More Effective Giving With Lump-Sum
Distributions
Gifts of retirement distributions do not provide the
highly beneficial tax results that donors can achieve
using other strategies—unless a donor is eligible to
receive a lump-sum distribution from an employersponsored retirement plan.5 Let’s examine two of
these strategies.
Gifts of Employer Stock
Qualified plans frequently offer employer securities
as an investment and allow in-kind distributions.
Highly appreciated employer stock with net unrealized appreciation (NUA) presents an opportunity
for a large charitable deduction.
When a donor receives a lump-sum distribution
of employer stock that has a significant amount
of NUA, the distribution always generates a longterm capital gain.6 However, a donor can give the
stock to a deferred charitable giving arrangement
and claim an income tax deduction based on the
appreciated value of the stock rather than its
much lower tax basis. The donor doesn’t need to
hold the stock for more than one year after distribution to qualify for long-term capital gain status,
as is usually the case.7
EXAMPLE: Roger receives a lump-sum distribution
of IBM shares worth $200,000, although the IBM
plan purchased them for only $20,000. Roger only
has to recognize $20,000 of income until he sells the
stock, at which point he will have to recognize the
$180,000 of NUA as income. 8 If he holds the stock
for one week and sells it for $205,000 (a further
appreciation of $5,000), then he will have a $180,000
long-term capital gain attributable to the NUA and a
$5,000 short-term capital gain from the additional
appreciation. 9 If he gifted the stock worth $205,000,
the charitable income tax deduction would be based
on the $200,000 value, which includes the $180,000
long-term capital gain but excludes the $5,000 shortterm capital gain.10

Distributions from ESOPs can result in significant
net unrealized appreciation, thereby generating a
large deduction if the employee donates the stock
directly to charity.11
A donor can give S corporation stock to a charity
but not to a CRT or a pooled income fund.12 While
this provides an opportunity for S corporation business owners to make charitable gifts of stock, both
the donor and the charity face daunting issues. The
donor:
• faces questions related to giving ownership rights
to a charity
• must receive a “contemporaneous written
acknowledgment” from the charity in order for
the tax deduction to be successful13
• is required to obtain a qualified appraisal on
any gift of stock worth more than $10,000 and
file IRS Form 8283 with his or her income tax
return14
As for the charity, all of a charity’s income attributable to S corporation stock will be subject to the
unrelated business income tax (UBIT), including
gain from the sale. In addition, if the charity sells or
disposes of the stock within three years of receipt,
the charity must notify both the IRS and the donor
of the sale price on Form 8282.15
10-Year Forward Averaging
An older investor who takes a lump-sum distribution from a qualified plan in cash may be eligible for
10-year forward averaging.16 The charitable giving
strategy in this setting is to pay the low 10-year rate
and contribute the remainder to charity while taking a sizable charitable deduction in the process.
However, there are a number of conditions that
must be satisfied:
• the plan participant must have been born before
January 2, 1936

A natural candidate for this strategy is a donor who
participates in an employee stock ownership plan
(ESOP). An ESOP can be used by C or S corporations, although certain tax benefits are not available to S corporations—most notably, the rule that
allows sellers of stock to defer recognition of the
gain on the sale if certain requirements are met.

• the distribution must be from a qualified plan
(but not an IRA or 403(b) plan)

When a plan allows, an employee who leaves
the company can receive the vested interest in
the ESOP in the form of employer securities.

• the plan participant must have been in the plan
for at least five years before the distribution

• the entire plan balance (not including employee
contributions) must be distributed in one taxable
year as a single distribution or series of distributions, and no part of the distribution can be
rolled over

