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One important action to take before reaching the age of 70 ½ is to evaluate your 
retirement accounts. The IRS requires that you start taking withdrawals from your 
qualified retirement accounts (i.e. IRA accounts, 401(k)s, and other tax-deferred 
retirement plans) once you reach this age. This withdrawal requirement is called a 
Required Minimum Distribution (RMD).  
 
Who/What/When/Why and the How 
 
Who? 
Generally, any taxpayer who reaches the age of 70 ½ and owns a tax deferred 
retirement account. 
 
What? 
Generally, the RMD is an amount (based on your prior year’s December 31st 
account value and an IRS table based on your age) that is calculated for each of 
your qualified retirement accounts, separately. Retirement accounts subject to the 
RMD include IRA, 401(k), 457, TSP, 403(b), TSA, SEP, and SIMPLE accounts. The 
only account type that does not require withdrawal until death is a Roth IRA 
account where withdrawals can be up to the ensuing 40 years for the benefit of 
heirs.  
 
When? 
70 ½ - the June/July Divide 
Required distributions begin in the year you turn 70 ½. Those born from January 
through June are deemed to have turned 70 ½ in the same year they turned 70. 
Those born from July through December turn 70 ½ in the year they turn 71. The 
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first RMD does not have to be made until April 1st of the tax year AFTER you turn 
70 ½. After your first withdrawal, each subsequent RMD must be completed no 
later than December 31st of that year. 
 
 
If you delay taking your initial RMD until the subsequent April, you will have to take 
two withdrawals in that year. For example:  
 

Joseph turns 70 on February 15, 2018. He will be 70 ½ on August 15, 2018. 
Joseph will have to take his first RMD in 2018. He can wait as late as April 1, 
2019 to take his first RMD. 
 
Joseph turns 70 on August 15, 2018. He will be 70 ½ on February 15, 2019. 
Joseph will have to take his first RMD in 2019. He can wait as late as April 1, 
2020 to take his first RMD. If Joseph does wait until 2020 to take his first 
RMD, he will have two withdrawals during the calendar year (including his 2nd 
RMD which will need to be made by December 31, 2020). 

 
Why? 
Because Uncle Sam says so!  
The purpose of the RMD rules is to ensure that taxpayers do not have unlimited 
ability to defer taxation by amassing retirement accounts. Instead, RMDs force the 
owner to withdraw at least some of the account funds as taxable distributions while 
still alive. Distributions not taken before death are often subject to higher tax and 
economic costs. 
 
Failure to withdraw an RMD by the respective deadline results in one of the 
steepest penalties in the tax code: a whopping 50% excise tax. As an example, an 
IRA owner aged 70 with an account valued at $2.5 million, has an RMD of $91,241. 
If the RMD is not made in time, the taxpayer would be subject to an excise tax of 
$45,620 owed to the IRS. 
 
How [to maximize your RMD to incorporate the most tax efficient and 
philanthropic effect]? 
The RMDs withdrawn during the year are included in taxable income for that year. 
The simplest and most commonly discussed strategy to avoid the taxable income 
for taxpayers who are subject to the RMD and are charitably inclined, is to take a 
Qualified Charitable Distribution (QCD). A QCD entails distributing (up to $100,000 
each year) from the IRA directly to an eligible 501(c)(3) charitable organization 
(not all charitable organizations qualify; for instance: private foundations, donor-
advised funds (DAF), and split-interest charitable trusts are all ineligible). This 
transaction fulfills the RMD requirement, and also results in a tax benefit as the 
QCD amount (which otherwise would be an RMD) is not reported as taxable income. 
 
However, there is a different and less commonly discussed strategy than the QCD 
which offers 1) more flexibility with charitable options and 2) a larger tax benefit. 
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The IRA account owner (taxpayer) should take the RMD, donate a like-sum of 
appreciated stock, and use the RMD funds withdrawn to replace the stock that was 
donated (with different stock or even the same stock as wash sales are of no 
concern).  
 
 
The benefits in this example include a step-up in basis of stock, avoidance of capital 
gain recognition/tax on the stock*, and the opportunity to donate to a donor-
advised fund at the Jewish Communal Fund (JCF) which otherwise would not be 
allowed through the QCD. Note that although the RMD amount is included in 
taxable income, one receives the benefit of the itemized deduction for the 
charitable contribution.  
 
Furthermore, the tax benefit is even greater and amplified when taxpayers a) are in 
high tax jurisdictions and b) itemize deductions (i.e. make other direct charitable 
contributions, incur mortgage interest expense, etc.). Additionally, to the benefit of 
a NY/NYC resident, the RMD amount to be included in taxable income is reduced by 
an exclusion amount of up to $20,000 as permitted by the NY Department of 
Taxation and Finance whilst taking the full benefit permitted for the charitable 
contribution that was made.    
 
* The tax benefit for the step-up includes the avoidance of up to 36.5% of 
taxes consisting of: Long Term Capital Gain Tax (up to 20%), Net 
Investment Income Tax (3.8%), and State & Local income Taxes (NY State 
up to 8.82%; NYC up to 3.876%). 
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Comparative Example: 
 
Taxpayer and Spouse are residents of NYC and have Adjusted Gross Income (AGI) 
of $1,500,000 before accounting for the RMD. Taxpayer and Spouse itemize 
deductions as they are generous donors who have already contributed $25,000 
directly to various charitable organizations during the year. They have also incurred 
mortgage interest of $25,000 and state and city income and real estate taxes 
limited to $10,000. 
 

 
 
Note regarding Itemized Deductions depicted above: 
 
Scenario A- Charitable contributions of $25,000 + mortgage interest of $25,000 + 
$10,000 SALT which exceeds the Standard Deduction of $24,000 
 
Scenario B- Charitable contributions of $125,000 ($100,000 + $25,000) + 
mortgage interest of $25,000 + $10,000 SALT which exceeds the Standard 
Deduction of $24,000 
 
 

Note each Taxpayer’s situation is different and should be evaluated accordingly. 
Taxpayers in other states and who are otherwise not itemizing deductions in 2018, 
will have different outcomes. Consult your tax advisor before making a decision.  

 

Scenario A QCD- Taxpayer elects to substitute his RMD with a QCD of $100,000.

Scenario B

Adjusted Gross Income $ 1,500,000        $ 1,600,000    
Itemized Deductions 60,000              160,000       
Taxable Income $ 1,440,000        $ 1,440,000    
Tax- Federal 519,679           523,479       
Tax- State/City 157,985           161,202       
Tax- Total $ 677,664           $ 684,681       

Net tax increase before accounting for the tax benefit of the step-up in basis of stock. 7,017            

RMD- Taxpayer takes his RMD of $100,000 and donates a like-sum of highly appreciated stock 
(with unrealized gains approximating $40,000 or 65%) to his Donor Advised Fund at the JCF.

Scenario A Scenario B
QCD RMD


