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Use the charitable swap »
Learn “bunching” and other new tricks - o
Give retirement RMD first and more at
death -

. Take deductions today for transfers ( \)

Buy life insurance with tax deductions
Earn more by avoiding capital gains tax |
Grow tax free =%

0. Maintain wealth over multiple |
generations

2
3
i}
5
tomorrow
6. Match deductions with Roth conversions \
7.
8
0.
1




Appreciated asset gifts e
are objectively cheaper

. -

only

Tax deduction
+

Avoid capital
gains tax



Asset gifts are cheaper for itemizers

Income tax
deduction

(5100,000 x 37%) Costs $63,000

Nonprofit

$37,000
-

Avoid capital gains Costs $41,580
(590,000 x 23.8%)

$21,420

| T il
| el
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Asset gifts are cheaper for non-itemizers

Costs $100,000
Avoid capital gains Costs $78,598
= (590,000 x 23.8%)
' $21,420

Nonprofit



Asset gifts got EVEN cheaper for those in other

state52017 2018
Income tax deduct. Income tax deduct.

($100,000 x 39.6%) |  ($100,000 x 37%)
$39,600 fed $37,000 fed
($100,000 x 11%) | ($100,000 x 11%)

Donor Non rofit —($100,000 x 4.36%)
Net cost $52,000 in ‘18 vs. $53,756Fi)n ‘17 $6’ 644 state S 1 1’000 state
+ +

Avoid capital gains Avoid capital gains
(590,000 x 23.8%) (590,000 x 23.8%)

$21,420 fed $21,420 fed

($90,000 x 11%) ($90,000 x 11%)

Donor Nonprofit ~(£30,000 x 4.36%)
Net cost $20,680 in ‘18 vs. $26,356 in ‘17 $51980 state $9,900 state
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1. Never give cash

Learn “bunching” and other new tricks
Give retirement RMD first and more at
death

Take deductions today for transfers
tomorrow ,
Match deductions with Roth conversions 3y
Buy life insurance with tax deductions |
Earn more by avoiding capital gains tax
Grow tax free

O Maintain wealth over multiple
generations
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No need to change your portfolio!

The Charitable Swap

$100K old stock
(low basis)

Nonprofit

. immediately buy lglo wash sale e
: : ecause this is gain
identical stock property, not I%ss

(100% basis) property



S100K old stock Ny 555 g

(low basis)

Advised
Fund

immediately buy
identical stock
(100% basis)




1. Never give cash

Learn “bunching” and other new tricks
Give retirement RMD first and more at
death

Take deductions today for transfers
tomorrow ,
Match deductions with Roth conversions 3y
Buy life insurance with tax deductions |
Earn more by avoiding capital gains tax
Grow tax free

O Maintain wealth over multiple
generations
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Never give cash
Use the charitable swap q

2 =

4. Give retirement RMD first and more at
death

5. Take deductions today for transfers
tomorrow

6. Match deductions with Roth conversions

7. Buy life insurance with tax deductions

8. Earn more by avoiding capital gains tax

9. Grow tax free

10. Maintain wealth over multiple

generations

I —



For non-itemizers, consider bunching
donations into BIG giving years

7 SRR, sl
Donor baS|s stock ”?:" \
Advised
Fund

|mmed|atel
identical s oc
(100% ba5|s)



For some, the

benefits from giving

even cash went up

\f

-

. 2017 charitable tax

deductions reduced by
3% of income over

$261,500 [Pease
limitation]

Higher state tax

. benefits with SALT

caps

Income limits raised to

" 60% (2021 100%)
. $300 per person

deduction for non-
itemizers



. The 20% deduction for
business income phases out at
higher taxable income levels

. But, charitable deductions
reduce taxable income, and
can thereby “bring back” the
business income deduction
from the dead

. Double benefit: Charitable
deduction + bringing back the
phased out business income
deduction




Never give cash
Use the charitable swap q

2 =

4. Give retirement RMD first and more at
death

5. Take deductions today for transfers
tomorrow

6. Match deductions with Roth conversions

7. Buy life insurance with tax deductions

8. Earn more by avoiding capital gains tax

9. Grow tax free

10. Maintain wealth over multiple

generations

I —



Never give cash
Use the charitable swap i
Learn “bunching” and other new tricks — 9

) B L

Take deductions today for transfers
tomorrow

Match deductions with Roth conversions
Buy life insurance with tax deductions
Earn more by avoiding capital gains tax
Grow tax free

O Maintain wealth over multiple
generations
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Life stages of a retirement account

‘ Early distribution (before 59 %)
‘ Regular distribution (59 72 to 72)

. Required minimum distribution (72+)




Giving after 72

After age 72 participants must take required minimum
distributions (account balance / remaining life expectancy) or pay
50% penalty

@
(A
$10,000, & @

$10,000 incomeﬂ




Giving after 72

If the income is not needed, a charitable gift
deduction might offset the income
(if itemizing and no income giving limitations
exceeded and no negative effects from increased
AGIl and not in the wrong state)

$10,000, (% .  $10,000

¥

$10,000 incomeﬂ $10,000 deduction |




Giving after 70 %

A Qualified Charitable Distribution (QCD) eliminates both the
income and deduction

S0 income
S0 deduction



Qualified Charitable Distribution (QCD)

After giving more than all No private
IRAs or IRA post 70 % deductible IRA ||foundations, donor
rollovers only; no contributions advised funds,
401(k), 403(b), charitable trusts, or
SEP, SIMPLE, Participant charitable g|ft
pension or profit 70 ¥% or annuities
sharing plans older

s

S0 income
) SO deduction

$100,000
per person
maximum




You can give more than your required
minimum distribution

“After giving more than all No private
IRAs or IRA post 70 % deductible IRA ||foundations, donor
rolé)O\ﬁn)‘s OS;%E?O contributions ) adwfjd funds,
401(k), 4 , charitable trusts, or
SEP, SIMPLE, Participant Charitab.l.e g|ft
pension or profit 70 ¥% or annuities
sharing plans older
9 N
S0 income
100,000 SO deduction
per pérson
maximum

$10,000



The SECURE Act’s “above-the-line” charitable deduction

A donor couple has earned income, but doesn’t want to add to combined IRA balance

$7,000 of wife’s Checking : :
earned income Account $7,000 Gift Charity
RESULT:

An unusable itemized deduction

$7,000 of wife’s Wife’s Husband’s . .

RESULT:
An above-the-line $7,000 deduction for Wife’s IRA contribution regardless of her age.

No change in combined IRA balance: $7,000 shift from Husband’s IRA to Wife’s IRA.
A $7,000 reduction in Husband’s Required Minimum Distribution with no income recognition.



Retirement
plan assets
inherited by
non-charitable
beneficiaries
are reduced by
income tax




A client with a
S1MM IRA and
a S1IMM house
wants to leave
one to her child
and one to
charity

Does it matter
which goes
where?

&\_‘




IRA(child); House(charity) IRA(charity); House(child)

$1,000,000 House S1,000,000 IRA
$1,000,000 to charity $1,000,000 to charity
$1,000,000 IRA $1,000,000 House

-5370,000 (37% federal income tax) -S0 (no income tax)
-$133,000 (13.3% California state $1,000,000 to child

income tax)

$497,000 to child

SECURE now requires
faster withdraw (10 years)




Retirement plan charitable beneficiaries

* A public charity

* A private family
foundation

A charitable
remainder trust

A



Bad retirement plan death beneficiaries

* Not Charitable Lead Trusts
(because they aren’t tax
exempt)

* Avoid naming estate as
beneficiary with instructions in
estate documents (estate itself
may have to pay income taxes)




Simple solutions to a potential trap

~

Charities are not “designated .
beneficiaries”, so could accelerate RMD’s
for other beneficiaries. Solutions:

* Separate IRAs into a 100% charitable and 100%
non-charitable account before death (+ RMDs can
be taken from either to match desired plans)

e Beneficiaries can separate accounts by end of year
following participant death?

e Payout charity share before September 30 of year
following participant death.?

* |f spouse is beneficiary, simply roll that share into
spouse’s IRA

-

4
\;

1. Treas. Reg. sec. 1.401(a)(9)-8 Q&A 2(a) 2. Treas. Reg. sec. 1.401(a)(9)-4 Q&A 4(a)



Never give cash
Use the charitable swap i
Learn “bunching” and other new tricks — 9
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Take deductions today for transfers
tomorrow

Match deductions with Roth conversions
Buy life insurance with tax deductions
Earn more by avoiding capital gains tax
Grow tax free

O Maintain wealth over multiple
generations
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1. Never give cash

2. Use the charitable swap C Al

3. Learn “bunching” and other new tricks — 9
4. Give retirement RMD first and more at death . of

6. Match deductions with Roth conversions
7. Buy life insurance with tax deductions

8. Earn more by avoiding capital gains tax

9. Grow tax free

10. Maintain wealth over multiple generations




A remainder
interest in a home

or farmland gives m.

the right to own you can have

the property after
property my stuff now.
a set time or after

the death of a
person

C]mrles A. DOhOI




Charitable deduction for

remainder interest deed with
retained life estate in $1,000,000

of farmland by age 55 donor

11.6% (May 89)

$122,350

0.4% (November 2C

$903,710

You can use
the tax savings
to buy life
insurance for
heirs who
weren’t going
to farm
anyway



Leaving land to charity Leaving land to charity

by will by remainder deed
* Revocable * [rrevocable
* SO income tax deduction e S804,790 immediate income

tax deduction

* Impacts charity after death ¢ Impacts charity after death
or immediately if charity
sells remainder interest

* Immediately increases cash
assets available for
Investments




Charitable Remainder Trusts generate
an immediate tax deduction, even
though donor can manage assets and
receive income for life

Anything Left

9
4. at Death'

. Initial
7 Transfer s 2

Donor

Payments
During Life



Grantor CLT

Donor immediately deducts present

value of all future I?rqjected payments
to charity

Pz
|
Initial 7\ ¥th|n
Transf L8 Over

Payments_ for
Years or Life




Funding $10,000/year gifts through a 20-year
grantor CLAT (returning remainder to donor)
creates an immediate deduction of

* $191,840 at 0.4% §7520 rage
¢ $98,181 at 8% §7520 rate

See iclat.net

A1

:
Initial :
i\‘ Transfer 7\ fe'} tg{,régr |
4 _> o -

— --~,§L‘;""-'°§'-
: l“l‘ ﬁf}f’

Donor .,
$10,000 Payments

for 20 years
Charity@




1. Never give cash

2. Use the charitable swap C Al

3. Learn “bunching” and other new tricks — 9
4. Give retirement RMD first and more at death . of

6. Match deductions with Roth conversions
7. Buy life insurance with tax deductions

8. Earn more by avoiding capital gains tax

9. Grow tax free

10. Maintain wealth over multiple generations




Never give cash

Use the charitable swap q
Learn “bunching” and other new tricks — 9
Give retirement RMD first and more at E, of
death |
Take deductions today for transfers 3
tomorrow

e

7. Buy life insurance with tax deductions
8. Earn more by avoiding capital gains tax
9. Grow tax free

10. Maintain wealth over multiple generations
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Roth conversions and charitable planning
can work together to match

Deductions

Income




Conversion

’_

S1MM in standard
IRA (withdraws
are taxable)

S1MM in Roth
IRA (withdraws
are tax free and
no owner RMD)

Conversion creates

S1MM in immediate
taxable income



Where can | find offsetting deductions?




Where can | find offsetting deductions?

Put money into a
e Charitable remainder trust

 Charitable lead trust
(grantor)

* Charitable gift annuity
 Donor advised fund
* Private foundation

Or give a remainder interest
in a residence or farmland to
a charity




e Doesn’t work with
donor advised funds

But can accelerate
pay a pledge to the
organization and
offset 100% the tax

bump from a Roth
conversion

Can also work with
2021 allows 100% cash funded CGA

deduction for gifts of cash | "' RT




Charitable deductions may be
limited (with five year carryover)
to 20%, 30%, 50%, or 60% of
income depending on gift and
recipient




If | have unused deductions,
how can | pull future income
into current year?




If | have unused deductions,
how can | pull future income
into current year?

With a Roth conversion




Conversion

-

S1MM in standard $1MM in Roth
IRA (withdraws IRA (withdraws

are taxable) are tax free)

Conversion creates

S1MM in immediate
taxable income



Roth conversions and charitable planning
can work together to match

Deductions

Income




Never give cash

Use the charitable swap q
Learn “bunching” and other new tricks — 9
Give retirement RMD first and more at E, of
death |
Take deductions today for transfers 3
tomorrow

e

7. Buy life insurance with tax deductions
8. Earn more by avoiding capital gains tax
9. Grow tax free

10. Maintain wealth over multiple generations
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Never give cash

Use the charitable swap q
Learn “bunching” and other new tricks — 9
Give retirement RMD first and more at E, of
death |
Take deductions today for transfers
tomorrow

Match deductions with Roth conversions : A \}

A

8. Earn more by avoiding capital gains tax

9. Grow tax free

10. Maintain wealth over multiple
generations

I —




Charitable planning devices
such as Charitable Gift
Annuities, Gifts of Remainder #
Interests in Homes and Farms,
and Charitable Remainder
Trusts produce amazing tax
advantages, reducing income
taxes, capital gain taxes, and
estate taxes




But, they also reduce heirs’ inheritance

¢ v ¢

' Cha.rity Donor

Heir



Life insurance can diminish this concern

v @




Can it pay to be
charitable?

Priscilla wants to sell a $1,000,000
non-income producing zero-basis
asset then spend the interest
income of 5% while
leaving principal for heirs. Her
combined state and federal tax rates
are:

capital gains (23.8%)

income (37%

estate (40%)




Sale

S1,000,000 asset
-§238,000 capital gains tax

Client uses $38,100/year
(S762,000 X 5% return)

Heirs receive $457,000
($762,000-$304,800 est. tax)

CRUT

S1,000,000 asset
SO capital gains tax

$1,000,000 in 5% unitrust
pays $50,000 annually + a

charitable tax deduction of
S300,000 worth $111,000

+ ILIT

Client pays $111,000 initially
and $10,000 annualgl for a
S400,000 ILIT-owned policy

(including post-crummey gift taxes)

Client uses $40,000/year

Charity receives $1,000,000
remainder

Heirs receive $400,000
(tax free from ILIT)




John, age 65, at 37% income tax rate, owns $100,000 of
farmland which he would like to use for the rest of his life
then leave to charity, but he also wants to benefit his heirs




Giving the remainder interest to charity creates a
deduction of about $80,000 worth about $30,000.

Suppose this will purchase a paid-up policy of about
$50,000+.

John keeps lifetime use of farm
Charity gets 100% of farm at d
Heirs get S50,000+ (estate tax fH




Never give cash

Use the charitable swap q
Learn “bunching” and other new tricks — 9
Give retirement RMD first and more at E, of
death |
Take deductions today for transfers
tomorrow

Match deductions with Roth conversions : A \}

A

8. Earn more by avoiding capital gains tax

9. Grow tax free

10. Maintain wealth over multiple
generations
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Never give cash

Use the charitable swap q
Learn “bunching” and other new tricks — 9
Give retirement RMD first and more at E, of
death |
Take deductions today for transfers
tomorrow

Match deductions with Roth conversions
Buy life insurance with tax deductions \ 1

e B e R

'
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9. Grow tax free
10. Maintain wealth over multiple
generations

I —




A client holds a large,
highly appreciated asset
that generates little
income (like developable
land or non-dividend
paying stock). How can
she convert it to income
generating property?




Option 1: Sell it. Pay the capital gains tax.
Earn income on the remaining amount.

S1,000,000 stock

51,000,000 gain (if zero basis)
$238,000 taX (23.8% fed + ?% state)
$762,000 left to invest




Option 2: Transfer to a CRT. Earn income for
life on the full amount.

S1,000,000 stock
$1,000,000 gain (if $100,000 cost)

$O aX (CRT pays no tax)
$1,000,000 left to invest




Convert a highly appreciated asset that generates little income (like developable
land or non-dividend paying stock) into income generating investments

Simple Sale

S1,000,000 asset

Sl,OO0,000 gain (if zero basis)
S288,000 tax (23.8% fed + 5% state)
$722,000 left to invest-AUM

Or California $629,000 left Charitable Remainder Trust

S1,000,000 asset
$1,000,000 gain (if $100,000 cost)

S_ taX (CRT pays no tax)
$1,000,000 left to invest-AUM

& $S100,000+ tax deduction



Never give cash

Use the charitable swap q
Learn “bunching” and other new tricks — 9
Give retirement RMD first and more at E, of
death |
Take deductions today for transfers
tomorrow

Match deductions with Roth conversions
Buy life insurance with tax deductions \ 1

e B e R

'
La ¥

9. Grow tax free
10. Maintain wealth over multiple
generations
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1. Never give cash

2. Use the charitable swap C Al

3. Learn “bunching” and other new tricks — 9

4. Give retirement RMD first and more at s of
death 4

5. Take deductions today for transfers 3
tomorrow

6. Match deductions with Roth conversions | { \‘}

8. Earn more by avoiding capital gains tax

Buy life insurance with tax deductions \

10. Maintain wealth over multiple
generations




Tax Free Growth Environments

e Growth inside a donor
advised fund is tax free

e Growth inside a charitable
remainder trust is tax free
(only distributions are taxed)

 Growth inside a private
foundation is tax limited
(1.39% rate)




Standard Account

10% growth, 39.6% federal, 5% state

Year1 $10,000
Year 2 S10,554
Year3 S11,139
Year4 S11,756
Year 5 $12,407

Year 18 $25,009
Year 19 $26,394

Year 20 $27,856

Donor Advised Fund/PF

10% growth, 39.6% federal, 5% state

Year 1 $10,000
Year 2 $11,000
Year3 $12,100
Year4 $13,310
Year 5 $14,641

Year 18 $50,544
Year 19 S55,599
Year 20 $61,159



A CRT increases assets

ANo upfront capital
gains tax at sale

A Tax deferred growth
(only distributions
taxed)

AImmediate tax
deduction

APost-mortem
management by

family with DAF/PF
beneficiary




Will a maximum payout CRUT (with appreciated assets)
give more after-tax dollars to donors & heirs than a direct
investment with no charitable gift?

The
QW ; Charitable
& Glft$

'zltdepend&"



Direct Investment v. Max-Payout CRUT

Monte Carlo Simulation of 3,000,000
retirement lifetimes

 Age 60 male & 55 female
* Vary life span (2012 1AM Table)

¢ Vary returns (historic large cap
std. dev.)

 Annual consumption
2.8% of initial investment
then inflation adjusted

e 20% basis asset

Yeoman, John C. (2014). The economics of using a
charitable remainder trust to fund a retirement
portfolio. The Journal of Wealth Management, 40-50.




Direct Investment
(No Charitable Gift)

(run out of money)
Failure

9.9%

(Average PV of initial S)
Consumed

52.88%

(Average PV of initial S)
for Heirs

47.12%

Max Payout CRUT

(any payment below
projected consumption)

Failure
7.9%

(Average PV of initial S)
Consumed

53.10%

(Average PV of initial S)
for Heirs

61.48%




1. Never give cash

2. Use the charitable swap C Al

3. Learn “bunching” and other new tricks — 9

4. Give retirement RMD first and more at s of
death 4

5. Take deductions today for transfers 3
tomorrow

6. Match deductions with Roth conversions | { \‘}

8. Earn more by avoiding capital gains tax

Buy life insurance with tax deductions \

10. Maintain wealth over multiple
generations
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Never give cash

Use the charitable swap

Learn “bunching” and other new tricks
Give retirement RMD first and more at death
Take deductions today for transfers tomorrow
Match deductions with Roth conversions
Buy life insurance with tax deductions
Earn more by avoiding capital gains tax
Grow tax free




Keeping wealth together for many
generations is difficult

. The government takes a chunk
of the assets at each
generation

. The rest is divided into smaller
pools at each generation for
each beneficiary

. The government then takes a
chunk of all subsequent
earnings

. At some point you will have a
greedy, spendthrift heir




A donor advised fund or private
foundationiholds money and
distributes chititable grants




Multi-generational management

Inheritance

Small pools after division by 1/n
children and estate tax

Taxation at each generational transfer
Taxation on all earnings
Risk of greedy spendthrift heirs

Private Foundation/DAF

Big pool with no division

No estate tax

No capital gain tax

No or minimal income tax

Family management (soft power)



P.F. Permitted Transactions

Foundation can hire an insider to
perform necessary professional or
managerial services (called “personal
services”) if compensation is
reasonable

* |nvestment advice

* Legal work

* Accounting/tax services
* Banking

* Administrative assistance

The Council on Foundations’ Foundation Management Report contains compensation information for various positions



P.F. Permitted Transactions

Reimbursements of reasonable and necessary expenses
such as meals and travel

° Travel to foundation board meetings for board

members (and junior board members who perform
- some functions in that role)

ntees sitesto

o
mvIinckioon




Private foundations
allow for unlimited
multi-generational,
nearly tax-free (1%-2%)
control of wealth, with
ongoing ability to
provide insider travel
and employment for
professional/
management services,
and limiting charitable
activities to founder’s
desires




Donor Advised Fund Private foundation

* No minimum payout * 5% minimum payout

* Minimal setup & administrative e Significant setup & administrative
expense expense

e Expected control of grants * Actual control of grants

* Investment management allowed _ * |nvestment management always

allowed
e Legislatively stable

Family members can be employed
by or be reimbursed by the
foundation

with many financial institutions
* Legislatively newer



Non-Grantor Charitable Lead Trust
Donor gives money from which charity

receives payments, with remaining amount
going to famlly members

ll
[

- \ In|t|aI nything =

P Over ’
{\' -L&A 1 = _'s‘ = ~
u‘_. = .

\

CLT
lPayments Donor’s
for
Life/Years heirs

Donor (Non-Grantor)



Using non-grantor Charitable Lead
Trusts to cut gift and estate taxes



Gift taxes are paid Gift taxes are
on the present not paid on the
value of the ACTUAL
PROJECTED remainder that
remainder going eventually goes
to the heirs to the heirs

_y
--

— iy l’

¥t8|n et
ver Donor’s

& heirs

r L
Projected

Value of
Remainder




If the] ACTUAL

is higher than the

Projected
Value of
Remainder

PROJECTED|amount,

this part goes to heirs
tax free

amount




The PROJECTED If actual growth is

remainder assumes greater than the §7520
investment growth at the rate, the ACTUAL

INITIAL §7520 rate remainder will be
greater than projected

th|n :
Over

Projected
Value of
Remainder




The PROJECTED remainder If aCtgf;‘/' gtrr?Wth Is
of S1I0MM at 0.4% §7520 with o, tNE
$521,266/year charitable ACTUAL
payments for 20 years is SO, remainder will be
resulting in SO gift taxation $22,755,415

3 ¥th|n \
g A Lef Over

Projected
Value of
Remainder




If the
charitable gift
(or bequest)
was already
planned, the
zeroed-out
CLAT
(or zeroed-out
testamentary
CLAT)
provides a no
cost chance at
tax-free
transfers to
family




Advanced charitable
strategies to preserve
wealth

Lifetime and testamentary transfers
to private foundation

CRT (spigot) paying for life (if
desired for consumption) then to
family foundation

Zeroed out CLT that pays charitable
interest to family foundation,
excess growth to children

Multi-generational: Testamentary
CRT, income to kids, then to private
foundation run by grandkids
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Never give cash

Use the charitable swap

Learn “bunching” and other new tricks
Give retirement RMD first and more at death
Take deductions today for transfers tomorrow
Match deductions with Roth conversions
Buy life insurance with tax deductions
Earn more by avoiding capital gains tax
Grow tax free
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