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Charitable Giving — Yes, Even in 2022

September 2022

SIGNS OF THE TIMES

Can it be that time of year already? Apparently, it can.
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happens earlier each year, so we will devote this month’s
newsletter to our 34 annual installment of (almost)
year-end charitable giving.
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(Photo taken at your local grocer, September, 2022)

First, let'’s acknowledge that for many, it is challenging to talk about giving to charity during a market that in
2022, so far at least, has been less than stellar. Year-to-date, the S&P 500 index is down 18.78%, and the NAS-
DAQ index is down nearly 28% (as of 09/21/2022).

Looking at a charitable giving during a bull market, total amounts gifted to charities in 2021 was $484.85 billion.
This amount was 4% higher than in 2020, but a negative 0.7% when inflation is factored in. Giving dipped as a
percentage of gross domestic product (GDP), from 2.2% to 2.1%.

Source: Giving USA 2022, published annually by the Giving USA Foundation
with research from the Lilly Family School of Philanthropy at Indiana University.
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According to Giving USA 2022, individuals made up 67% of all giving ($326.87 billion), followed by founda-
tions at 19% ($90.88 billion), bequests at 9% ($46 billion), and corporations at 4% ($21.08 billion). Donations to
religion topped the list at 27%, followed by human services and then grant-making foundations both at 13%. The
religious giving number is down significantly from years past as a percentage of all giving. For example, it was
33% of all giving in 2000.

The vagaries of the stock market notwithstanding, our experience with many of our clients has been that there
is still a strong desire to give to charity this year, and it is often not primarily motivated by income or estate tax

savings.

“THE MOUNTAINS ARE CALLING, AND I MUST GO.” -- JOHN MUIR
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(Photo taken by Isaac Landry during a 2020 hike of the Maroon Bells mphitheater near Aspen,

Recently, it’s been reported that Yvon Chouniard, billionaire founder of the outdoor apparel company,
Patagonia, decided to donate 98% of his company’s shares to Holdfast Collective, a nonprofit that has indicated
it will deploy Patagonia’s roughly $100 million in annual profits to “fighting the environmental crisis and
defending nature” Chouniard has also moved his family’s 2% voting stock to an entity called the Patagonia
Purpose Trust.

Not all charitable gifts are tax-motivated, and in fact not all even provide an immediate income tax
deduction. Holdfast Collective is a 501(c)(4) organization, which is a nonprofit that can make unlimited
political donations. As such, gifts to these types of organizations do not provide the donor with an income tax
deduction. Also, since the Patagonia Purpose Trust is a family trust, Chouniard will owe $17.5 million in gift
taxes for the gift of his 2% voting shares. However, by structuring the transfer of Patagonia stock this way,
Chouniard and his family will maintain some level of control over Patagonia, but notably, they will also avoid
capital gains taxes if the company were to be sold.
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For most individuals, however, the ability to gift on a tax-efficient basis is very appealing. As we’ve done in prior
years, let’s reexamine a few of the charitable gifting ideas that should be considered by individuals as they seek to
benefit charity and maximize any income or estate tax benefits.

CASH DONATIONS

Giving cash is the simplest, and most common way to benefit charity. However, many taxpayers will not see a
direct income tax benefit. The reason is that in 2022, for single taxpayers, the standard deduction is $12,950. For
married taxpayers, it is $25,900. The sum of charitable contributions and other deductible items (i.e. property tax,
state income tax, mortgage interest, etc.) would need to exceed the standard deduction available before the gift
of cash to charity would yield any income tax break to the donor. Also, in 2022 any income deductions for these
itemized cash donations will be limited to 60% of the taxpayer’s Adjusted Gross Income (AGI).

DONATIONS OF APPRECIATED STOCK, BONDS, OR MUTUAL FUND SHARES

Nearly as easy as donating cash, contributing stocks, bonds, or mutual funds that have appreciated over time has
become increasingly popular. In addition to the charitable tax deduction, this strategy can help the taxpayer avoid
the capital gains tax that would otherwise be due if the appreciated security had been sold by the taxpayer.

If the appreciated security has been held for more than one year when the donation is made, donors can claim the
fair market value as an itemized deduction on their federal income tax return (assuming they itemize their deduc-
tions). The amount deducted in a single year can be up to 30% of the donor’s AGI for stock donations.

By way of example, say Pete is a high-earning donor who has a taxable investment account with $100,000 of long-
held stock that he bought for $20,000, and he wants to donate $100,000 to a favorite charity.

If Pete sells his stock he'll owe federal tax of 23.8% on his $80,000 long-term gain, leaving him with only $80,960
to donate and deduct. If he gives the stock directly to the charity, he won't owe capital-gains tax, and he’ll get a
deduction for the full $100,000. The charity will typically sell the shares and pocket the $100,000.

BUNCHING DONATIONS

Since the 2017 “Tax Cuts and Jobs Act” overhaul most taxpayers no longer itemize their income tax deductions
- instead claiming the standard deduction. For those who are planning to donate significant amounts to charity,
they may be able to itemize and obtain a charitable tax break by “bunching” more than one year of charitable do-
nations.

Lets look at Jack and Jill - a married couple who typically donate $15,000 per year. State and local taxes (SALT)
capped at $10,000 per return plus the $10,000 of donations—come to less than the standard deduction of $25,900
for joint filers for 2022. That means there is no additional tax break (over and above the standard deduction) that
is related to their charitable donation in 2022.
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After some consideration Jack and Jill decide they can afford to shift their donations so that they give $20,000 one
year and $5,000 the next. The result is they will have a total of $30,000 in Schedule A deductions every other year.
Itemizing for those years will yield a larger charitable tax break, and they’ll deduct more than $25,900 in the other
years due to the standard deduction.

DONATING PRIVATE S-CORP. OR C-CORP. STOCKS TO CHARITY

It is possible to deduct the full fair market value of privately held stock if the recipient organization is a public
charity. But tactically, the answer depends on whether the charity is able to accept private stock as a gift. Most
charitable organizations simply do not have the resources, expertise or appetite to efficiently accept and liquidate
these types of assets, particularly in a time crunch at the end of the year. That said, some larger Donor Advised
Funds do have the ability to handle this type of donation.

As with any transfer (via gift or otherwise) of a privately held company, the Fair Market Value of the stock would
need to be determined by a qualified appraisal. This requirement will add cost and complexity to the gift.

S Corporations involve other considerations. The charity could be subject to Unrelated Business Income Tax
(UBIT) on its portion of the S Corp’s accounting income for each day it owns the S Corp stock, and UBIT will also
apply to the sale of the S Corp stock by the charity.

Also, the donor should determine whether the contribution prior to the sale would result in an anticipatory as-

signment of income. If the IRS determines that the sale was prearranged, the donor may lose the ability to take a
tax deduction and be required to pay capital gains tax.
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DONOR ADVISED FUNDS
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Crants are made
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NOTE: The gift may
remain in the fund
and grow over time

A Donor Advised Fund (DAF) is a charitable investment account that provides simple, flexible, and efficient ways
to manage charitable giving. The money that goes into a Donor Advised Fund becomes an irrevocable transfer to
a public charity with the specific intent of funding charitable gifts. This public charity serves as the administrator
of the DAE The Donor may be an individual, family, trust, Private Foundation, or corporation.

A donor advised fund offers an easier way for you to make a significant gift to charity over a long period of time.
DAFs are also useful tools for donors who are also trying to bunch deductions. The DAF allows them to combine
gifting into a single year for the tax benefit, and then use multiple years to distribute funds to charity as they had
originally intended.

USING AN IRA FOR DONATIONS

QUAUFIED CHARITABLE DISTRIBVTIONS

G\FT

—_—

For some individuals, using your IRA to donate directly to charity may make sense. This strategy, called a QCD or
qualified charitable distribution, permits owners of traditional IRAs who are 70% or older to donate account assets
totaling up to $100,000 a year directly to one or more charities. As an added benefit, these donations can count
toward their annual required minimum distributions (RMDs) from their IRA.
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QCDs may be particularly appealing if you have few other itemized deductions or if you are already close to your
charitable deduction limitations. As the tax-free QCD is never reported as income or as a deduction, it is not
counted against the charitable limits and does not require itemization to be effective.

For married couples, each spouse can make QCDs up to the $100,000 limit for a potential total of $200,000. The
$100,000 per person limit applies to the sum of all QCDs taken from all IRAs in a year.

I get this question a lot — unfortunately, QCDs may not be made to Donor-Advised Funds. Also, a QCD must be
performed before RMDs are taken — you cannot undo the RMDs otherwise.

CHARITABLE REMAINDER TRUST

Make a
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Remainder Amount
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Individual
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& Income Stream
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@ @ Income Stream

Beneficiary
A Charitable Remainder Trust (CRT) is a “split-interest” trust. This means it includes both charitable and non-char-
itable beneficiaries. A form of a CRT called a Charitable Remainder Unitrust (CRUT) distributes a fixed percent-
age of the trust’s assets to the beneficiaries each year. At the end of the trust distribution period (for up to 20 years,

or the donors’ lifetimes), any remaining trust assets go to charity. This may be a good option for individuals who
want an immediate charitable deduction and need an income stream during their lifetime.

Donors can create an opportunity for continuing family involvement by naming a Donor Advised Fund as the
remainderman on a charitable remainder trust (CRT). Here’s how it works:

DONOR Time Span
| I Charity
Assey Start End
Charitable Remainder
Remainder DAF
Trust Interest
Income Financial Charity
Donor Interest Advisor
2 Manages
Family Investments
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Benefits:
L. Continuing family involvement.
2. This strategy eases the pressures associated with deciding the ultimate charities. The

donor advised fund, as a 501(c)(3) charity, qualifies for the maximum and immediate
tax deduction.

3. The donor can use the donor advised fund as the vehicle for their lifetime charitable
giving.

4. When income from the CRT is no longer needed, the donor advised fund can become
the charitable overflow to the CRT.

5. If a donor wants to accelerate a CRT to give more to charity now or in the near future,

he/she can collapse the CRT into a donor advised fund.

What about using your IRA and a CRT to accomplish testamentary charitable objectives? Well, the SECURE Act
of 2019 eliminated the stretch IRA for most non-spouse beneficiaries, and thus a Charitable Remainder Trust
(CRT) is one of the few remaining vehicles to provide a tax-advantaged stream of income to heirs over a long pe-
riod of time, and ultimately benefiting charity.

Another type of split-interest trust is known as a Charitable Lead Trust (CLT). Depending on the tax status of
the CLT (grantor or non-grantor trust), the contribution may or may not be deductible to the grantor. It makes
sense to discuss both the CRT and CLT trust options with your financial and estate planning advisors to determine
which, if any, best meet your objectives.

PRIVATE FOUNDATION

A Private Foundation is a tax-exempt organization (a trust, corporation, or hybrid) which a donor creates, funds,
and controls for the primary purpose of making grants to charities and/or individuals. A Private Foundation
funded during the donor’s lifetime can provide philanthropic recognition to the donor and family. Through the
management of the foundation, it can instill in the donor’s heirs a sense of social awareness and responsibility that
might not otherwise be present, while allowing them to be paid for their work on the governing board.

Along with providing a vehicle for your client’s philanthropic impact for generations, private foundations can offer
significant income and estate tax savings. One immediate benefit is that a donor will receive an income tax de-
duction for any amount they contribute to a private foundation up to 30% of the donor’s AGI. The client can also
choose to take the deductions over time.

After their first year of existence, a private foundation is required by law to give away at least 5% of the value of its
assets annually.

GIFTS OF ARTWORK

While not as common, the donation of artwork that has significant value may also be considered by individuals.
There are several tax-planning issues that should be considered before giving artwork to charity. Those consid-
erations include determining the value of the artwork, the amount of the deduction, how the recipient intends to
use the artwork, etc. It is very important to talk with a qualified professional with experience in this area when
considering donations of artwork in exchange for a charitable income or estate tax deduction.
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IMPORTANT REMINDERS

Remember that donations must be made to a qualified charity, and donors can't deduct the portion of a contribu-
tion that provides a benefit to them, such as the donation to a university that provides the donor with tickets to
team’s football games.

Make sure to retain proper substantiation of your charitable contributions. To claim a charitable deduction for any
contribution of cash, a check, or other monetary gift, you must maintain a record of such contributions through
a bank record or a written communication (such as a receipt or letter) from the charity showing the name of the
charity, the date of the contribution, and the amount of the contribution.

CONCLUSION

Don't wait until it’s too late — either for your charitable giving or your holiday shopping! If you have are consider-
ing ways to make a significant tax-deductible contribution in 2022, you still have plenty of time.

James Landry, ChFC
Chief Operating Officer, Director of Planning
Pallas Capital Advisors

Pallas Capital Advisors, LLC and its representatives do not provide legal or tax advice. You should consult a legal or tax advisor
regarding any legal or tax information as it relates to your personal circumstances. These materials are provided for general
information and educational purposes based upon publicly available information from sources believed to be reliable — we
cannot assure the accuracy or completeness of these materials. The information in these materials may change at any time and
without notice. The information contained herein is not personalized investment advice, and should not be construed as a
recommendation to purchase or sell any particular security, sector, or strategy to any individual person or entity. Investment
Advice offered through Pallas Capital Advisors, LLC, a registered investment advisor.

BRAINTREE, MA WAKEFIELD, MA | PORTSMOUTH, NH PARKRIDGE,NJ | NEWPORT, RI

www.pallascapitaladvisors.com






