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H C T S i F dH C T S i F dHow Can Tax Savings Fund How Can Tax Savings Fund 
Your Passions and Charity?Your Passions and Charity?

2009 Charitable Professionals Series2009 Charitable Professionals Series
David M Harrison EsqDavid M Harrison EsqDavid M. Harrison, Esq.David M. Harrison, Esq.

Senior Executive Director of Gift Planning, WestSenior Executive Director of Gift Planning, West
World Vision World Vision 

Donor’s ConcernsDonor’s Concerns

Planned Giving offers the opportunity Planned Giving offers the opportunity 
to address a number of donors’to address a number of donors’to address a number of donors  to address a number of donors  
concernsconcerns
–– PersonalPersonal

SocialSocial
FamilyFamily
OtherOther

–– FinancialFinancial
IIIncomeIncome
Asset managementAsset management
RetirementRetirement
EducationEducation
Estate PlanningEstate Planning
TaxesTaxes
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“Outright” Gifting“Outright” Gifting

Donation of cash or property during the Donation of cash or property during the 
donor’s lifetime to a public charity or donor’s lifetime to a public charity or 
community foundation.community foundation.

Who is a Prospect?Who is a Prospect?

Donor who is going to Donor who is going to 
make a substantial gift make a substantial gift 
and/or has appreciated and/or has appreciated 
assets in their estate.assets in their estate.
Could be an individual, Could be an individual, 
trust partnershiptrust partnershiptrust, partnership, trust, partnership, 
corporation, estate or corporation, estate or 
other legal entity.other legal entity.
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What Assets Can Be Given?What Assets Can Be Given?

Cash, stocks, bonds, mutual Cash, stocks, bonds, mutual , , ,, , ,
funds, personal property, and funds, personal property, and 

real property.real property.
Appreciated property yields Appreciated property yields 

optimal results for the donoroptimal results for the donoroptimal results for the donor.optimal results for the donor.

Charitable BequestsCharitable Bequests
Gifts given after death Gifts given after death 
from one’s estate will orfrom one’s estate will orfrom one s estate, will or from one s estate, will or 
trust.trust.
Gifts from life insurance Gifts from life insurance 
proceeds where a charity proceeds where a charity 
was named as a was named as a 
beneficiary.beneficiary.
Gifts from a retirementGifts from a retirementGifts from a retirement Gifts from a retirement 
account or annuity account or annuity 
where a charity was where a charity was 
named as a beneficiary.named as a beneficiary.
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Charitable Gift AnnuityCharitable Gift Annuity

Donor transfers cash or other property Donor transfers cash or other property 
to a qualified charity in exchange for the to a qualified charity in exchange for the 
charity’s commitment to pay the donor a charity’s commitment to pay the donor a 
fixed annuity income for their lifetime.fixed annuity income for their lifetime.

TheThe income beneficiary may be someoneincome beneficiary may be someoneTheThe income beneficiary may be someone income beneficiary may be someone 
other than the donor. other than the donor. 

Typical ConcernsTypical Concerns

Financial SecurityFinancial Security
–– MonthlyMonthly----Making ends meet.Making ends meet.
–– LongLong--termterm----”Will I(we) have ”Will I(we) have 

enough over my (our) enough over my (our) 
lifetime(s).”lifetime(s).”

Low Risk Tolerance.Low Risk Tolerance.
Provision for Spouse, Heirs…Provision for Spouse, Heirs…
Taxes, taxes, taxes.Taxes, taxes, taxes.
–– Income, capital gain, estate.Income, capital gain, estate.
–– “Involuntary Philanthropist”“Involuntary Philanthropist”

Other Concerns...Other Concerns...
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BenefitsBenefits
of Charitable Gift Annuityof Charitable Gift Annuity

Fixed, secure income for life.Fixed, secure income for life.
Attractive rates with a low “risk.”Attractive rates with a low “risk.”
Provision for loved ones.Provision for loved ones.
Tax savings.Tax savings.
Charitable legacy for your community.Charitable legacy for your community.

“V l t Phil th i t”“V l t Phil th i t”–– “Voluntary Philanthropist”“Voluntary Philanthropist”

Benefit from your giving now (“Benefit from your giving now (“Do yourDo your giving giving 
while your living, so you’re knowing where it’s while your living, so you’re knowing where it’s 
going!”) going!”) 

Charitable Gift AnnuityCharitable Gift Annuity

Charitable
Annuity
Agreement

• Gift of Asset
• Cash
• Securities
• Real Estate
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Charitable Life Income PlanCharitable Life Income Plan

Charitable
Annuity
Agreement

• Gift of Asset

• Income for Life
• Donor
• Spouse
• Heirs

• Tax Deductions
• Income
• Capital Gain

Charitable Life Income PlanCharitable Life Income Plan

CharitableCharitable
AnnuityAnnuity
AgreementAgreement

•• Gift of AssetGift of Asset

•• Income for LifeIncome for Life
•• DonorDonor
•• SpouseSpouse
•• HeirsHeirs

•• Tax DeductionsTax Deductions

• Remainder to Charity
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Case StudyCase Study
Mary Needmore, age 80, would like additional Mary Needmore, age 80, would like additional 
income to supplement her retirement income Sheincome to supplement her retirement income Sheincome to supplement her retirement income.  She income to supplement her retirement income.  She 
is also concerned about outis also concerned about out--living her income. living her income. 

However, she is adverse to taking the necessary However, she is adverse to taking the necessary 
risks to increase her returns and income.  She has a risks to increase her returns and income.  She has a 
good portion of her investments in highly liquid good portion of her investments in highly liquid 
investmentsinvestments----savings accounts, CD’s, etc.savings accounts, CD’s, etc.

She would also like to leave a gift, after she passes She would also like to leave a gift, after she passes 
away, to a charity in which she has an interest.away, to a charity in which she has an interest.

Case StudyCase Study

Current InvestmentCurrent Investment 7.1 %Gift Annuity7.1 %Gift Annuity
AssetAsset $ 50,000$ 50,000
RateRate 2.00%2.00%
IncomeIncome $  1,000$  1,000
Taxable Income    $  1,000Taxable Income    $  1,000
TaxTax--Free Income  $        0Free Income  $        0
Income Tax                Income Tax                ( 250)( 250)

AssetAsset $ 50,000$ 50,000
RateRate 7.10%7.10%
IncomeIncome $   3,550$   3,550
Taxable Income         $      930Taxable Income         $      930
TaxTax--Free Income Free Income (10 yrs)(10 yrs) $  2620 $  2620 
Income Tax                     Income Tax                     ( 233)( 233)

Net IncomeNet Income $    750$    750

Tax SavingsTax Savings $        0$        0

Net IncomeNet Income $  3,317$  3,317
Charitable Deduction $25,375Charitable Deduction $25,375
Tax SavingsTax Savings $  6,344$  6,344
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Case StudyCase Study

Results:Results:

After tax income is increased 350%:  After tax income is increased 350%:  
$750 to $2,620.$750 to $2,620.

Income she can never outlive.Income she can never outlive.

Low risk:  Charity maintains a 100% reserve.Low risk:  Charity maintains a 100% reserve.

Significant income and estate tax savings:Significant income and estate tax savings:
$6,344 income tax savings.$6,344 income tax savings.

Profile of a Charitable Gift Annuity CandidateProfile of a Charitable Gift Annuity Candidate

Someone who would like to:Someone who would like to:
Increase their income and Increase their income and 
standard of livingstandard of living
Receive a fixed, secure Receive a fixed, secure 
income that cannot be income that cannot be 
outlivedoutlived
Convert low incomeConvert low income--
producing investments toproducing investments toproducing investments to producing investments to 
increase return 2x...3X...4X... increase return 2x...3X...4X... 
Receive taxReceive tax--free incomefree income
Save on taxesSave on taxes
Establish a charitable Establish a charitable 
legacylegacy

“Who?”“Who?”
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Issues when an appreciated Issues when an appreciated 
asset is used to fund a CGAasset is used to fund a CGA

Treated as a Bargain Sale (Part sale/ part gift)Treated as a Bargain Sale (Part sale/ part gift)

Capital Gain is allocated to the sale portion and is Capital Gain is allocated to the sale portion and is 
prorated over the life expectancy of the donor(s).prorated over the life expectancy of the donor(s).

Income Payments will have three characteristics:Income Payments will have three characteristics:
–– Ordinary incomeOrdinary income

–– Capital Gain incomeCapital Gain income

–– TaxTax--free return of principalfree return of principal

Case StudyCase Study

Assume that Mary contributed securities Assume that Mary contributed securities 
instead of cash.  They had a FMV of instead of cash.  They had a FMV of 
$50,000 and a cost basis of $25,000.$50,000 and a cost basis of $25,000.

The characterization of income   The characterization of income   
would be:would be:

Ordinary:Ordinary: $1 200$1 200 (vs $1 200)(vs $1 200)Ordinary:Ordinary: $1,200 $1,200 (vs. $1,200)(vs. $1,200)
Capital GainCapital Gain $1,400 $1,400 (vs. $       0)(vs. $       0)
TaxTax--FreeFree $1,400 $1,400 (vs. $2,800)(vs. $2,800)
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Issues when someone other than the donor or Issues when someone other than the donor or 
spouse is an annuitant:spouse is an annuitant:

Potential gift or estate Potential gift or estate 
tttaxes.taxes.
If appreciated asset is If appreciated asset is 
used, the capital gain used, the capital gain 
allocated to the sale allocated to the sale 
portion must be portion must be 
recognized by therecognized by therecognized by the recognized by the 
donor in the year of donor in the year of 
the gift.the gift.

Deferred Gift AnnuityDeferred Gift Annuity

A charitable gift A charitable gift 
annuity in which annuity in which 
the starting date of the starting date of 
the income the income 
payments is payments is 
deferred for at deferred for at 
least one year.least one year.
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Who is a prospect for a Who is a prospect for a 
Deferred Gift AnnuityDeferred Gift Annuity

Younger preYounger pre--retired donorretired donor
Highly compensated Highly compensated 
professionals who have professionals who have 
maxedmaxed--out their qualified out their qualified 
retirement plans.retirement plans.
Oth d h d tOth d h d tOther donors who do not Other donors who do not 
need the income need the income 
immediately and/or need immediately and/or need 
the income tax deduction the income tax deduction 
now.now.

Case StudyCase Study

Dr. and Mrs. Wellbee, ages 50 and 45, Dr. and Mrs. Wellbee, ages 50 and 45, 
would like to supplement their retirement would like to supplement their retirement 
plans.  They plan to retire in 15 years.plans.  They plan to retire in 15 years.

Option 1 LumpOption 1 Lump--Sum ContributionSum Contribution
Option:  Series of Annual ContributionsOption:  Series of Annual Contributions
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Option 1Option 1----Let’s assume they make a Let’s assume they make a 
single contribution of $5,000single contribution of $5,000

The Results:The Results:
Higher payout rate.Higher payout rate.
Immediate income Immediate income 
tax deduction.tax deduction.
Fixed supplement to Fixed supplement to 
retirement incomeretirement income

Option 2Option 2----Let’s assume they make annual Let’s assume they make annual 
contributions of $5,000 into a DCGAcontributions of $5,000 into a DCGA

The Results:The Results:
B 2014 th illB 2014 th illBy 2014 they will By 2014 they will 
have contributed have contributed 
$75,000.$75,000.
Received multiple Received multiple 
income tax income tax 
deductionsdeductionsdeductions.deductions.
Receive an annual Receive an annual 
annuity for their annuity for their 
lifetimes.lifetimes.
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New:New:
Flexible Payment Deferred Flexible Payment Deferred 

AnnuityAnnuity
Donor has the option Donor has the option 
to chose when the to chose when the 
payments are to payments are to 
beginbegin
Contract must Contract must 
include a payment include a payment 

h d l f diff th d l f diff tschedule for different schedule for different 
starting dates (years)starting dates (years)
Must take lowest Must take lowest 
deductiondeduction

Gift Annuity on ResidenceGift Annuity on Residence
Do you own a home?Do you own a home?
Does it produce income Does it produce income 
for you?for you?

You can “send” your home You can “send” your home 
to charity...to charity...
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Gift Annuity on ResidenceGift Annuity on Residence

• Gift Remainder Interest 
In home to charity

Gift Annuity on ResidenceGift Annuity on Residence

• Gift Remainder Interest 
In home to  charity.

•• Retain right to use home 
during lifetime(s)during lifetime(s)

• Receive annuity income 
for lifetime(s) based on 
remainder value.
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Gift Annuity on ResidenceGift Annuity on Residence

• Gift Remainder Interest 
In home to charity

• Receive annuity income 
for lifetime(s)for lifetime(s)

• Retain right to use home 
during lifetime(s)

•• To charity at deathTo charity at death

Case StudyCase Study

Ricky and Lucy Ricardo, ages 91 and Ricky and Lucy Ricardo, ages 91 and 
81 h ith i d l81 h ith i d l81, own home with an appraised value 81, own home with an appraised value 
of $500,000.  They need additional of $500,000.  They need additional 
income to maintain their standard of income to maintain their standard of 
living.  Their heirs are not interested in living.  Their heirs are not interested in 
receiving the home after Ricky and Lucy receiving the home after Ricky and Lucy 
are gone. are gone. 
If they “sent their home to the charity”, If they “sent their home to the charity”, 
the following would be the results...the following would be the results...
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ResultsResults
An immediate annuity producing needed An immediate annuity producing needed 
incomeincomeincome.income.
An immediate income tax deduction. An immediate income tax deduction. 
The house is removed from their estate The house is removed from their estate 
simplifying probate.simplifying probate.
Income is produced from an asset which Income is produced from an asset which 
typically produces none.typically produces none.
Meaningful charitable gift at the donor’s Meaningful charitable gift at the donor’s 
deaths.deaths.

Who is a prospect?Who is a prospect?
Need incomeNeed income
Already leaving residenceAlready leaving residenceAlready leaving residence Already leaving residence 
to charity in their estate to charity in their estate 
plans.plans.
Need income and estate Need income and estate 
tax deduction.tax deduction.
Heirs are distant Heirs are distant 
(geograpically and, (geograpically and, 
unfortunately, sometimes unfortunately, sometimes 
emotionally)emotionally)
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CGA Program with the Community CGA Program with the Community 
FoundationFoundation

The Orange County The Orange County 
CommunityCommunityCommunity Community 
Foundation has a Foundation has a 
program that program that 
operates just like operates just like 
every other every other 
Charitable Gift Charitable Gift 
Annuity howeverAnnuity howeverAnnuity, however, Annuity, however, 
the Charity can get the Charity can get 
use of some of the use of some of the 
money immediately.money immediately.

Charitable Life EstateCharitable Life Estate
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Charitable Life EstateCharitable Life Estate
(Also called Life Estate Reserved or Remainder Interest in Residence)(Also called Life Estate Reserved or Remainder Interest in Residence)

Donors gift theirDonors gift theirDonors gift their Donors gift their 
residence or farm to residence or farm to 
charity now but retain charity now but retain 
the rights to the the rights to the 
property during their property during their 
lifetime(s).lifetime(s).( )( )

CASE STUDYCASE STUDY
Mrs Kmetz age 80 is in the highest tax bracketMrs Kmetz age 80 is in the highest tax bracket

Charitable Life EstateCharitable Life Estate

Mrs. Kmetz, age 80, is in the highest tax bracket.  Mrs. Kmetz, age 80, is in the highest tax bracket.  
She is need of an income tax deduction, however, She is need of an income tax deduction, however, 
does not want to part with her securities or cash.  does not want to part with her securities or cash.  
She supports a favorite charity and has left a She supports a favorite charity and has left a 
portion of her estate to it in her will. She intends portion of her estate to it in her will. She intends 
to remain in her home for the rest of her life and to remain in her home for the rest of her life and 
enjoy her grandchildrenenjoy her grandchildrenenjoy her grandchildren.  enjoy her grandchildren.  

Let’s assume the residence is appraised for Let’s assume the residence is appraised for 
$550,000.  If Mrs. Kmetz deeds the home to $550,000.  If Mrs. Kmetz deeds the home to 
charity now and reserves the right to use it for charity now and reserves the right to use it for 
her life, the charitable life estate would be as her life, the charitable life estate would be as 
follows:follows:
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Charitable Life EstateCharitable Life Estate

1. Deed to charity while reserving1. Deed to charity while reserving
life (estate) interestlife (estate) interest

Retains right to use propertyRetains right to use property
–– Continue to pay taxes, maintenance and insuranceContinue to pay taxes, maintenance and insurance

Charitable Life EstateCharitable Life Estate

1. Deed to charity while reserving
life (estate) interest

2. Income tax deduction for2. Income tax deduction for

Income tax deduction of $143,400 which will Income tax deduction of $143,400 which will 
generate potential tax savings of $51,600generate potential tax savings of $51,600
Asset is removed from taxable estateAsset is removed from taxable estate

2. Income tax deduction for2. Income tax deduction for
remainder interestremainder interest
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Charitable Life EstateCharitable Life Estate

1. Deed to charity while reserving
life (estate) interest

2. Income tax deduction for

At death of life estate holders (usually the At death of life estate holders (usually the 
donor(s)), the property is the charity’s.donor(s)), the property is the charity’s.

2. Income tax deduction for
remainder interest

Who is a prospect for a Who is a prospect for a 
Charitable Life EstateCharitable Life Estate

Already leaving residence Already leaving residence 
to Charity in their estate to Charity in their estate 
plans.plans.
Need income and estate Need income and estate 
tax deduction.tax deduction.
H i di t tH i di t tHeirs are distant Heirs are distant 
(geograpically and, (geograpically and, 
unfortunately, sometimes unfortunately, sometimes 
emotionally)emotionally)
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Ch it bl R i dCh it bl R i dCharitable Remainder Charitable Remainder 
TrustsTrusts

What is a Charitable Remainder What is a Charitable Remainder 
TrustTrust

An irrevocable trust into which a Donor An irrevocable trust into which a Donor 
contributes an asset or assets.  The trust is contributes an asset or assets.  The trust is 
designed to pay a fixed amount (Annuity Trust) or designed to pay a fixed amount (Annuity Trust) or 
a stated percentage (Unitrust) of the annual value a stated percentage (Unitrust) of the annual value 
of the trust assets to one or more nonof the trust assets to one or more non--charitable charitable 
beneficiaries, with the remainder interest beneficiaries, with the remainder interest 
ultimately passing to one or more qualified ultimately passing to one or more qualified 
charities at the end of a fixed term of years , or charities at the end of a fixed term of years , or 
upon the death of certain designated individuals.upon the death of certain designated individuals.
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An overview of the
Charitable Remainder Trust

An overview of the
Charitable Remainder Trust

3. No Capital Gain on Sale of Assets

Charitable 
Remainder 

Trust

1. Gift Asset

2.  Tax Deduction

4. Life-Time Income

5. Charitable
Legacy

3.  No Capital Gain on Sale of Assets

Gifting the AssetGifting the Asset

Publicly-Traded Securities• When:  During Life, 

Real Estate

Income Property
Cash

or at Death
• Valuation
• Suitable Assets
• Problem Assets:

• Debt Encumbered
Income Property

Closely-held Business

• Sole Proprietorships
• Limited Partnerships
• Oil & Gas Interests



10/18/2009

23

Income Payments:  CRATIncome Payments:  CRAT

ANNUITY TRUSTANNUITY TRUST
–– Fixed PaymentsFixed Payments

“Sum certain”             “Sum certain”             
Based on a %  or $ Based on a %  or $ 
amount at time CRT is amount at time CRT is 
established.established.
Payments remain Payments remain 
unchanged for the term unchanged for the term 
of the CRT.of the CRT.

Annuity TrustAnnuity Trust

Good for people who:Good for people who:
Want fixed vs. Want fixed vs. 
fluctuating incomefluctuating income
Are contributing Are contributing 
easily liquidated easily liquidated 
assetsassets
Do not plan additional Do not plan additional 
contribution to the contribution to the 
trusttrust
Are usually 75+ years Are usually 75+ years 
oldold
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Income Payments:  CRUTIncome Payments:  CRUT

UNITRUSTUNITRUSTUNITRUSTUNITRUST
–– Variable Payments:Variable Payments:

Percentage of the value Percentage of the value 
of the CRT’s  principalof the CRT’s  principal
Assets ReAssets Re--valued valued 
annuallyannually

–– TypesTypes
StandardStandard
Net Income with MakeNet Income with Make--
UpUp
Net Income (no MakeNet Income (no Make--
Up)Up)
FLIPFLIP

Good for people who:Good for people who:

CRUTCRUT

Are youngerAre younger
Elect a modest payout Elect a modest payout 
rate and wish to see the rate and wish to see the 
trust’s principal and trust’s principal and 
income growincome grow
Wish to make additional Wish to make additional 
contributionscontributions
Are transferring hard to Are transferring hard to 
liquidate assetsliquidate assets
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FLIP UnitrustFLIP Unitrust

Allows the CRT to “flip” from a Allows the CRT to “flip” from a 
N tN t I N tI N t IINetNet-- Income or NetIncome or Net--Income Income 
with Makewith Make--Up unitrust into a Up unitrust into a 
Standard UnitrustStandard Unitrust
–– Flip TriggersFlip Triggers

Sale of Unmarketable AssetSale of Unmarketable Asset
Specific DateSpecific Date
Event Whose Occurrence isEvent Whose Occurrence isEvent Whose Occurrence is Event Whose Occurrence is 
not Discretionary or Within not Discretionary or Within 
the Control of the Trustee…the Control of the Trustee…

–– Marriage, Divorce, Birth of a Marriage, Divorce, Birth of a 
Child, Death...Child, Death...

2/28/09                                   7/1/09              Payments Begin
FLIP Trigger           1/1/10

Gift Date                             Asset is Sold          Standard CRT

FLIPCRUT

Net Income
Unitrust

6.0%

Standard
Unitrust

6.0%

R l E

Income:
CRT passes Income:Real Estate

is contributed to
Charitable Trust
FMV $100,000
Basis $  25,000
Net Yield  4%

CRT passes
through net
income of $4,000

Income:
Trust pays fixed
amount 6% of the
FMV of the trust’s
assets... $6,000
(6% x $100,000). 

j/pg/flipcrut.ppt
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Flip Trust ProspectsFlip Trust Prospects

Unmarketable AssetsUnmarketable AssetsUnmarketable AssetsUnmarketable Assets
–– Real EstateReal Estate
–– BusinessBusiness
–– Restricted SecuritiesRestricted Securities

Not Ready for IncomeNot Ready for Income

Income Payments: RateIncome Payments: Rate

5% Minimum5% Minimum

50% Maximum50% Maximum

A higher payout rate results in a lower A higher payout rate results in a lower 
deduction and visa versa.deduction and visa versa.

10% minimum charitable deduction rule10% minimum charitable deduction rule–– 10% minimum charitable deduction rule10% minimum charitable deduction rule

–– CRATs Only:  5% Probability RuleCRATs Only:  5% Probability Rule
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Income Payments:  Income Payments:  
BeneficiariesBeneficiaries

An  individualAn  individual
–– Donor and/orDonor and/or–– Donor  and/orDonor  and/or
–– SpouseSpouse
–– Other Person(s)Other Person(s)

(gift & estate tax issues)(gift & estate tax issues)
–– Must be living at the time the CRT is Must be living at the time the CRT is 

establishedestablished
Trust, estate, corporation, partnershipTrust, estate, corporation, partnership
–– Limited to 20 yearsLimited to 20 yearsLimited to 20 yearsLimited to 20 years

Cannot change amount, beneficiaries, or Cannot change amount, beneficiaries, or 
order of  paymentsorder of  payments
No Pets!No Pets!

M thlM thl

Income Payments:  Frequency 

MonthlyMonthly
QuarterlyQuarterly
SemiSemi--AnnuallyAnnually
AnnuallyAnnually
By law, must beBy law, must be

199#

By law, must be By law, must be 
at least annual at least annual 
paymentspayments
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Income Payments:  Trust Income Payments:  Trust 
TermTerm

Life or Lives OnlyLife or Lives Only
Term of Years            Term of Years            

(20 year max.)(20 year max.)
Life or Term Life or Term 

(whichever is shorter)(whichever is shorter)(whichever  is shorter)(whichever  is shorter)
Life or Term (longer of)Life or Term (longer of)
Life + TermLife + Term

Taxation of Income Payments Taxation of Income Payments 
WIFO (WorstWIFO (Worst--In FirstIn First--Out)Out)

FourFour--Tier Ordering System.  The top tiers Tier Ordering System.  The top tiers 
must first be exhausted before income can must first be exhausted before income can 
be paid from the next tier.be paid from the next tier.
1.  Ordinary Income (35% max.)1.  Ordinary Income (35% max.)
2.  Capital Gain Income2.  Capital Gain Income

•• ShortShort--Term (35%)Term (35%)
•• Depr. Real Estate (25%)Depr. Real Estate (25%)
•• LongLong--Term (15%)Term (15%)gg ( )( )
•• New Law: PostNew Law: Post--Contribution Capital Contribution Capital 
Gains may be allocated to income if Gains may be allocated to income if 
document and state law permit.document and state law permit.

3.  Other Income  e.g. Tax 3.  Other Income  e.g. Tax --ExemptExempt

4.  Principal4.  Principal
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Charitable BeneficiariesCharitable Beneficiaries

Name one or more Name one or more 
lifi d h itilifi d h itiqualified charitiesqualified charities

–– Must be qualified Must be qualified 
organization under organization under 
IRC Section 170(c)IRC Section 170(c)

Retain the power to Retain the power to 
h h it blh h it blchange charitable change charitable 

beneficiariesbeneficiaries

TrusteeTrustee

Corporate TrusteeCorporate Trustee
Charitable RemaindermanCharitable Remainderman
Donor or other individualDonor or other individual
“Independent” Trustee“Independent” Trustee
Retain power to change trusteeRetain power to change trusteeRetain power to change trusteeRetain power to change trustee
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Differences Between CRUT & Differences Between CRUT & 
CRATCRAT

UnitustUnitust Annuity TrustAnnuity Trust
Variable paymentsVariable payments
Inflation hedgeInflation hedge
Additional Additional 
contributions allowedcontributions allowed
No 5% probability testNo 5% probability test
N t i d FLIPN t i d FLIP

Fixed paymentsFixed payments
No inflation hedgeNo inflation hedge
No additional No additional 
contributions allowedcontributions allowed
5% probability test5% probability test

Net income and FLIP Net income and FLIP 
optionsoptions
Annual valuation Annual valuation 
requirementrequirement

Annuity (standard) Annuity (standard) 
option onlyoption only
No annual valuation No annual valuation 
requirementrequirement

Benefits from Creating a CRTBenefits from Creating a CRT..

Economic BenefitsEconomic Benefits
Increase IncomeIncrease IncomeIncrease IncomeIncrease Income
TaxTax--free conversion of assetsfree conversion of assets

ByBy--Pass capital gain taxPass capital gain tax
Income tax savingsIncome tax savings
Estate and gift tax savingsEstate and gift tax savings
Provision for loved onesProvision for loved ones
Asset diversificationAsset diversificationAsset diversificationAsset diversification
Professional asset management Professional asset management 

Philanthropic BenefitsPhilanthropic Benefits
Legacy, SignificanceLegacy, Significance
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“Obstacles” to establishing a “Obstacles” to establishing a 
Charitable Remainder TrustCharitable Remainder Trust

Providing for HeirsProviding for Heirs

Loss of ControlLoss of Control

Technical Technical 
RoadblocksRoadblocks

Providing for the heirs...Providing for the heirs...

3  No Capital Gain on Sale of Assets

Charitable 
Remainder 

Trust

1. Gift Asset

2.  Tax Deduction

4. Life-Time Income

5. Charitable
Legacy

BENEFITS:BENEFITS:
Leveraged BequestLeveraged Bequest
E t t  T  A id dE t t  T  A id d

Life Ins
Trust

6. Wealth Replacement
Estate Tax AvoidedEstate Tax Avoided
Heirs Provided For Heirs Provided For 
….Tax….Tax--FreeFree

Tax Free
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ControlControl

You Have ChoicesYou Have Choices::
Type of trust (what)Type of trust (what)
Trust payment rate or Trust payment rate or 
amount (how much)amount (how much)
Income beneficiaries Income beneficiaries 
(who)(who)
Frequency of trust Frequency of trust 
payments (how often)payments (how often)
Trust term (how long)Trust term (how long)

ControlControl
You Have ChoicesYou Have Choices::

TrusteeTrustee
InvestmentsInvestments
Charitable beneficiariesCharitable beneficiaries
Retain power to change Retain power to change p gp g

trustee and charitable trustee and charitable 
beneficiariesbeneficiaries
Voluntary or Involuntary Voluntary or Involuntary 

PhilanthropistPhilanthropist
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Technical RoadblocksTechnical Roadblocks

Indebtedness on AssetIndebtedness on Asset
Unrelated Business Unrelated Business 
Taxable IncomeTaxable Income
PrePre--Arranged SaleArranged Sale
Gift & Estate Tax Gift & Estate Tax 
Issues for NonIssues for Non--
Spousal Income Spousal Income 
BeneficiariesBeneficiaries

Charitable Lead TrustsCharitable Lead Trusts

Two types:Two types:
–– Grantor Lead TrustGrantor Lead Trust
–– NonNon--Grantor (Family) Lead TrustGrantor (Family) Lead Trust

Requirements:  The trust must make an annuity Requirements:  The trust must make an annuity 
or unitrust payment at least annually to aor unitrust payment at least annually to aor unitrust payment at least annually to a or unitrust payment at least annually to a 
qualified charity.  Remainder interest goes to qualified charity.  Remainder interest goes to 
Grantor or designated NonGrantor or designated Non--Grantor.Grantor.
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Charitable Lead TrustsCharitable Lead Trusts

The Charitable Lead Trust (“CLT”) is flexible The Charitable Lead Trust (“CLT”) is flexible 
regarding the amount of the annual payout regarding the amount of the annual payout 
and the term of the trust.and the term of the trust.
There are certain restrictions regarding the There are certain restrictions regarding the 
selection of the measuring life when using a selection of the measuring life when using a 
lifetime as a term (“Vulture Trusts”)lifetime as a term (“Vulture Trusts”)lifetime as a term ( Vulture Trusts ).lifetime as a term ( Vulture Trusts ).

Charitable Lead TrustsCharitable Lead Trusts

One tremendous benefit of CLTs is the One tremendous benefit of CLTs is the 
ability to create a virtual “zero estate tax” ability to create a virtual “zero estate tax” 
plan by using the flexibility of the charitable plan by using the flexibility of the charitable 
payment and the term of years.  By payment and the term of years.  By 
increasing the charitable payment and term increasing the charitable payment and term 
of years, the charitable deduction is of years, the charitable deduction is y ,y ,
increased and can be designed to offset the increased and can be designed to offset the 
estate tax liability.estate tax liability.
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Donor Advised Funds (DAF)Donor Advised Funds (DAF)

A DAF is a charitable vehicle whereby the A DAF is a charitable vehicle whereby the 
donor can make a charitable gift now but donor can make a charitable gift now but 
decide later how much to distribute and to decide later how much to distribute and to 
which charity.which charity.

Donor relinquishes control of the giftedDonor relinquishes control of the giftedDonor relinquishes control of the gifted Donor relinquishes control of the gifted 
asset to the administrator of the DAF and asset to the administrator of the DAF and 
receives a full current income tax deduction.receives a full current income tax deduction.

DAFDAF

Community Foundations are favored Community Foundations are favored 
charities (administrators) for DAFs.charities (administrators) for DAFs.

Although control is relinquished to the Although control is relinquished to the 
charity, the donor retains the legal right to charity, the donor retains the legal right to 
make nonmake non binding recommendations for thebinding recommendations for themake nonmake non--binding recommendations for the binding recommendations for the 
charitable beneficiaries of the DAF.charitable beneficiaries of the DAF.
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DAFsDAFs

Requirements:Requirements:

–– Must be separately identified, owned and Must be separately identified, owned and 
controlled by the sponsoring charity, AND the controlled by the sponsoring charity, AND the 
donor must have a reasonable expectation of donor must have a reasonable expectation of 
advisory rights over the fund.advisory rights over the fund.y gy g

Gifts of Life InsuranceGifts of Life Insurance

Absolute assignment of existing policy.Absolute assignment of existing policy.
Assign annual dividends to charity.Assign annual dividends to charity.
Name the charity as primary or contingent Name the charity as primary or contingent 
beneficiary on a new or existing policy.beneficiary on a new or existing policy.
Name the charity as a beneficiary on a group Name the charity as a beneficiary on a group 
policy.policy.
CRT Wealth Replacement PolicyCRT Wealth Replacement Policy
Estate gift then Wealth Replacement Policy for Estate gift then Wealth Replacement Policy for 
family.family.
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Gifts of Life InsuranceGifts of Life Insurance

In certain circumstances, life insurance can In certain circumstances, life insurance can 
b f di f CRTb f di f CRTbe a funding source for a CRT.be a funding source for a CRT.
Wealth Replacement source to replace Wealth Replacement source to replace 
assets given to charity through the estate assets given to charity through the estate 
plan.plan.

****Significant gift valuation and tax issues exist Significant gift valuation and tax issues exist 
which must be addressed prior to utlizing which must be addressed prior to utlizing 
these plans.these plans.

Gifts of Retirement Plan AssetsGifts of Retirement Plan Assets

Retirement plan assets can be one of the Retirement plan assets can be one of the 
most effective gifts a donor can make.most effective gifts a donor can make.
–– Retirement plans (other than ROTH IRAs) are Retirement plans (other than ROTH IRAs) are 

normally subject to income taxation and could normally subject to income taxation and could 
also be subject to estate taxation in larger also be subject to estate taxation in larger 
estates.estates.

–– When properly gifted, these taxes can be When properly gifted, these taxes can be 
avoided when the plan is gifted to a qualified avoided when the plan is gifted to a qualified 
charity.charity.
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Gifts of Retirement Plan AssetsGifts of Retirement Plan Assets

To avoid income tax donor must be To avoid income tax donor must be 
deceased.deceased.
–– Limited exception: gifts made under the PPALimited exception: gifts made under the PPA

Safest methods of gifting:Safest methods of gifting:
–– Beneficiary designation on plan documentsBeneficiary designation on plan documents

IRA trustIRA trust–– IRA trustIRA trust

Gifts of Retirement Plan AssetsGifts of Retirement Plan Assets

Under Chief Counsel Memorandum Under Chief Counsel Memorandum 
ILM 200848020, published Dec. 1, 2008, a ILM 200848020, published Dec. 1, 2008, a 
living trust may not be able to pay charitable living trust may not be able to pay charitable 
bequests from retirement plans and claim a bequests from retirement plans and claim a 
charitable income tax deduction.  In charitable income tax deduction.  In 
addition, proposed Treasury Regs. would addition, proposed Treasury Regs. would 

hibit t t l i i th h it blhibit t t l i i th h it blprohibit a trust claiming the charitable prohibit a trust claiming the charitable 
deduction if the purpose of the plan was deduction if the purpose of the plan was 
solely to avoid paying the income tax. solely to avoid paying the income tax. 
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Additional Resources:Additional Resources:

Certified Specialist in Planned Giving Certified Specialist in Planned Giving 
CSULB, FoundationCSULB, Foundation
American Institute for Philanthropic Studies American Institute for Philanthropic Studies 
6300 State University Dr., Ste. 332          6300 State University Dr., Ste. 332          
Long Beach, CA 90815 (562) 985Long Beach, CA 90815 (562) 985--8466            8466            
www plannedgivingedu com/CSPGwww plannedgivingedu com/CSPGwww.plannedgivingedu.com/CSPGwww.plannedgivingedu.com/CSPG


