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Strategic Solutions For Wealth Accumulation, Wealth Preservation & Estate Planning
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The Value Of A Charitable Giving Plan

Voluntary vs. Involuntary Philanthropy
Charitable giving can play a unique and valuable role in your estate or financial planning, while making a lasting impact on a charitable organization.    Moreover, charitable giving is strongly supported by social, economic, and tax policy offering many tax and financial incentives, and is appealing to individuals who prefer voluntary philanthropy as opposed to involuntary philanthropy (through taxation).

Flexible Planning Options

There is a broad array of charitable planning techniques that can be matched to your circumstances and preferences.   Charitable planning can be initiated lifetime, or upon death, and can be accomplished through direct transfers to charitable organizations, or alternatively, through “split interest” arrangements such as Charitable Remainder Trusts which benefit both charitable and non-charitable beneficiaries - including you, your spouse, and others. 

“Wealth Replacement” Opportunity

As with all Charitable Giving Strategies, CRT planning integrates a means of replacing the value of the charitable gift or bequest in a cost effective and tax efficient way, so that the value of your family’s inheritance is not diminished as a result of the plan.    

The Charitable Remainder Trust 

“Split Interest” Trust

A Charitable Remainder Trust (“CRT”) is a special type of “split interest” trust that serves both charitable and non-charitable purposes.   It is designed to benefit you, or someone else you choose, for a specified period of time, followed by the charitable organizations of your choice, and can be created during your lifetime, or upon your death.    

Non-Charitable Term Beneficiaries

During the trust term, you or other chosen beneficiaries, receive annual payments  (income) from the trust.   The trust term is commonly based upon your lifetime, someone else's lifetime, or joint lifetimes (such as you and your spouse).  

Charitable Remainder Beneficiaries 

At the end of the trust term, the remaining trust assets pass to one or more charitable organizations you’ve chosen – which can include public charities, donor advised funds, and or a private foundation managed by your family.
Tax & Non-Tax Benefits Of A CRT 

Income Tax Savings 

You receive a charitable income tax deduction (subject to limitations) for your lifetime contributions to a CRT, with a 5-year carry forward for any unused deduction.  

Alleviation Of Capital Gains Tax      

The CRT itself is exempt from federal income tax.   Consequently, when the CRT sells or disposes of the contributed assets, it offers you an opportunity to convert underperforming or non-income producing assets, or diversity investments, without immediate capital gains tax. 

Enhanced Income  

The sales proceeds from the contributed property (undiminished by tax) can be immediately reinvested inside the trust to provide you, your spouse, or others with enhanced income for retirement, educational funding, or other lifetime needs.    

Gift & Estate Tax Savings

The CRT also offers you generous federal gift and estate tax advantages.   An unlimited charitable gift or estate tax deduction is available for the value of the charity’s remainder interest.  If the term interest is for the benefit of your spouse, an unlimited gift or estate tax marital deduction will shelter that value from federal gift or estate tax.   A gift or bequest of the term interest to non-spousal beneficiaries (such as children or grandchildren) can be sheltered with your unified credit exemption. 

Fulfillment Of Philanthropic Goal

In addition to offering a multitude of personal planning opportunities, CRTs offer you an opportunity to fulfill a desire to contribute to, and be recognized by, organizations or causes you identify with – as well as achieve personal financial goals.  The charitable beneficiaries of this plan can include any organizations described in IRC 170(c).

CRTs Enhance Retirement Planning

“NMCRUT”

One special type of Charitable Remainder Trust is called a “Net Income with Make-Up Charitable Remainder Unitrust” (or “NIMCRUT”), which can be custom tailored to enhance your personal retirement planning.  

Deferred Payments & Deferred Taxation

What’s distinctive about the NIMCRUT is if the trust invests in assets that do not produce any current income, then you are not required to take any current payments from the trust.   Instead, your payments (and income tax) can be deferred until you desire income for retirement, college funding, or other future needs.

A tax-deferred annuity is an ideal investment for a NIMCRUT because it can act like an income “faucet”.   The trustee can turn the faucet on at any time, and create current income by simply withdrawing funds from the annuity policy, which can include your current year’s payment, plus any cumulative “make-up” payments from prior years.

CRT Planning Candidates

Individuals With Estate Or Retirement Planning Objectives  

Individuals who can benefit for a CRT planning strategy include those who wish to:  Support one or more favorite charities; Defer the recognition of gain on low basis, appreciated assets; Increase or defer income; Plan for retirement; Ensure income for a surviving spouse or dependent; Diversify investments; or Reduce federal income, estate, and gift taxes.

This includes Individuals with non-debt encumbered, transferable, assets such as:  Appreciated, low basis marketable stocks, securities, real estate, or other investments; Non-income producing or underperforming assets; Closely held business interests they wish to transfer or sell; Large qualified retirement plans or IRAs that may be subject to estate and income taxes at death; Cash or other liquid assets.

Preserving A Legacy For Heirs

Wealth Replacement Considerations

In order to ensure your family’s inheritance is not diminished as a result of your plan, a wealth replacement” bequest funded with life insurance can be a cost-effective and tax-advantaged planning technique.   

Life insurance owned by a third party - such as a properly structured irrevocable trust - will provide an income tax-free and estate tax-free bequest to your family, thus replacing the value of the assets transferred to the CRT.    Furthermore, your increased income from the CRT along with the tax savings from the charitable income tax deduction and alleviation of capital gains tax can be applied to the premiums to fund your family’s legacy.   

Jeffrey S. Hahn, is an insurance/financial services professional whose practice is in Medford Lakes. 

This information should not be construed as tax advice applicable to each individual. Please consult a qualified tax advisor regarding your individual circumstances.
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