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Rethinking How To Give

So much is changing, planners can help potential donors adjust

The next few years will see tremendous change in the world of philan-
thropic planning. Non-profit entities, as well as the financial and
estate-planning communities that serve them, will have to work to adapt
to a number of important trends:

» the aging of the U.S. population;

« continued uncertainty in the financial markets;

* proposed and actual changes in estate, gift, and income tax laws; and

= a growing need for greater cooperation between charities and
donors’ advisors.

Already, each of these trends is having an impact independently.
But they also interact in subtle and complex ways that present opportunities
for creative charitable planning that benefits individuals and their charita-
ble interests alike,

Recent discussions on the future of social security have brought the
implications of an aging U.S. population into sharp focus. As a society, we
are increasingly aware of the fact that nearly 25 percent of the curremt
population will reach the age of 70 during the next zo years, joining a
large contingent of those already in that age range. (See “Live Births in the
United States,” p. CGS 6.)
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As the donors, who in recent decades were the
backbone of support for non-profits move into
their retirement vears, fundratsers will neces
sarily begin to place even greater emphasis on
mifts from older people. This trend has alnesdy
begun. During the past 1o years, fundradsing
activities aimed o the needs of older donors
increased dromatically Bequest income real-
ized, towards higher education, resched 26
wﬁmdgmsfmmruﬂhuyrumq_thp
highest percenage in decades,

This jumgp took place despite an overall hal
in charitable giving. While totad charitable giv-
iz im the United States grew of a rapid poce
during the mid 1o bite iggos, in recent vears, it
has been relatively flst—apparently a result of
Muctuations in imestment markets and slower
economic growth. (See "Charitable Giving
Totals,” p OGS 7.0 After all, gifts of appreciated
stocks and other non-cash assets comprised
some 24 percent of charitable giving in
America in 200z,

The lack of sustained growth in imestment
values continues 1o pul pressune on asset-based
giving, especially from the rnks of the wealty:
Lower imferest rotes also are alfecting the
amount of charitable gifts and the manner in
which they are made. The poples years ane
when many people realign their investments (o

produce more spendable (and in some cases
donatable) income. Bul lower mleres! rades

have recluced the ability of many alder donoes
1o geve the amounts they would otherwise like
lo donate, As a result, many seniors are
increasingly interested in ways to give, that
alio serve 1o increase their moomes.

In addition to the aging of the donor popu-
lationy and prevailing economic condithons,
there are the ongoing changes to the nation’s
estate and gift tax Lws—along with proposed
changes to income tax rules. The impact on
charitable giving is palpable.

There has been enormous speculation ahoat
how reducing snd/or eventually eliminating
ithe federal estate tax might affect charitable
giving. Some observers chim lower estale
taxess that raise the after-tax cost of making an
extate gift will lead to a reduction of demand
for such gifts. But there are studses purporting

o show that the lack of esate taxes would
mean more dispowable asets in estates—and
therefore the wealthy may actually increase the
amount they beave 1o charities,”

Another factor that could influence charita:
ble grving is that many wealthy people do ot
yet realize that while the federal estate tax may
go away; there'd still be a gift tax on [fetime
transfers. The wealthy still will want 1o find
ways to transfer assets during their lives with-
ot incurring the ot tax. As a result, planning
iools that meet this need—such as the charita-
ble lead trust=can be expected to hold greater
appeal for tome philanthropically inclined indi-
widuals and their advisors,

And that's just the estate and gift tax. Policoy
planners in Washington are also examining ways
1o simplify the nation's income tax syster One
proposal that appears bo have substantial bocking
i 2 flat tax” that weuld allow dedhactions only for
charitable gifts and mortgage interest. IF the kny
mowes in this dinection, towards what's known as
the “McTax,” charitable planning would foous
moee on the income, capital gains and gift tax
implications of chartable giving. Other propos-
als would, among other things, Emit gifts of
appreciated assets to cost basis for all property
other tham publicly traded securities.

Chearly, times are changing. And this will
require greater cooperation between donors,
their achvisors and representatives of charitable
mieresis.

The need ks already here. The oldest of the
emerging generation of sendors B just now
approaching the age of 70, with the leading
edge of the baby boomers approaching 6o,
These mature individuals should begin contem-
plating plans for the eventual distribution of
their property. But, given the increasing life
span, this group s now relatively voung from
the perspective of philanthropic planning.
Today, a or-year-old couple has a combined life
expectancy of some 2o years. For thelr o

planning purposes, this is a long time for them
o take advantage of charitable remainder

trust’s income, capital gains, gift and estate tax
beverage. But for a charity. 20 years & a long
time o wait for the CRT's benefit—esperially
when the donor may have made this gift as an

Some claim
that lower
estate taxes
that raise the
after-tax cost
of making an
estate gift
will lead to a
reduction of
demand for
such gifts.
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Mearty 25 percent of the current population
will reach age 70 during the next 20 years
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alternative to an outright gift to an
urgent capital funding effort.

Thus, the Interests of domors wnd
their charties may be diverging
somewhat, and this friction may
increase in coming years, Planners
must work to help avoid unneces-
sary conflict. There are many ways
that meaningful charitable gifts can
be structured to provide sub=tantial
benefits to donors—without wnduly
diminishing their value to the cven-
tual charitable recipient.

We might accomplish this goal in
part by taking a fresh look at the
planning tools ab our disposal and
leaming to use them in new ways.
Some plans that have enjoyed wide
e i recent years may no lknger

serve a3 well But, with slight varia-
tions they may continue (o be useful

Consder, for example, the char-
itabde remainder wnitrust (CRLUTH
funded with apprecisted assets for
the lifetime of one or more people.
This plan was very popular in times
of mapidly increasing investment
markets and redatively high interest
rates. Typically: the trust was strc-
tured to pay the income beneficia-
ries 5 percent or more of the value
of the tnest assets each year with
growth i the trust (and conse-
quently the income) over time, But
these trusts were often based on
assumptions of total retums of 8

percent o 10 peroent or even mare.
The initial income tax savings as
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well a8 all or pant of the income
each year was in many coses used
to fund the purchase of life insur-
ance designed to replace, for heirs,
the amount donated to the trust.

Today, after wears of mixed
resubts in equity markets and kower
prevalling inferest ratics, there's a
pood reason 1o queestion whether
such CRUTs will periorm  as
expected over time.

As an alternaties, conshder a
fixed payment charitable remainder
anmuity trust ICRAT) fior a period of
vears. This approach allows for
much more definite planning for
cash flow needed to purchase insur-
ance or for other purposes. A tem-
of-years rust i also more attractive
1 the ultimate charitablke remainder
reciplent, which then can make
more definite plans for the amount
it ultimately will receive, and when
the gift will be recchaed.

For example consider a §5-vear-
old couple with $1 million in securi-
tiex with a cost basis of $250.000
that viekds just 1 peroent in anmzal
income, IF the two fund a 5§ percent
CRUT for life with an anticipated
total return of 8 percent, they will
enjoy an immediate income fax
deduction of $233.000 and pay-
ments for life that should increase
over timke, They also will svodd cap-
ital gains tax a8 the time of their gift,
ard any amouends pemaining i the
trust bevond what i necessary fo
make thelr pavements, will accumu-
late tax-free. But the charity will
receive nothing while the pair ane
alive, and their anticipated life
expectancy s 35 years.

On the other hand, suppose the
couple used the $1 million in securi-
ties 1y fumid a CRAT that made fixed
payments of w0 percent, or
5300,000 a year for w years. They
would still enjoy an mmediate
income ta deduction of $2o0,000.
But instead of an uncertain incoeme
fior life beginning af $50,000 a year,
thiey would recerve fied punymenis
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todading %1 million over & 1o-vear peri-
ol I the trisd sssets are mvested for
& total return of 8 percent the char-
Ity can expect 1o receive $70,000
in 1o vears, rather than the remain-
der of the unitnst in 35 vears. This
plan may be more attractive to
potential donors, particularly those
who could uie a larger flow of fixed
income for the 1o years beading up
to their retirement. This is especially
important between  age 55 to
retirement age, because in these
years many baby boomiers will face
the cost of paving for thetr chil-
dren’s college educations at the
same time that they may be caring
for older parents. If a donor s 5o
inclined, the ability to put more
funds into an insurance policy
socner may make the CRAT a maore
attractive option for funding a
wealth replacement policy as well

This example highlights how
gifts can be structured for younger
donors i ways that meet their
needs, while also providing a
meaningful gift when their charita-
ble interests need it

For younger donors, another
option might be the use of charita-
ble remainder brusts or gift annu-
ities for the life of their parents or
other. older loved ones, as a cost-
effective way to provide support
for their aging parents while still
making a gift to charity. This plan
makes use of a younger person’s
mssets  coupled with the life
expectancy of older payment recip-
lents. Once again, there 5 8 current
income tax deduction—which may
be of great interest to donors if
there's a flat tax that allows deduc-
tions only for charitable gifts and
mortgage interest.

For middle-aged and alder per-
sons of wealth, the wse of charitable
lead trusts to fund gifts to charity
over a period of time may become
increassngly interesting, Recall that
while the estate tax may be repealed,
the gift tax will remain. The lesd
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brust is & sy to make valuable gifts
to charity while reducing or elimi-
nating the impact of the gift tax.
And what of donors who are
already i their netirement years?
Lowver retums on imvestments and
less anticipation of growth in assct
values man lead to greater inberest in
charitable @it anmuitics and CRAT:
that offer fixed income for the
remainder of their lifetimes. At
achvanoed ages, it's possible o set
very attrmctive payment mbcs—with-
out undue risk of corpus exhawstion.
Seniors who are required to
take mandatory withdrawals from
retirement plans that are in excess
of what they require for living
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expenses may wish to make gift= of
these amounts to charity, creating a
“wash” for tax purposes in many
cares, whether or pot Congress
ever enacts the much-anticipated
CARE act that would make such
gifts without reporting the with-
drawal for income tax purposes.
Older donors who might have
been considering a bequest from
what will now be a non-taxable
estale may choose to acoclerale
their gilt in ways  thal serve o
Increase their income for the rest of
their lives, while providing a gener-
odis Income tax deduction in Beu of
estate tax savings that will no
longer be relevant to their planning.
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Charities typically encourage amd
welcome such gifts as they provide
useable funds in relatively short
periods of time,

For those considering bequests
and ather gifts that will be complet-
cid at death, the elimanation of Uhe
esfate tax for a wast majority of
Americans has already occurred and
i mod likely to be reinstated. This
resulis in maove frecdom to plan
beqgieests in ways that may not have
qualified for tas deductions in the
pasi. Ome example b intervening
income inferests 1o others in trusts
that would ne longer have to qualify
for estate tax dechictions,

Giifts of amouns remaining in
retirement plans will still be a pre-
ferred way 1o leave funds al death
because, even without a federal
estate tax, these funds will be taxed
a8 Income in respect to a decedent
(IRD) and are best left to charity
while leaving other assets to heirs.
When family members are other-

wise provided for, some donors also
may wish to redirect to charitable
interests, all or & portion of their life
imsurance proceeds that had been
cxpected o pay estale faxes.
Hopefully Congress will soon
reach & consensus on the future of
the estate, gift, and income tax. In
the meantime, the U5, population
continues to age and the need for
estate planning —charitable and oth-
erwise—will increase  unabated.
There remain many opportunities
for donors, their charitable interests,
and their advisars to work together
as a team to help achieve miﬂlliﬂf
planning objectives,
Enitrsces
L Fi0g iwu‘l'd’fdu:.ﬂ'bﬂ,
(Couancil for Axd to Education, Mew
York, 2005),
& Chioniok: of Mafnthvopy. Aprl 1, 2008,
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NOTICE

The preceding article has been

reproduced by permission of
Trusts & Estates magazine

Trusts & Estates frequently publishes

articles and other materials of
Interest to charitable gift planners.
For more information contact

http://www.trustsandestates.com/
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