

_____________________________________________________
[image: image1.jpg]



Charitable Giving: “Give and You Shall Receive”


The gratification derived from making a contribution to a qualified charitable organization is enhanced by the available deduction from federal income tax.   The corporate and individual taxpayers who itemize their deductions are permitted, within specific limits, to deduct an amount equivalent to the contribution or to the value of the contribution on their annual tax return, provided the contribution is made to a qualified charity (i.e., charitable organizations such as educational, religious and scientific entities; certain fraternal organizations, certain cemetery companies, and most veterans’ organizations).  The charitable contribution deduction is also allowed under the federal gift and estate tax laws.

How do you know if you’ve made a deductible contribution to your favorite charity?


A primary requirement for the deduction is the cash or asset transferred to the charity must be transferred as a gift and the donor must possess donative intent.  For instance, when you transfer cash to a university for tuition, or pay a fee to a hospital for health care, there is no gift and no charitable deduction.  If you transfer funds to a charity in the form of a gift, but expect to receive some benefits in return, then you may be able to deduct the excess amount above the fair market value of any benefit you receive.  This works only if the excess is transferred with the intention of making a gift.  Nevertheless, the IRS takes the position that charitable organizations are required to inform donors when a payment is only partially deductible or not deductible at all.


The charity must also determine whether a charitable contribution is deductible based on the nature of the contribution, whether it’s a cash gift or a gift of property.  The tax laws apply differently if the property is capital gain property.  Long-term capital gain property, including stocks, bonds and real estate, has appreciated in value, has been held for at least 12 months, and if sold, will result in long-term capital gain.  The charitable deduction for capital gain property is usually valued at fair market value.  If the donor makes a gift of ordinary income property, his deduction is equal to his cost basis in the property.


Charitable contribution deductions are determined by several percentage limitations for contributions of gifts to public charities and private operating foundations, and are limited each tax year based on the donor’s adjusted gross income.

Gifts of Cash and Ordinary Income Property to Public Charities and Private Operating Foundations:

Income Tax Deduction = 50% of individual donor’s adjusted gross income in the taxable year.  If the donation exceeds the 50% limit, the excess may be carried forward for the next five years.

Gifts of Capital Gain Property to Public Charities and Private Operating Foundations:
Income Tax Deduction = 30% of individual donor’s adjusted gross income for gifts of appreciated property to a public charity.  Limited to a deduction based on donor’s basis in the property.  Excess may be carried forward for five years.

Gifts of Cash and Ordinary Income Property to Private Foundations (Donative Type:
Income Tax Deduction = 30% of the individual donor’s adjusted gross income.  The carry forward rules apply here.

Gifts of Capital Gain Property to Private Foundations (Donative Type):
Income Tax Deduction = 20% of the individual donor’s adjusted gross income with a carry forward for any excess deduction amount.
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