The 7 Deadly Sins

Of Year-

by Michael Martin

AT YEAR-END, GIVERS LOOK FOR WAYS
TO BE GENEROUS WHILE MAXIMIZING
THEIR TAX BENEFITS ASSOCIATED
WITH CHARITABLE GIVING. IT IS NOW
YOUR CHURCH’S JOB TO HELP THEM
ACHIEVE BOTH GOALS!

Part of your important role will be to
ensure that gift receipts provided by the
church meet the requirements of federal
tax law for those who will use the receipts
as substantiation when filing their returns
and claiming a charitable deduction. (We
will use the more general term “gift receipt”
in this article for what the tax code refers
to as a “contemporaneous written acknow-
ledgment”—what a mouthful!)

A few of the requirements for gift receipts
are intuitive but others are not. And no
matter if you consider yourself a gift
receipting novice or expert, now is a great

time to review your gift receipt templates
and be sure they meet the appropriate
guidelines.

The IRS and courts have historically taken
a very strict approach to enforcing the gift
receipting rules, in some cases, denying
tax deductions to the tune of tens of thou-
sands of dollars for not complying with
the letter of the law.

As you prepare your church’s year-end
receipts, avoid these seven “sins” that can
spell death to your givers’ tax deductions:

1. FAILING TO RECEIPT THE RIGHT KINDS
OF GIFTS (SINGLE CONTRIBUTIONS OF
$250 OR MORE).

The first and most obvious sin to avoid
is failing to provide givers with a proper
receipt when one is needed. When is
that the case, you ask? Tax law sets the
bar at single contributions of $250 or
more. Gifts below that amount do not
require a receipt unless they are gifts of
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currency (bills and coins), which have
no other form of substantiation.

One annual summary of all gifts made
throughout the year is sufficient so long
as it lists the gifts by date and amount,
making contributions of $250 or more
identifiable within the total. Keep in
mind that the $250 threshold applies to
both monetary gifts and non-monetary
gifts (i.e., property).

. RECEIPTING THE WRONG KINDS OF

GIFTS (TIME AND RENT FREE USE OF
PROPERTY).

Churches are often blessed by those
who generously give their time or use
of their property to the church. While
these gifts are often extremely valuable,
they cannot be claimed by the giver as
deductible contributions for tax pur-
poses. Churches should never provide
receipts to givers for their time or use
of their property, but they may provide
a letter at year-end thanking volunteers



for their time and/or use of property
and advising that unreimbursed out-
of-pocket expenses related to their
volunteer service may be deductible.

. RECEIPTING THE WRONG PERSON (A
TAXPAYER OTHER THAN THE GIVER).
Churches are sometimes asked to pro-
vide a gift receipt in the name of some-
one other than the giver. To avoid being
complicit in tax fraud, it is generally
only appropriate to issue a gift receipt
to the taxpayer remitting the funds or

property.

. MISSING THE CORRECT IRS WORDING
(“NO GOODS OR SERVICES...”).

Here is a kicker. Even if your church
provides a receipt for the right kinds
of gifts and to the right person, it still
must have some very specific informa-
tion and wording to be sufficient for
substantiation purposes.

Be sure your gift receipts are in writing
and include the following:

* Your church’s name and the giver’s
name;

e The date the donation was made
and a date the receipt was issued;

¢ The amount of cash or description
of the property contributed; and

¢ Astatement explaining whether the
church provided any goods or ser-
vices to the giver in exchange for
the contribution.

It is that final technical requirement
that has tripped up some well-
meaning churches and nonprofits and
cost-givers significant losses in tax
deductions.

. FORGETTING TO DISCLOSE WHEN

GIVERS BENEFIT (“QUID PRO QUO”).
That brings us to the fifth deadly sin.
If indeed the givers receive something
of value from the church when making
their contributions (e.g., a book,
resource, meal, etc.) only the portion
of the gift exceeding the fair market

value of the benefit received may be
deductible. Churches must provide a
receipt for all transactions where the
giver makes a payment to the church
of more than $75 and receives goods
or services in return (other than
intangible religious benefits or items
of token value).

. ESTIMATING THE VALUE OF NON-

MONETARY GIFTS FOR DONORS
(BECOMING AN APPRAISER).

For monetary gifts (e.g., currency, check,
credit card), the church should simply
include the dollar amount on the
giver’s receipt. When it comes to non-
monetary gifts of property (sometimes
also called “noncash gifts”), the church
should only provide a legal description
of the property and not the amount.

A tension often surrounds a significant
gift of property because the giver may
request that the church value the gift,
even documenting an excessively high
value on the receipt; however, it is wise
for the church to remain impartial in
the matter and simply acknowledge the
property by description and condition
without valuing it.

The IRS and courts
have historically taken
a very strict approach

to enforcing the gift
receipting rules, in

some cases, denying
tax deductions to
the tune of tens of

thousands of dollars

for not complying with

the letter of the law.

7. TIMING (MISSING THE RIGHT
WINDOW).
They say “timing is everything,” and
that is certainly true in the context of
gift receipts. The law requires that re-
ceipts not only include all of the proper
elements described above, but also that
they be provided to the giver in a timely
manner (“contemporaneously”).

The timing rules vary depending on the
type of gift involved, but the basic point
to remember is the giver will need the
receipt for substantiation purposes no
later than the due date, plus any exten-
sion, of their federal income tax return,
or the date the return is filed, whichever
date is earlier. Do not expect mercy if
the receipt is provided to the giver ata
later date, even on an amended return.

Although these rules may seem tedious,
itis important for us to avoid these
seven deadly sins in helping our givers
receive the maximum tax benefit for
their generosity.

Unlike God, the taxman and courts are
not so forgiving.

LOOKING FOR MORE RESOURCES?
ECFA is committed to helping your church
excel in gift administration.

For a more in-depth look at these issues,
check out The Guide to Charitable Giving
for Churches and Ministries at ECFA.org.
This new resource of over 300 pages is
chock-full of information and samples of
policies and procedures, including several
on charitable gift receipts. 4@
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