FEATURE STORY

Tax Benefits of Charitable Giving

By Mark Neithercut and Jennifer Miller Oertel

egardless of whether you regularly contribute to

charity, it is useful to be aware of the unique chari-

table giving tax benefits available to entrepreneurs.

We suspect that even the most knowledgeable,

charitably-minded individual may not be aware of all
of these opportunities.

Gifts of Cash or Securities

Gifts of cash or securities, such as stock, to qualified U.S.
charities will typically result in a charitable deduction and reduce
your income tax obligation. If you are in the 33 percent tax bracket,
a gift of $1,000 will result in a $333
deduction. Thus, the out-of-pocket cost
of this gift would be only $666.

Gifts of Business Property or
Durable Goods

Gifts of land, buildings, clothing,
furniture and other durable goods can also
be deducted if given to a qualified public
charity and used for charitable purposes.
Business owners may well have equipment
or other durable goods, which if given to
a qualified public charity, would result in a
tax deduction. Note that the IRS recently
imposed more strict rules on the gifts of
automobiles, only permitting a donor to
deduct the vehicle's actual sales price, not
the "blue book” value.

Donors should be aware that

not all “nonprofits” are qualified
U.S. public charities, and gifts

percent of his or her business to charity, the owner would avoid
the capital gains tax on that portion and still earn the same tax
deduction. Tax planning in contemplation of a sale may result in
important tax savings.

Moreover, business owners may create and utilize their own
private foundation to pass on the ownership of a company to the
next generation. By gifting some of the company’s equity to a family
foundation, the family can keep control of the family business while
reducing the income tax burden on the next generation, employing
members of the next generation through the foundation and
encouraging next generation philanthropy. It is important to keep
in mind, however, the many restrictions on
private foundations, including those relating
to excess business holdings.

Charitable Trusts

Split-income vehicles such as charitable
remainder trusts and charitable lead trusts
can be very effective tax planning tools to
reduce estate taxes, as well as the income
tax that your children might have to pay on
their inheritance. To simplify the explanation,
a donor makes a gift to a trust, which then
benefits both charity and the intended
beneficiaries during the trust's term. Because
the trust benefits charity in part, there are
very attractive tax-planning benefits to these
split-interest charitable vehicles.

Donor Advised Funds

to individuals are not deductible,

Contributing Appreciated
Capital Assets in Conjunction
with the Sale of a Business

Gifts of appreciated capital assets
to a public charity will typically earn your business not only a tax
deduction, but will also allow you to avoid capital gains tax. For
example, if a business owner sold 10 percent of his or her business
for cash and gave the resulting cash to charity, the owner would
pay capital gains tax on the business sale and then get a deduction
for the gift. This business owner may or may not be able to fully
utilize the charitable deduction to offset the capital gain (due to
various deduction limitations that may be applicable).

On the other hand, if the business owner gave away 10
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even for situations that are
obviously charitable.

Donor advised funds (DAFs) offer
a number of attractive benefits. DAFs are
offered by many public charities, including
your local community foundation, banks, the
Jewish federations and national nonprofits such as the National
Philanthropic Trust. To create a DAF, you establish a fund at one
of these charities and seed it with a gift, usually at least $5,000.
Later, you have the opportunity to offer a gift from the fund
you established to any qualifying public charity, subject to the
oversight of the institution that houses your fund. In practice,
these recommendations are honored except in cases where you
or one of your close family members would unfairly benefit from
the gift, or if the intended organization is not a legitimate charity.



What are the benefits? A DAF will allow you to time your
charitable gift. You can make a gift into your DAF and receive a
charitable deduction at that time, while delaying the distribution
of the gifts to the charities until a later time. Further, your fund is
invested and therefore grows based on its investment returns on
a tax-free basis. The power of compound interest is even stronger
when it is tax-free! The charity managing your DAF will charge a
minimal annual fee for administration and investment activities.

Avoiding Pitfalls

Donors should be aware that not all “nonprofits” are qualified
U.S. public charities, and gifts to individuals are not deductible,
even for situations that are obviously charitable, such as when a
neighbor’s house burns down. You may not take a deduction for
a gift of $250 or above or property unless the charity gives you a
written acknowledgement of your gift. Tax deductions for gifts to
public charities are limited to 50 percent of your adjusted gross
income (30 percent for gifts of appreciated assets), and that
limitation is 30 percent for contributions to private foundations
(20 percent for gifts of appreciated assets). Non-pass through
entities, such as C corporations, are limited to deducting 10 percent
of their net income.

Final Thoughts

While it is not possible in a brief article to cover every
nuance and detail of the many opportunities to be charitable
while maximizing tax benefits, the authors hope that this inspires
readers to be proactive in their philanthropy. We urge you to consult
your qualified professional advisors, including your legal, financial
and philanthropy advisors before making any decisions regarding
these issues. — SBAM

Mark Neithercut has more than 25 years of
experience helping successful families become
successful philanthropists. As founder and president

of Neithercut Philanthropy Advisors, Mark and his team
of professionals work with families and foundations

to develop charitable strategies, manage transitions

and improve performance.

Jennifer Miller Oertel is a shareholder with the law
firm Jaffe Raitt Heuer & Weiss, PC, a full-service business
law firm that works extensively with entrepreneurs
throughout the life cycle of their businesses. Jennifer

has nearly 17 years of experience in corporate law and

finance, co-chairs the Nonprofit Corporations Committee

of the State Bar of Michigan and is vice-chair of

Social Enterprise Alliance.

UNITED STATES Statement of Ownership, Management, and Circulation
POSTAL SERVICE » (All Periodicals Publications Except Req Publications)

T Publication Tie 2 Publication Number 3. Fiing Date
Focus on Small Business | 2 | 3 | 3 ‘ 0 | 3| 08-28-14

. Tssue Frequency 5. Number of Issues Published Annually | 6. Annual Subscriplion Price,
Six times a year 6 $19.95

7. Complete Mailing Address of Known Office of Publication (Not printer) (Street, city, county, state, and ZIP+4®)
120 N. Washington Square, Suite 100
Lansing MI 48933

& Complete Mailing Address of Headquarters or General Business Office of Publisher (Nof printer)

Contact Person
Michael Rogers
Telephone (Include area code)

517-482-8788

Same as above

9. Full Names and Complete Mailing Addresses of Publisher, Editor, and Managing Editor (Do not leave blank)
Publisher (Name and complete mailing address)

Small Business Association of Michigan

120 N. Washington Square, Suite 1000, Lansing MI 48933

Editor (Name and complete mailing address)

Bona Van Dis

120 N. Washington Square, Suite 1000, Lansing MI 48933
Managing Editor (Name and complete mailing address)

Michael Rogers

120 N. Washington Square, Suite 1000, Lansing MI 48933

10, Owiner (Do ot leave blank_If the publication is owned by a corporation. give the name and address of the corporation immediately followed by the
names and addresses of all stockholders owning or holding 1 percent or more of the total amount of stock. If not owned by a corporation, give the
names and addresses of the individual owners. If owned by a partnership or other unincorporated firm, give its name and address as well s those of
each individual owner If the publication is published by a nonprofit organization, give its name and address)

Full Name Complete Mailing Address

Small Business Assocation of Michigan 120 N. Washington Square, Suite 1000

Lansing MI 48933

11. Known Bondholders, Mortgagees, and Other Security Holders Owning or Holding 1 Percent or More of Total Amount of Bonds, Mortgages, or
Other Securities. If none, check box ——————————————— @ None

Full Name Complete Mailing Address

12. Tax Status (For completion by nonprofit organizations authorized to mail at nonproft rates) (Check one)
The purpose, function, and nonproft status of this organization and the exempt status for federal income tax purposes:
O Has Not Changed During Preceding 12 Months.
O Hes Changed During Preceding 12 Months (Publisher must submit explenation of change with this statement)

13. Publication Title 14. Issue Date for Circulation Data Below
Focus on Small Business September 2014
T5. Extent and Nature of Circulation Average No. Copies | No. Copies of Single
Each Issue During Issue Published
Preceding 12 Months | Nearest to Filing Date
. Total Number of Copies (Net press run) 9913 9075
) Mailed Outside-County Paid Subscriptions Stated on PS Form 3541 (Include paid
distribution above nominal rate, advertiser's proof coples, and exchange copies) | 9735 8902
b. Paid
Circulation |(2)| Mailed In-County Paid Subscriptions Stated on PS Form 3541 (include paid 0
)| distribution above nominal rate, acvertiser's proof copies, and exchange copies) 0
and
ey |(@)| Paid Distibution Outside the Mails Including Sales Through Dealers and Carrers,
© Mai) Street Viendors, Counter Sales, and Other Paid Distribution Outside USPS® 5 5
(@) Paid Distribution by Other Classes of Mail Through the USPS
(e.g., First-Class Mail®) 0 0
c. Total Paid Distribution (Sum of 156 (1). (2), (3). and (4)] } 9740 8907
d. Free or (1)| Free or Nominal Rate Outside-County Copies included on PS Form 3541 0 0
Nominal
Rate
Distribution |(2)| Free or Nominal Rate In-County Copies Included on PS Form 3541 ) 0
e e (3)| Free or Nominal Rate Copies Mailed at Other Classes Thiough the USPS
the Mai) (e.g.. First-Class Mail) 0 0
(4)| Free or Nominal Rate Distribution Outside the Mail (Carriers or other means) 0 0
& Total Free or Nominal Rate Distribution (Sum of 154 (1), (2). (3) and (4)) 0 0
1. Total Distribution (Sum of 15¢ and 15¢) 3 9740 8907
g. Copies not Distributed (See Instructions to Publishers #4 (page #3)) } 172 168
h. Total (Sum of 15f and g) 9913 9075
i. Percent Paid
(15¢ divided by 15f times 100) } 100% 100%
16. Electronic Copy Circulation Average No. Copies | No. Copies of Single
Each Issue During Issue Published
None Preceding 12 Months | Nearest to Filing Date
2. Paid Electronic Copies )
b. Total Paid Print Copies (Line 15¢) + Paid Electronic Copies (Line 162) }
c. Total Print Distribution (Line 15f) + Paid Electronic Copies (Line 162) )
d. Percent Paid (Both Print & Electronic Copies) (16b divided by 16c X 100) }

1 certify that 50% of all my distributed copies (electronic and print) are paid above a nominal price.

17. Publication of Statement of Ownership

Ifthe publication is a general publication, publication of this statement is required. Wil be printed

inthe___Nov/Dec 2014

[ Publication not required.

issue of this publication.

18. Signature and Title of Editor, Publisher, Business Manager, or Owner Date

WQJ . {Z%Aﬂ Vice President Communications

1 certify that all information furnished on this form is true and complete. | understand that anyone who furnishes false or misleading information on this form
or wiho omits material or information requested on the form may be subject to criminal sanctions (including fines and imprisonment) and/or civil sanctions
(including civil penatties)

08-28-14

Small Business Association of Michigan 15



