/channel/UCdYCkizV3RuZHtXrODGLQ_w
https://www.facebook.com/ed.slott
https://www.linkedin.com/in/edslott
https://twitter.com/theslottreport
https://www.irahelp.com/advisor-training
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Executive Summary

Executive Summary
Use Caution When "Borrowing" from an IRA

■  Since IRAs do not have loan provisions, the only way to “borrow” from IRA funds on a short-term basis 
would be to take a distribution, use the funds as needed, and then replace them in the IRA via 60-day 
rollover.

■  If the funds are not deposited back to an IRA within 60 days, the distribution may be both taxable and 
subject to penalty.

■  What an individual does with the funds during the 60-day rollover period does not affect the validity of a 
timely rollover.

■  Another concern when it comes to “borrowing” from an IRA is the once-per year rollover rule applicable 
to IRA-to-IRA and Roth IRA-to-Roth IRA rollovers.

Automatic for the People: The Scoop on Trending State Auto-IRAs
■  A 2022 AARP study found that nearly half of private sector employees do not have access to a 

workplace retirement plan.
■  Several states and two cities have enacted laws mandating that small private sector employers provide 

automatic individual retirement accounts (“auto-IRAs”) for their employees.
■  Those employers must automatically deduct a certain percentage (usually 5%) from employees’ pay and 

deposit those funds in an IRA.
■  Most auto-IRAs include an automatic escalation feature that automatically increases the amount of the 

employees’ contribution until a maximum contribution level is reached.
■  Auto-IRA programs usually allow employees to choose between Roth or traditional IRAs, with Roth IRAs 

as the default option.
■  Annual auto-IRA contributions are limited to $6,000, or $7,000 for age 50 or older, reduced by any private 

IRA contributions made for the same year.
10 Ways to Ruin a Qualified Charitable Distribution

■  The IRA owner must be age 70½ or older. The rule refers to the donor’s actual age 70½ birthday, not the 
year of reaching age 70½.

■  QCDs can be made from a traditional IRA but not from an “ongoing” SEP-IRA or SIMPLE IRA.
■  If the money that comes out of the IRA is via check or other distribution method that is payable to the 

IRA owner, that distribution will not qualify as a QCD, even if the IRA owner endorses the check over to 
the charity.

■  All of the requirements applicable to the regular income tax charitable deduction also apply to QCDs 
(except the percentage-of-income limitation).

■  If an IRA owner has made any deductible IRA contributions in or after the year of reaching age 70½, 
the QCD income exclusion to which he otherwise would be entitled is reduced, dollar for dollar, by the 
amount of those deductible contributions.

The time period is 60 calendar 
days, not business days. If the 
funds are not deposited back to an 
IRA within 60 days, the distribution 
may be both taxable and subject 
to penalty. If the funds are returned 
to an IRA after the 60-day time 
period, the result can be an excess 
contribution. Excess contributions 
are subject to a 6% penalty each 
year they remain in the IRA.
Example 1: Megan, age 47, has 
found her dream home and is 

ready to make a down payment. 
However, she needs the funds from 
the sale of the home she owns 
now to close the deal. 

So as not to lose out on this new 
house, Megan takes a $100,000 
distribution from her IRA. Her plan 
is to sell her existing home quickly 
in a hot real estate market and do 
a 60-day rollover to replace the 
$100,000 after she receives a check 
from her buyers. 

Unfortunately, although she 
promptly finds a buyer, the sale 
falls through. Megan does not 
have the funds to timely complete 
the rollover within 60 days. The 
$100,000 distribution is taxable to 
Megan and is subject to the 10% 
early distribution penalty. 
Furthermore, if Megan redeposits 
the funds after the 60 days, she 
will have an excess contribution 
and be subject to the 6% penalty 
unless it is timely corrected.

https://www.irahelp.com/newsletter
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Borrowing from an IRA: Caution

Life doesn’t always go as planned, 
and many times IRA owners find 
themselves unable to meet the 
60-day rollover deadline. While 
anything goes during the 60-day 
rollover period, it is a different story 
when the clock runs out. What 
an individual does with the funds 
during the 60-day rollover period 
does not affect the validity of a 
timely rollover, but if the deadline is 
missed, the result is very different. 
When trying to defend a late 
rollover to the IRS, what happened 
during the 60-day period suddenly 
matters. Also, self-certification will 
provide no lifeline if an IRA owner’s 
situation does not fit neatly into 
one of the 12 reasons where self-
certification is permitted.
Over the years there have been 
many private letter rulings (PLRs) 
where IRA owners “borrowed” 
from their IRAs as a short-term 
funding source and subsequently 
missed the 60-day deadline. In 
Hail Mary attempts to salvage the 
situation, they turned to the IRS for 
a waiver of the 60-day deadline. 
When IRA funds are used during 
the 60-day period, the IRS has 
generally held that the IRA owner 
assumes the risk if funds aren’t 
available for rollover. As such, 
the IRS will typically deny such 
requests. 
For example, in PLR 200417033, a 
taxpayer withdrew funds from his 
IRA because he was out of work, 
his unemployment benefits ran 
out, and he needed the money to 
live on and pay bills. He wanted 
to return the funds to the IRA after 
the 60-day period once he found 
work. The IRS denied the request. 
The reasoning was that the 
taxpayer had no intention of doing 
a rollover but was in effect using 
the IRA distributions as a “short-
term, interest-free loan.” 
The IRS turned down similar 
requests for relief when the 60-
day deadline was missed in PLR 
201618016 (IRA funds used for 

short-term business loan) and in 
PLR 201332016 (IRA funds used 
as short-term loan to fund a real 
estate purchase).  

Once-Per-Year Rollover  
Rule Violations

Another concern when it comes 
to “borrowing” from an IRA is 
the once-per-year rollover rule 
applicable to IRA-to-IRA and Roth 
IRA-to-Roth IRA rollovers. For 
purposes of this rule, traditional 
and Roth IRAs are aggregated. 
This means that a distribution and 
subsequent rollover between an 
individual’s Roth IRAs will prevent 
another rollover within a one-
year period between either that 
individual’s traditional IRAs or 
other Roth IRAs. (Note that Roth 
conversions do not count against 
the one-rollover-per-year rule.)
This rule prevents IRA owners from 
rolling over a distribution within 
12 months of a prior distribution 
that was rolled over. Naturally, that 
is not as simple as it sounds. The 
12-month period is a full 12 months. 
Assume an IRA owner received a 
distribution on December 15 that 
she rolled over. She is not eligible 
to do another 60-day rollover 
from any IRA or Roth IRA until 
the following December 15. The 
12 months begin with the date the 
funds are received by the account 
owner.
If an IRA owner has already 
rolled over an IRA distribution 
taken in the past 12 months, he 
cannot “borrow” from his IRA to 
take a short-term loan. Instead, 
any IRA or Roth IRA distribution 
received within one year of the 
previous distribution could be 
subject to taxation and the 10% 
early distribution penalty if under 
age 59½, assuming no other 
exceptions apply. This is a mistake 
that cannot be fixed. There are no 
remedies available under the tax 
rules or from the IRS. Additionally, 
if an individual does attempt to 
make a rollover deposit, the funds 

would be treated as a regular 
IRA or Roth IRA contribution 
and would be subject to a 6% 
excess contribution penalty unless 
properly corrected.

If an IRA owner has 
already rolled over an IRA 
distribution taken in the 

past 12 months, he cannot 
“borrow” from his IRA to 
take a short-term loan.

Example 2: Salvatore, age 36, 
has a growing software business. 
He expects an infusion of cash 
from investors within weeks. To 
keep his business afloat in the 
interim, Salvatore takes a $200,000 
distribution from his traditional IRA. 
The investors come through with 
the cash, and Salvatore deposits 
$200,000 back into his traditional 
IRA within 60 days. 

Unfortunately, Salvatore 
overlooked the fact that six months 
earlier he had taken a distribution 
from his Roth IRA and rolled it over 
to another Roth IRA. His $200,000 
traditional IRA distribution is 
ineligible for a rollover due to 
the once-per-year rollover rule. 
It is instead taxable to Salvatore 
and subject to the 10% early 
distribution penalty. The deposit is 
an excess contribution and subject 
to the 6% penalty unless corrected 
in a timely manner.

Proceed with Caution

“Borrowing” from an IRA by doing 
a 60-day rollover is allowed, but 
best avoided if possible. The risks 
are high and the ramifications if 
things do not go as planned could 
be a tax bill and penalties, with 
likely no relief available from the 
IRS. What was intended as a short-
term loan could easily result in 
the long-term loss of hard-earned 
retirement savings. No IRA owner 
or advisor wants that outcome. ◼

https://www.irs.gov/pub/irs-wd/0417033.pdf
https://www.irs.gov/pub/irs-wd/201618016.pdf
https://www.irs.gov/pub/irs-wd/201618016.pdf
https://www.irs.gov/pub/irs-wd/1332016.pdf
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Auto-IRAs 

Automatic for the People:  
The Scoop on Trending State Auto-IRAs

It is widely accepted that most 
Americans are not saving enough 

for retirement, and this shortfall 
will have a disastrous effect on 
their ability to live comfortably 
during the golden years. One 
reason is that many employers, 
especially small companies, do 
not offer retirement plans for their 
employees. 

According to a 2022 study by 
the AARP Public Policy Institute, 
nearly half of American workers 
ages 18 to 64 in the private sector 
— 57 million Americans — work 
for businesses that do not offer 
any type of retirement plan. 
Meanwhile, it is estimated that out 
of the 80% of taxpayers who are 
eligible for an IRA, only 11% make 
regular contributions. To counter 
these problems, several states 
and two cities have enacted laws 
mandating that small private sector 
employers provide automatic 
individual retirement accounts 
(“auto-IRAs”) for their employees.

What Is an  
Auto-IRA Program?

Each auto-IRA program has its 
own set of rules. Generally, these 
programs apply to employers 
who have been in business 
for more than a few years, 
employ a minimum number of 
employees (typically more than 5 
or 10 people), and do not offer a 
retirement plan. 

Those employers must 
automatically deduct a certain 
percentage (usually 5%) from 
employees’ pay and deposit those 
funds in an IRA. The IRA is owned 
by the employee and managed 
by an investment company. 
Importantly, employees must retain 
the right to opt out at any time. 
The success of these programs is 
predicated on the law of inertia; i.e., 

that most employees, even those 
aware of the option to bow out, 
won’t take the initiative to do so. 
Also, once employees see that they 
have built up retirement savings, 
they are less likely to opt out. 
Most auto-IRAs include an 
automatic escalation feature 
that automatically increases 
the amount of the employees’ 
contribution until a maximum 
contribution level is reached. For 
example, a program that initially 
requires employers to deduct 3% 
of employees’ pay in their first year 
might increase that percentage by 
1% for each succeeding year until 
a 10%-of-pay maximum is reached. 
Once again, however, employees 
can opt out of the escalation 
feature.

Those employers must 
automatically deduct  
a certain percentage 

(usually 5%) from 
employees’ pay and deposit 

those funds in an IRA.

These plans are designed 
to minimize the employer’s 
involvement. Companies are only 
required to enroll employees 
and facilitate the payroll 
deduction/contribution. Employer 
contributions are neither required 
nor allowed. Even though auto-
IRAs are mandated for employers 
in the affected states and cities, 
those municipalities do not have 
the desire (or manpower) to police 
this requirement. Therefore, the 
programs offer incentives (e.g., tax 
credits) for companies to establish 
the plans. 
Not surprisingly, the programs 
offer simplified investment options, 
which are typically a set of target-

date funds and a few other equity 
or bond funds.

Which States Have  
Auto-IRA Programs?

The first state-sponsored auto-
IRA pilot program, OregonSaves, 
was launched in 2017. Currently, 
12 states (California, Colorado, 
Connecticut, Delaware, Illinois, 
Maine, Maryland, New Jersey, 
New Mexico, New York, Oregon 
and Virginia) have enacted auto-
IRA legislation, but only California, 
Connecticut, Illinois, Maryland, 
and Oregon have plans that are up 
and running. Two cities, New York 
City and Seattle, have also passed 
auto-IRA laws, although the New 
York City program may disappear 
once the New York state program 
becomes effective. 
Hawaii has enacted a variation 
of the auto-IRA, in which certain 
employers are required to offer 
IRAs, but employees must opt in 
to participate. Four other states 
(Massachusetts, New Mexico, 
Vermont and Washington) offer 
state-run programs in which 
employer participation is voluntary. 
These programs are sometimes 
referred to as “payroll deduction 
IRA” programs to differentiate them 
from auto-IRAs.

IRA Issues

Auto-IRA programs usually allow 
employees to choose between 
Roth or traditional IRAs, with Roth 
IRAs as the default option. 
Although auto-IRAs are 
contributed through payroll 
deduction, they are treated like 
private IRAs. Therefore, annual 
auto-IRA contributions are limited 
to $6,000 (or $7,000 for individuals 
age 50 or older), reduced by any 
private IRA contributions made for 
the same year. 

https://www.irahelp.com/newsletter
https://www.aarp.org/content/dam/aarp/ppi/2022/07/payroll-deduction-retirement-programs-build-economic-security.doi.10.26419-2Fppi.00164.001.pdf
https://www.aarp.org/content/dam/aarp/ppi/2022/07/payroll-deduction-retirement-programs-build-economic-security.doi.10.26419-2Fppi.00164.001.pdf
https://www.aarp.org/content/dam/aarp/ppi/2022/07/payroll-deduction-retirement-programs-build-economic-security.doi.10.26419-2Fppi.00164.001.pdf
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Auto-IRAs

Presumably, program 
administrators can monitor 
those limits. However, those 
administrators will have no way 
of making sure that employees 
comply with the Roth IRA income 
limits (for 2022, the phase-outs 
are $204,000–$214,000 for married 
filing jointly, and $129,000–$144,000 
for single filers). Like any Roth IRA, 
contributions to the auto-IRA can 
be accessed at any time without a 
tax or penalty.

Most auto-IRA participants won’t 
have to worry about those limits, 
but those that do will have excess 
contributions that (along with 
net income attributable) must be 
withdrawn by October 15 of the 
following year to avoid penalty. It 
appears that single employees and 
married employees whose spouse 
is not covered by a company 
plan can deduct traditional auto-
IRA contributions, regardless of 
income. This is because the auto-
IRA is not considered an employer-
maintained plan. 

These auto-IRA accounts are 
usually portable, so workers 
can retain the same account as 
they move to other participating 
employers. Also, employees with 
auto-IRA contributions can move 
those funds into their private 
IRAs through a direct transfer or 
a rollover (although rollovers are 
subject to a 60-day deadline and 
the once-per-year rollover rule).

Auto-IRA vs. Company Plan 
Auto Enrollment

Auto-IRAs should not be confused 
with the automatic enrollment 
feature available in workplace 
savings plans (including SIMPLE 
IRAs). 

Those plans are not mandated 
by government, and the amount 
deducted from pay goes toward 
elective deferrals (with much 
higher annual contribution limits) 
— not IRA contributions.

Federal Government Initiatives

States and cities have developed 
auto-IRA programs in response 
to inaction on the federal level. In 
2015, the Obama administration 
launched the “myRA.” The 
myRA was a Roth IRA program 
sponsored by the United States 
Treasury designed to boost 
retirement savings for lower- and 
middle-income employees without 
a retirement plan. Citing low 
enrollment (only 20,000 employees 
participated, and the median 
account balance was merely $500), 
the United States Treasury ended 
the program in 2017. 

While there have been some 
legislative proposals in Congress 
in recent years that would have 
revived auto-IRAs at the federal 
level, none have been enacted.

Also, employees with  
auto-IRA contributions can 
move those funds into their 

private IRAs through a direct 
transfer or a rollover.

Challenge to California's  
Auto-IRA Program

Under ERISA, states may not 
establish “an employer-sponsored 
retirement plan” (as defined under 
ERISA) or enact laws that “relate 
to” an ERISA plan. This is referred 
to as “ERISA preemption.” In a 2018 
case, Howard Jarvis Taxpayers 
Assoc. v. Cal. Secure Choice Ret. 
Sav. Program, No. 20-15591, a 
taxpayer association sued the 
California auto-IRA program 
(“CalSavers”) arguing that it was 
an “employee benefit plan” and 
relates to an ERISA plan. This case 
made its way to the Ninth Circuit 
Court of Appeals, which agreed 
with the lower court that CalSavers 
is not preempted by ERISA. The 
Ninth Circuit ruled that CalSavers 
was not an ERISA plan because: 

“...It is established and maintained 
by the state, not employers 
… [and] … it does not require 
employers to operate their own 
ERISA plans.” 

In addition, CalSavers does not 
relate to an ERISA plan because: 

“...It does not have an 
impermissible reference to or 
connection with ERISA.” 

On February 28, 2022, the U.S. 
Supreme Court refused to take 
up an appeal of the Ninth Circuit 
decision. Based on these court 
rulings, it appears that “auto-IRA” 
programs are legally acceptable.

Where Do We Stand?

Slowly but surely, more and 
more states are enacting auto-
IRA programs. Early signs show 
that these programs have been 
successful in boosting retirement 
savings among employees without 
access to a company savings plan. 
But what about those employees 
that do have a workplace plan? 
Will these auto-IRAs eventually 
“crowd out” the private workplace-
plan market? Will employers start 
to phase out existing retirement 
plans? According to the Pew 
Research Center, that is not the 
case:

"In those states that have created 
auto-IRA programs, employers 
with plans continue to offer them 
and businesses without plans are 
adopting new ones at rates similar 
to before the state options were 
available."

Auto-IRA programs will continue 
to face hurdles where opponents 
have cited administrative burdens 
and the unfairness of automatic 
enrollment. Advisors in auto-
IRA states can lend value by 
counseling clients on whether 
to make traditional or Roth IRA 
contributions, which investment 
options are most appropriate, and 
whether they should transfer auto-
IRA funds to private IRAs. ◼

https://cdn.ca9.uscourts.gov/datastore/opinions/2021/05/06/20-15591.pdf
https://cdn.ca9.uscourts.gov/datastore/opinions/2021/05/06/20-15591.pdf
https://cdn.ca9.uscourts.gov/datastore/opinions/2021/05/06/20-15591.pdf
https://www.pewtrusts.org/en/research-and-analysis/articles/2022/07/25/state-auto-iras-continue-to-complement-private-market-for-retirement-plans
https://www.pewtrusts.org/en/research-and-analysis/articles/2022/07/25/state-auto-iras-continue-to-complement-private-market-for-retirement-plans
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10 Ways to Ruin a QCD

Guest IRA Expert

Natalie Choate, Esq. 
 

Wellesley, MA

The qualified charitable 
distribution (QCD) is an 

understandably-popular tax 
saving device available to older 
IRA owners. Created by Section 
408(d)(8) of the tax code, a QCD 
allows an IRA owner over age 70½ 
to make charitable gifts directly 
from his or her IRA, up to $100,000 
per donor within a calendar year. 
Assuming the donor is age 72 or 
older, the gift counts towards the 
IRA owner’s required minimum 
distribution (RMD) for the year and 
yet is excluded from gross income. 
An IRA owner who has few 
itemized deductions other than 
charitable gifts (e.g., no major 
medical expenses, no mortgage 
interest deduction, state tax 
deduction limited by the tax code) 
can use the standard deduction on 
his federal income tax return and 
still effectively get the income tax 
benefit of a charitable contribution 
deduction by using QCDs. What’s 
not to like?
On the way to such a successful 
outcome, qualifying IRA owners 
must avoid many pitfalls. Here are 
10 mistakes unwary taxpayers can 
make with a QCD. 

1. Wrong Age 

The IRA owner must be age 70½ 
or older. This is confusing for two 
reasons.
First, the rule refers to the donor’s 
actual age 70½ birthday, not the 

year of reaching 70 years and six 
months of age. 

Example 1: Delia was born on June 
30, 1952, and will turn age 70½ on 
December 30, 2022. She can make 
a QCD on December 30 or 31, 
2022. Because December 31, 2022, 
is a Saturday, as a practical matter 
Delia is limited to just one possible 
day for her 2022 QCD! 

Another confusing aspect of this 
age requirement is that it does not 
conform with the RMD age, which 
is now 72. Delia can make QCDs 
in 2022 (one day!) and 2023 (all 
year), even though she will not be 
subject to RMDs until 2024.

2. Wrong Account 

QCDs can be made from a 
traditional IRA but not from an 
“ongoing” SEP-IRA or SIMPLE IRA. 

A SEP-IRA or a SIMPLE IRA 
is treated as ongoing if it “is 
maintained under an employer 
arrangement under which an 
employer contribution is made for 
the plan year ending with or within 
the IRA owner’s taxable year in 
which the charitable contributions 
would be made,” according to IRS 
Notice 2007-7, A-36. 

It’s easy to make this mistake 
if the IRA owner has multiple 
IRAs, one of which is a SEP-IRA. 
Say the IRA owner is the only 
“administrator” of the SEP-IRA and 
has different checkbooks for each 
of his various IRAs. If he grabs the 
wrong checkbook to write his QCD 
checks....Whoops!
QCDs normally cannot be made 
from a Roth IRA due to the 
requirement that a QCD must 
be made only from amounts 
otherwise includible in gross 
income.

Additionally, QCDs absolutely 
cannot be made from a qualified 
plan, such as a 401(k). An owner 

with substantial funds in a 401(k) 
who would like to make QCDs can 
transfer money from the 401(k) 
to an IRA — but only after taking 
the applicable RMD for the year 
(if any) from the 401(k) plan. Why 
is that? Because if the 401(k) plan 
participant is subject to RMDs, any 
money he takes out of the plan is 
applied first to his RMD. Only after 
the RMD from the 401(k) plan is 
satisfied can money be transferred 
or rolled over into an IRA, for an 
allowable QCD.
On the bright side, a beneficiary, 
age 70½ or older, can make QCDs 
even from an inherited IRA. Of 
course, the $100,000 annual limit 
would apply to his total QCDs from 
his own and any inherited IRAs.

Only after the RMD from 
the 401(k) plan is satisfied 

can money be transferred or 
rolled over into an IRA, for 

an allowable QCD.

3. Wrong Person 

As mentioned, QCDs are subject 
to a $100,000 per year limit per IRA 
owner. This is not $200,000 per 
married couple.
Instead, a husband and wife who 
both have IRAs and who are both 
age 70½ or older can each make 
QCDs up to $100,000 per year. But 
if spouse #1 chooses not to do so, 
spouse #2 can’t borrow #1's limit 
and make $200,000 of QCDs.

4. Wrong Charity

QCDs can be made to most kinds 
of public charities but a few are off 
limits: 

 σ QCDs cannot be made to a 
donor-advised fund (DAF) 
even though DAFs are “public 
charities.” 

10 Ways to Ruin a Qualified Charitable Distribution

https://www.irahelp.com/newsletter
https://uscode.house.gov/view.xhtml?req=granuleid:USC-prelim-title26-section408&num=0&edition=prelim
https://uscode.house.gov/view.xhtml?req=granuleid:USC-prelim-title26-section408&num=0&edition=prelim
https://www.irs.gov/pub/irs-drop/n-07-07.pdf
https://www.irs.gov/pub/irs-drop/n-07-07.pdf
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10 Ways to Ruin a QCD

 σ Ditto “supporting organizations” 
(public charities that exist solely 
to support a particular school or 
other charitable institution). 

 σ Certain kinds of private 
foundations may be eligible; 
consult a private foundation 
specialist.

5. Wrong Transmission

A QCD must be paid directly from 
the IRA to the charity. 
This can be done by having the 
IRA provider write a check from 
the IRA payable to the charity 
and then mailing it to the charity. 
Alternatively, the IRA provider can 
give the check to the IRA owner, 
who’ll deliver it to the charity. A 
QCD also can be done with a 
“checkbook IRA” if the IRA owner 
writes a check to the charity from 
the IRA checkbook and delivers 
that check to the charity.
If the money that comes out of 
the IRA is via check or other 
distribution method that is payable 
to the IRA owner, that distribution 
will not qualify as a QCD, even if 
the IRA owner endorses the check 
over to the charity. 

6. Wrong Reciprocity 

A QCD receives favorable tax 
treatment only if the entire amount 
transferred to the charity would 
qualify for the federal income tax 
charitable contribution deduction 
(without regard to the percentage-
of-income limits on such 
deductions).
This means that if the IRA owner 
gets something back in exchange 
for his charitable gift, the entire gift 
will not qualify as a QCD — unless 
the “something” received can be 
disregarded under IRS rules for 
charitable gifts. 
What goods and services are 
disregarded under IRS rules? 
These are specified in various 
IRS regulations and publications, 
including “intangible” religious 

benefits, certain “membership 
benefits,” and certain items with 
insubstantial value (calendars, 
coffee mugs, etc.). 
If the gift entitles the donor to be 
eligible to purchase tickets to a 
sporting event, the contribution 
is not tax-deductible, period. 
Therefore, the transaction cannot 
be a QCD.
Even after years of experience 
with QCDs, some answers are 
unknown. For example, if the IRA 
owner makes a $10,000 donation 
and in exchange is entitled to 
attend the $50 annual dinner, can 
he make a $9,950 check payable 
from the IRA and write a personal 
check for $50 to pay for the dinner, 
in order to avoid the “getting 
something back” pitfall? 
Regardless of the answer to such 
conundrums, it is clear that no 
“split interest gift” can be made via 
a QCD. For example, a donation in 
exchange for a life income annuity 
cannot be a QCD.

7. Wrong Paperwork

All of the requirements applicable 
to the regular income tax 
charitable deduction also apply to 
QCDs (except the percentage-of-
income limitation).
This means the IRA owner must 
obtain a receipt for any QCD in 
excess of $250, acknowledging 
the gift and certifying that no 
goods or services were provided in 
exchange for the gift. The receipt 
must be in hand before the donor 
files a tax return claiming the 
deduction or a QCD. No receipt, 
no deduction…and no QCD.

8. Wrong Tax Shelter 

If an IRA owner wants to make 
QCDs in excess of her RMD for 
the year, she should first confer 
with her tax advisor to make sure 
this is the most tax-advantaged 
way to make the charitable gift for 
that year. Perhaps a donation of 

appreciated assets held outside 
the IRA would be more tax-
efficient.  

If the gift entitles the donor 
to be eligible to purchase 

tickets to a sporting event, 
the contribution is not tax-

deductible, period.

9. Zinger: Deductible IRA 
Contributions After Age 70½ 

This nasty little provision targets 
double dipping.
If an IRA owner has made any 
deductible IRA contributions in 
or after the year of reaching age 
70½, the QCD income exclusion 
to which he otherwise would be 
entitled is reduced, dollar for dollar, 
by the amount of those deductible 
contributions. (IRA contributions 
at age 70½ and older have been 
permitted since 2020.)
Example 2: Al, age 73, makes a 
$10,000 QCD in 2022, his first QCD 
since 2019. Because Al made a 
$6,000 deductible IRA contribution 
back in 2020, only $4,000 of the 
2022 QCD will be excluded from 
his income. The tax benefits of 
deductible IRA contributions after 
age 701/2 effectively cancel the tax 
benefit of equivalent QCDs made 
in the same or any later year.
As the years go by this rule will 
require tax preparers to become 
detectives, grilling their elderly 
clients about any possible tax-
deductible IRA contributions made 
at age 70½ or later!  

10. Forgetting to  
Take the Benefit! 

When the IRA provider sends 
out its 1099-R for the year, guess 
what? This form just shows the 
gross distribution from the IRA, 
without any clue that any part of 
the distribution was made directly 
to charity!
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Therefore, if the IRA owner  
merely hands a pile of tax forms 
to his tax preparer, the preparer 
will have no way to know that the 
reported IRA distribution was partly 
or wholly nontaxable as a QCD. 
The bottom line is that clients must 
be proactive about informing the 
preparer about the QCD—and 
preparers must be proactive about 
asking whether a tax-favored QCD 
was executed.

Aside from these 10 pitfalls, QCDs 
are a simple and powerful tax-saving 
tool for the over-70 crowd!

Advisor Action Plan
 σ For clients in their late 60s and 
older, discuss charitable intentions 
in year-end tax planning meetings. 
Explain the benefits of QCDs for 
2022, if still possible, and perhaps 
for early 2023.

 σ Determine whether it might make 
sense for certain clients to defer 
sizable donations until age 701/2, 
when QCDs are permitted.

 σ Keep the “10 Wrongs” listed in this 
article for distribution to clients 
interested in QCDs, to help ensure 
the desired tax exemption for IRA-
to-charity distributions. ◼
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