Charitable Giving Techniques

Gifts to charity during lifetime or at death will reduce the size of the gross estate. An
additional benefit of lifetime gifts is that an income tax deduction is available within certain
percentage limitations.

Split-Interest Gifts

If the estate owner is not willing or able to contribute the entire asset during lifetime, he or
she may consider a split-interest, deferred gift.

The ownership interests in an asset can be split or divided into two parts, a stream of income
payable for one or more lifetimes or a term of years (the income interest) and the principal
remaining after the income term (the remainder interest).! In a split-interest gift, one portion
is given in trust for the charity and the other portion is retained.

Charitable Remainder Plans

When the estate owner retains the right to the income but transfers his or her rights in the
remainder to a trust, it is called a charitable remainder trust.

To qualify for an income tax deduction the trust must be a unitrust, an annuity trust, a pooled
income fund, or a charitable gift annuity.

« Charitable remainder unitrust: In this type of trust the donor retains a right to a fixed
percentage of the fair market value of the trust assets, with the trust assets being re-
valued annually. If the value of the assets increases, so does the annual payout and
vice versa.

o Charitable remainder annuity trust: This trust is similar to the unitrust but instead
pays a fixed dollar amount each year.

. Pooled income fund: Assets are transferred to a common investment fund maintained
by the charity. Each donor receives annually a share of the income from the fund, in
proportion to the contribution made. These annual payments continue for the
lifetimes of the donor and spouse. At death, the corpus of the donor’s gift, together
with any capital gains, passes to the charity. Payments will increase or decrease with
the investment performance of the fund.

! Technically, the present value of the income share and the present value of the remainder interest.
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« Charitable gift annuity: The donor transfers the asset directly to the charity, in
exchange for the charity’s agreement to pay a fixed lifetime annuity.

The amount of the income tax deduction is dependent upon the percentage of the income
interest and the period over which it will be paid (usually the life of the donor and his or her
spouse). This is determined from the mortality tables published by the government.

Charitable Income Trusts

The charitable income or “lead” trust is the reverse of the charitable remainder trust. The
income interest is directed to a charity, with the remainder interest generally passing to the
donor’s heirs. A current income tax deduction is usually allowed for the present value of the
income interest paid to charity.

o Charitable lead Unitrust (CLUT): The donor transfers assets to the CLUT. Each year
thereafter, the trust pays a fixed percentage of the trust assets (revalued each year) to
selected charities. At the end of the trust term, the remaining assets pass to recipients
chosen by the donor.

« Charitable lead annuity trust (CLAT): The donor transfers assets to the CLAT. Each
year thereafter, the trust pays a fixed dollar amount to selected charities. At the end of
the trust term, the remaining assets pass to recipients chosen by the donor.

Seek Professional Guidance

Because of the tax and legal complexities involved, the advice and guidance of trained
professionals is strongly recommended.
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Disclosure Notice

The information that follows is intended to serve as a basis for further discussion with your
financial, legal, tax and/or accounting advisors. It is not a substitute for competent advice
from these advisors. The actual application of some of these concepts may be the practice of
law and is the proper responsibility of your attorney. The application of other concepts may
require the guidance of a tax or accounting advisor. The company or companies listed below
are not authorized to practice law or to provide legal, tax, or accounting advice.

Although great effort has been taken to provide accurate data and explanations, and while
the sources are deemed reliable, the information that follows should not be relied upon for
preparing tax returns or making investment decisions. This information has neither been
audited by nor verified by the company, or companies, listed below and is therefore not
guaranteed by them as to its accuracy.

If a numerical analysis is shown, the results are neither guarantees nor projections, and
actual results may differ significantly. Any assumptions as to interest rates, rates of
return, inflation, or other values are hypothetical and for illustrative purposes only.
Rates of return shown are not indicative of any particular investment, and will vary over
time. Any reference to past performance is not indicative of future results and should
not be taken as a guaranteed projection of actual returns from any recommended
investment.
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