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Gifts of Retirement Assets	
Mark Ladendorf, Director, Relationship Management

We are in the midst of a significant demographic shift as the Baby Boomers move into their retirement years. Donors in retirement contribute a large percentage of the major outright and planned gifts received by charities. A large percentage of the assets owned by Baby Boomers is tied up in retirement plans, but they are not the same type of plans as the ones enjoyed by the Greatest Generation. To be successful in today’s environment, fundraisers should have a basic knowledge of retirement plans and how they can be used to fund gifts.
Most donors fund their retirements from a combination of sources. Social Security benefits provide income for the vast majority of retired persons, but according to the Social Security Administration, these benefits represent only 30% of the income of the elderly.1 Other sources of income include employer- based retirement plans and personal savings.
At one time, defined benefit pension plans (a pension plan in which an employer promises a specified monthly benefit at retirement) were
commonplace. This was partly due to the fact that many employees worked for one company for their entire careers. As employment patterns changed and individuals began working for multiple employers over their careers, defined benefit pension plans failed to meet the retirement needs of workers. This fact, along with the costs of sponsoring these plans, led to the growth of alternative retirement plans known as defined contribution plans.
Defined contribution plans come in a variety of forms including 401(k) plans for commercial businesses, 403(b) plans for nonprofit organizations, and 457 plans for government workers. Each of these plans allows participants to defer tax on current income and subsequent gains until they begin taking withdrawals from the plans, generally in retirement. These plans grew from
$3.0 trillion in 2000 to $8.9 trillion in 2022 and now hold the majority of assets in employer-sponsored retirement plans. Meanwhile, private sector defined benefit pension plans increased from $2.0 trillion to only $3.0 trillion over the same period.2






1 Social Security Administration Basic Facts, research released in December 2021.
2 Investment Company Institute, September 2022.
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In addition to plans sponsored by employers, Individual Retirement Accounts (IRAs), often referred to as traditional IRAs, are also widely held by donors.
Assets in these plans, which come from periodic pre-tax contributions as well as rollovers from other retirement plans, have grown from $2.6 trillion in 2000 to $11.0 trillion in 2022.3 Lifetime withdrawals are generally taxable to the owners of these accounts.
While these are the most common plans, there are several other variations of retirement plans that fundraisers might encounter when working with donors, notably Roth 401(k)s, Roth 403Bs, and Roth IRAs. Roth accounts are funded with after-tax money and accumulate tax free. As long as certain conditions are met, subsequent withdrawals from Roth accounts are also tax free.
Charitable Gifts During the Donor’s Life
Identifying the types of retirement plans a donor might own is the first challenge for a fundraiser. The next issue is determining whether a gift can be made of these assets and whether it is advantageous for the donor to do so. For gifts during lifetime, the answer is usually no, with one notable exception described below.
Lifetime gifts from defined benefit pension plans are not possible because the assets they hold are not owned or controlled by the donor. While gifts from defined contribution plans, which are owned by individuals, might be possible, a lifetime gift would generate a taxable distribution to the donor and is therefore equivalent, from the standpoint of its income tax treatment, to simply taking a taxable distribution from the plan and then donating cash.
One exception to this rule for donors over the age of 70½ is the transfer of traditional IRA assets by means of a qualified charitable distribution (QCD).
A QCD is a direct transfer from the donor’s IRA administrator to the charity and is permissible up to a maximum of $100,000 per year. Starting in 2024, this amount will be indexed for inflation. A QCD is not treated as a taxable distribution to the donor; nor does the donor receive an income tax charitable deduction for the gift. It is important to note that a QCD (sometimes referred to as an IRA charitable rollover) could previously only be used for an outright gift. With the passage of the Secure Act 2.0 in late 2022, it became possible starting in 2023 to use QCDs to fund a charitable gift annuity or a charitable remainder trust. While now permissible, there is a current lifetime limitation of $50,000 that can be rolled over into a CGA or CRT, so the benefit is modest.
Charitable Gifts at the Donor’s Death
While a gift of retirement assets during life is often not possible or advisable (other than through a QCD), a gift at the donor’s death can have significant tax advantages. Gifts of defined contribution assets such as 401(k)s and traditional IRAs, if left directly to heirs, are generally treated as taxable income to the heirs. These assets are also included in the donor’s taxable estate for estate tax purposes. However, a distribution from the plan at death to charity can be made without income or estate tax consequences. Such a distribution can also be used to establish a life income gift for the benefit of another individual.

3 Ibid.
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Another advantage for donors and fundraisers alike is that these gifts are easy to complete. Instead of making a trip to an attorney to draft a provision in the donor’s will or living trust, the donor need only complete a simple beneficiary designation form. Also, these gifts are revocable and can be changed easily during the donor’s life.
It is important to recognize that retirement plan assets pass at the donor’s death according to the beneficiary designation form, irrespective of the donor’s other estate planning documents such as a will or living trust. Suppose, for example, that many years ago Theresa filled out the necessary forms with
her IRA administrator to designate her two nieces as the beneficiaries of her traditional IRA. Earlier this year, and shortly before her death, Theresa executed a valid will naming your charity as the 100% beneficiary of her traditional IRA account. Despite the provision in her will, her traditional IRA assets will pass
to her nieces and not to your charity because the beneficiary designation form will control. While it is possible for a donor to designate her will or living trust as the beneficiary of a retirement account, and thereby allow the terms of the will or living trust to govern the distribution of assets received from the retirement account, it is usually not advisable to do so for tax reasons.

Summary of Common Retirement Plans

	
	
Defined Benefit Plan
	

401(k)
	

403(b)
	

457
	

Traditional IRA
	

Roth IRA
	Roth 401(k) Roth 403(b) Roth 457

	
Plan sponsor
	
Employer
	For-profit business
	Nonprofit organization
	Governmental
entity
	
Individual
	
Individual
	Business, non-profit, or governmental entity

	Contributions to plan are
	Pre-tax
	Pre-tax
	Pre-tax
	Pre-tax
	Pre-tax
	After-tax
	After-tax

	Lifetime distributions from plan are
	Taxable
	Taxable
	Taxable
	Taxable
	Taxable
	Tax-free
	Tax-free

	Give to charity
during life?
	
No
	
No
	
No
	
No
	
Yes*
	
Yes**
	
Yes**

	Primary benefit to donor of gift during life
	Not
Applicable
	Not
Applicable
	Not
Applicable
	Not
Applicable
	Avoid tax on
distribution
	Income tax
deduction
	Income tax
deduction

	Give to charity
at death?
	Possibly
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	
Primary benefits
of gift at death
	
Heirs and estate avoid taxes on distribution
	
Heirs and estate avoid taxes on distribution
	
Heirs and estate avoid taxes on distribution
	
Heirs and estate avoid taxes on distribution
	Heirs and estate avoid taxes on distribution
	
Estate tax deduction
	
Estate tax deduction


* Up to $100,000 per year in total to most qualified charities for outright gifts; donor must be over age 70½. Amount will be indexed for inflation starting in 2024. Starting in 2023, it became permissible to use QCDs to fund CGAs and CRTs, although many limitations exist.
** Donor must be over 59½ and the account must have been open for more than five years to avoid tax on distribution.


Summary
The chart summarizes the major types of retirement plans and the possibilities for making charitable gifts of these assets. Please note that retirement
plans are the subject of a complex body of tax and regulatory law; the chart necessarily is not comprehensive. It illustrates important general principles but does not address every possible nuance or exception. ■

Disclosures: TIAA Kaspick does not provide legal or tax advice. TIAA Kaspick provides tax preparation services under the terms of each client’s gift administration agreement. This publication is not intended or written to be used, and cannot be used (i) for the purpose of avoiding tax-related penalties, or (ii) to promote, market, or recommend to another party any transaction or matter addressed. (IRS Circular 230 Notice)
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