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Donor Enjoys Tax Deduction(s)

Trusts
* Must have certain provisions included in them

Income Tax Deductions
* For trust established during lifetime
- Calevlated as the present value of

what is expected to pass to charity
at the end of the term

Donor Enjoys Tax Deduction(s)

O
Information You Need to Have

* Term of Trust

- Number of years or

- Recipient age(s)
» Fair market value of donated asset
» Cost basis of donated asset
= Pay out rate
* Payment schedule

* 7520 n.'atAeM fo‘?ﬁ'e%?ﬂor pmeeding!

Donor Enjoys Tax Deduction(s)

- 1969 Congress passed rules setting forth
highly technical requirements for how to
qualify for charitable income tax

deductions
- Previously, charitable deductions were
allowed even when a split interest trust

could operate in a way that meant charity
would receive little or nothing




Donor Enjoys Tax Deduction(s)

O
The 7520 Rate
. in 1980, the section of the Internal Revenue
mmwm«mmmc
Mwbeuo%dthoﬁdﬁmﬂ-ummfu
lhemg& the valuation, or the preceding two
mon!

* To caleulate deduction if the payout term is the
lifetime(s) of recipient
- Unthelksmwmbhh

IRS Publication

Donor Enjoys Tax Deduction(s)

O
Limitati
+ In1997 two additional
mq ordertothfyfounmcome

+ The payout rate must be between 5% & 50%
- You can “back into” the maximum payowt rate to
confirm you do not flunk the 10% test

Donor Enjoys Tax Deduction(s)

O

« Deduction ceiling

50%.303, or 20% of donor’s adfusted

gross income
- Can carry forward the balance for 5
years




Donor Enjoys '15:: Deduction(s)

Donor Enjoys 'lbax Deduction(s)
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Donor Enjoys Tax Deduction(s)

O
* Calculated based on what the charity
expects 1o receive at end of term

- 5% exhaustion rule

- Iﬁmbab that the charity
y NOTr“:ctgtmanynmain&r
value is more than 5% then there
18 no gift or estate tax deduction

» No percentage limitations

Donor Enjoys Tax Deduction(s)

O
* Lifetime recipient’s interest is subject to
the gift or estate tax
+ Depends on who lifetime recipient is, if:
- The donor, then no gift
- Spouse, could qualify for gift/estate tax marital
deduction

- To donor and/or spouse, then on to child, gift
caleulated based on what child is expected to

- Donor retains right to change lifetime recipient,
could be tax

Donor Enjoys Tax Deduction(s)

O

* Donor can retain right to change charitable
beneficiary to a different charitable beneficiary

- Would cause inclusion in estate
- If charity is qualified, decedent
donor still gets full charitable

gift/estate deduction




Taxation

Taxation
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Charity Receives Remainder at End of
Tc&n

* Section 170(c) for income tax
- At end of trust term, remainder of trust must be
distributed to an organization listed in Section 120((

* Section 2055(4) estate tax

- If goal is an estate tax deduction, charitable
remainder beneficiary should be an
organization described in 170(c) and 2055(a)

Charity Receives Remainder at End of
T&m

* Section 2522(a) gift tax
- If goal is a gift tax deduction, charitable
remainder beneficiary should be an
organization described in 170(¢) and 2522(a)

» Contingent Charity
- Trust can provide that if the chosen charity no
longer exists, an alternating qualifying charity
can be named beneficiary

r

The Mghanics

Trust Instrument
* There must be a document

* Trustee
- Donor can be the trustee
- But if a retained power causes grantor trust
status, the trust ceases to qualify as a CRT

- Can be challenging if there are hard to value assets




The M&‘.hanics

+ Trustee (continued)

- Charity can serve as trustey

. wwmummu«-ﬂu

" IRl perotiiage of et o e ofserm

- Might consider an independent trustee during
period of time the assets are hard to value

The Mgshzmics

* Required Elements
- The code has very specific requirements for
what @ CRT must and must not include
- The i need
Tt ol Myl il
+ IRS sample forms
- IRS has inclwded sample forms for a unitrust or
annuity trust

The Mghanics

Asset Transfers
* Once trust is prepared and signed, donor
mustmnsf:ﬁtswtmst
¥ Wmmwanaagm?a
business interest or other asset
Valuati
+ Appraisals should be acquired for transfers
or difficult to value assets by an
independent appraiser




The Reasons to do it at all -
What's il8 for me?

Compared to Doing Nothing
+ Qutcomes:

- If the donor sells an appreciated asset, pays
the income tax, and reinvests the proceeds

Vs,
« If donor transfers to CRT
- The CRT seils, pays no tax, pays the
recipient the unitrust or ennuity payment
- Recipient invests the payments

The reasons to do it at all -
What's il6t for me?

. C 1to doi thing (continued)
- Recipient enjoys income tax deduction

- At some point, value of assets under CRT

may be greater than if donor sold himself

- Donor may achieve diversification of
investments that he would not otherwise have

The reasons to do it at all -

What's ir8 for me?

+ Compared to gift annuity
- Donor might have similar diversification results if
he enters into a gift annuity arrangement with the
organization

- However, then donor can't change the
charitable beneficiary and is limited to annuity
Jform of payment




The reasons to do it at all -
What’sib'tformc?

The reasons to do it at all -
\tht’sin&formc?

The reasons to do it at all -
What’silaitforme?




