Strategic Planning
Key Strategies to Help the Great Charities in Philadelphia and Reduce Your Tax Burden

Philanthropy is deeply rooted in the city of
Philadelphia. Charitable organizations that specialize
in anything from food insecurity to youth literacy, are
integral to the fabric of our city. Greater Philadelphia
is the 11th largest philanthropic market based on
dollars and seventy-four percent of philanthropy
comes from individuals. Some of the top giving
foundations in the Philadelphia area are the John
Templeton Foundations, The William Penn
Foundation, and the Pew Charitable Trusts. From 2015
to 2016, Greater Philadelphia had the fourth most
improved economy of all large metropolitan areas. But
despite the city's economic wellbeing, many
nonprofits have been struggling. A report
commissioned by The Philadelphia Foundation, titled
The Financial Health of Philadelphia-Area Nonprofits,
describes a sector that is in need. The report is the
first full look at the region's sector since the Great
Recession. Data shows that the general health of
Philadelphia area nonprofits is poor. A few of the
more alarming data points in the report stated that
40% of nonprofits have a zero or negative operating
margin and 20% of organizations have less than one
month of cash on hand. Unfortunately, this has
hindered many organizations capacity to innovate as
organizations have been scrambling to stay afloat.
The philanthropic need in Philadelphia is as strong as
it's ever been. As the economy continues to
strengthen and as Greater Philadelphians' capacity to
give increases, there are numerous strategic
opportunities to marry both philanthropy and tax
minimization.
Understanding New Tax Laws
The 2018 tax law changes-specifically, new rules that
apply to SALT deductions, as well as home mortgage
interest and the use of equity lines of credit-present
challenges for individuals with high incomes that
result from earnings or a business transaction.

The Sarian Group — Strategic Planning

Previously, all state income tax payments and
property tax payments were fully deductible against
federal income tax. With the 2018 changes, those
deductions are capped at $10,000 for a couple filing
jointly, rendering any excess above that number
nondeductible. This also means that accelerating
property tax deductions to help offset the taxes
associated with high income is no longer an
applicable strategy. Additionally, the previous
mortgage deduction was $1,000,000, as well as
interest on up to $100,000 of home-equity line usage.
Now, the interest deductible on mortgages is
$750,000. The interest for a home-equity line of
credit remains $100,000 but only if the credit is used
to substantially improve the home.
While ordinary income rates at the top level dropped
from 39.6% to 37%, this minor reduction could
translate to minimal savings if these other changes
substantially reduce your allowable deductions. It's
also important to remember that the tax rate on
capital gains remains capped at 23.8%.
Philanthropic giving strategies can help you maximize
your deductions under these new tax laws.
Finding the Right Charity
For many people, philanthropy is about more than the
potential tax minimization opportunities, which is why
it's important to carefully consider which
organizations and causes you'd like to support, and
why you want to support them. Perhaps you want to
give back as a way of expressing gratitude for the
position that you are in. You may also have been
touched by an organization that has helped you, a
friend, or loved one in a positive way. Whatever your
motivation, it's important to make sure the charity or
charities you'd like to give to meet certain basic
criteria.
When identifying charitable causes to support, many
people start with organizations whose mission and
values align with their personal passions and beliefs.
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Additionally, you should consider giving to a qualified
charity, or an organization that meets the criteria of
IRS code 501(c)(3), to derive the maximum tax
benefit of a gift. Most large, public charities fall into
this category.
Once you are comfortable with the organization you
have selected, it's important to review how its
finances are handled to make sure it's consistent with
your goals and values. You can request the
organization's Form 990, which is the nonprofit
equivalent of a Form 1040. This will provide you with
the details of the exact inflows and outflows of the
organization. A quick read of this document can help
you determine how effectively the organization
manages its finances-including costs associated with
staffing and operations-and if the majority of the
proceeds ultimately benefit the charity's objectives.
Minimizing Capital Gains Tax
After determining which charitable organization you
want to support, there are several planning strategies
that can help you minimize a capital gains tax and
accelerate a charitable tax deduction.
Gifting a low-cost basis security. If you're considering
making a $5,000 donation to a nonprofit or charity,
you can review your non-retirement portfolio for
securities that you purchased more than 12 months
ago and have risen in value. If your donated share
cost you $2,500 but is currently worth $5,000, you
receive a full tax deduction on the $5,000 and avoid
paying capital gains on the $2,500. This provides a
double benefit because it enables you to get the
charitable deduction and avoid the capital gains tax.

income tax produced by a spike in income with a
deduction, and you can also determine charitable
beneficiaries based on your timeframe and distribute
funds over the course of your lifetime.
Setting up a charitable remainder trust. Charitable
remainder trusts (CRTs) can help you maximize your
deductions while simultaneously providing an income
stream. A CRT can be set up by putting low basis
securities into a trust, and the deduction is taken the
same year of the funding. The trust can then generate
an income stream that you can use to supplement
your income for the rest of your life. When you pass,
the funds can be distributed to charity or a foundation
for future distributions to qualified charities.
Donating cash and securities. Donating appreciated
securities generally eliminates capital gains exposure,
but you are limited to 30% of your adjusted gross
income for deducting contributions of long-term
appreciated securities. While this satisfies many
people's needs, you may also consider donating cash
to charitable organizations, allowing you to take
deductions of up to 60% of your adjusted gross
income. Doing both may help you reduce your tax
liability and rebalance your portfolio in a tax-efficient
manner.

Establishing a donor-advised fund. A donor-advised
fund is an entity that allows shareholders to gift
shares of appreciated securities and take a deduction
on fair market value of the contributed shares. This
can help you avoid any capital gains tax on the shares
contributed if the money is invested in a diversified
portfolio of securities. This can help you offset the
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Offsetting Other High-Income Tax Liabilities
Many of these philanthropic strategies can be
leveraged to help offset taxes produced by other
high-income events. For example, if you're
approaching retirement, a donor-advised fund would
allow you to pre-fund the charitable giving you're
going to do during retirement but capture the tax
deduction while you're in your high-income years
before retirement. This can also be helpful when it
comes to planning for retirement income allocation
and budgeting because funds are already set aside for
charitable giving.
The same logic applies to helping offset the income
tax burden of an IRA to Roth conversion. The IRA to
Roth conversion is a powerful financial planning
strategy that helps enable the long-term, tax-free
compounding of assets, as well as a tax-free asset for
heirs to inherit in the future. Strategic charitable
deductions can help offset this tax liability, which is
due upon conversion.
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While the changes in the tax laws present challenges
to those experiencing a spike in income, integrating
philanthropic giving strategies with tax planning can
help mitigate your tax burden and help make an
impact on the causes and organizations you care
about. We recommend partnering with a professional,
fiduciary financial advisor to help you explore how
charitable giving can help offset your tax liabilities, so
you can do well while doing good.
Feel free to reach out to our team with any questions.
sariangroup@hightoweradvisors.com
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