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Good afternoon and I'm excited to speak with you about this topic of charitable Trusts and the decade ahead.  

UF and my day job oversee OGP and real estate dept.  (1-2 CRT's/month 4-5 CLT's per year)

National Board of NAECP, evangelize about the National Board 

Founder of PG Interactive with is a GiftWizard GiftDocs software platforms.  


TODAY'S AGENDA

- The Basics & Private Foundation Rules
- Charitable Remainder Trust
- SECURE Act and the TCRT

- - Questions, Discussion, ect.

PLANNED GIVING
INTERACTIVE, LLC
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The ultimate goal is to help every one of you create some business for yourself by helping your clients do good in ways that they didn't believe may be possible for them. 

In my experience, charitable trusts are still rare ways I know of that astonishes donors as they become educated on the advantages.  

With just a little charitable intent, it really can put it over the top next thing you know; you are creating a charitable trust for one of your clients. 

So for today's agenda: 

- The Basics & Private Foundation Rules 
- Charitable Remainder Trust 
- SECURE Act and the TCRT 
- Charitable Lead Trusts 
- Grantor Charitable Lead Trusts 
- Non-Grantor Charitable Lead Trusts 
- Questions, Discussion, etc.


THE BASICS

Tax Reform Act of 1969

* Private vs. Public Charity

(@)

Private Foundation Rules

 Split Interest Gifts

(@)

O

Charitable Remainder Trusts
Pooled Income Funds

Charitable Lead Trusts

Remainder interests in a residence
or a farm,

An undivided portion of the donor’s
entire interest in the property

A conservation contribution



Presenter
Presentation Notes
What are charitable trusts, and where do they come from? I want to start with just a quick primer:

The Tax Reform Act of 1969 provided the legal framework for much of what gift planners do today. To reform abuses of loosely regulated charitable trusts
and private foundations, the Act mandated many new rules. For example:

• Private foundations were compelled to make much larger grant distributions than many had been doing.  These and other changes in the law had a powerful impact on the practice of charitable gift planning. While familiar tools such as charitable remainder trusts and lead trusts, and pooled income funds were in use long before 1969, the new legislation spelled out particular and wide-ranging new
rules for their operation.  PF Rules to generally become familiar with. 


TAX-EXEMPT
STRUCTURES

Tax-Exempt Organization Reference Chart

501(c)3

e Form 990

* Form 990 -PF

Infermal Revenue Code Sechion:

501(c)(2) Title 501 [cgs Charitable, Educational, Religious, S01{c)4) Civic || 504(c)(5) Labor || 504(c){&) Prof.
Holding clentific, lerarll.r Drganlzaﬂn.n5 Organizations Agricultural Business
Corporations Organizations Organizations

\ B01{¢)(T) Social, Recreational Chubs
Privat 801(c)(B) Fraternal AsSotatiomns
vate §01{¢)(9) Employee Benefit Orgs.
EI:I.::'::L Operating F-n:ﬁgtﬂlﬂnns 501(c)(10) Fraternal Societies
B01(c)(11) Teachers Redirement
Foundations u:n-ucaEiz: Benevolent Lifes insur.
/ \ B01{¢)(13) Cemetery Companies
501(¢)(29) Qualified Nonprofit Health
S08{ap(1) Public S08{ap2) Public 508(a)(3) Public Insurance lssuers
Charities — Gifts, Charities — Gross Charities —
Grants and Recsipts, Eamed Suppoirting
Cortributions Revenues Organizations

Type | Supporting Organizations:
“Subsidiary” of supported organization
imajority of board appointed by
supported organization)

Type l Supporting Organizations:
Legally connected to supported
organization (by board overdap, other
formal organizational ties)

Type lll Supporting Organizations:
Operates independantly of supported

onganization

Functionally Integrated: Supporting
organization is an integral part of,
carries out important functicns of, is
responsive to supported organization

Mon-Functionally Integrated:

Supporting crganization provides,
funds, grants to supportad

organizetion
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The Tax Reform Act of 1969 created private foundations and imposed more significant restrictions on this classification, including excise taxes and lower donor deductions for contributions. (50% organization or 30% organization) 

This Act created supporting organizations as an exception to private foundations—because they are organized, operated, and controlled in the public interest.

Supporting organizations are not subject to the problems and abuses found in foundations that led to creating and associated restrictions on private foundations.

A supporting organization is a Type I, Type II, or Type III supporting organization depending on its relationship with the Primary organization it’s supporting. 

Unlike either the private foundation or the supporting organization, which are separate organizations, a DAF is only a fund or account that is separately identified by contributions by a donor or donors, that is sponsored by a “sponsoring organization” (essentially a public charity) and in which a donor or someone appointed by the donor expects to have advisory (but non-binding) privileges over the distributions or investments.


Self-Dealing

(IRC§ 494 1)

Jeopardizing
Investment

(IRC§4944)

Minimum Distribution
Requirement

(IRC§4942)

Taxable
Expenditures

(IRC§4945)

Private Foundation Rules

Excess Business
Holdings

(IRC§4943)

Excise Tax on
Investment Income

(IRC§4940)
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Let's begin with the PF rules, which also apply to these charitable trusts, often referred to as "split-interest" trusts. If you have a client interested in their PF, these are just some of the things you must concern yourself with...
(IRC § 4941)
 A private foundation is constrained from financial transactions with persons who create, control, or fund the organization. These individuals are known in the Code as “disqualified persons.”  Donate an asset, and the kid buys it from the Foundation.  Or PF loan money to family member. 
4942
A private foundation must spend a minimum amount for grants, administration, and other charitable distributions annually. The minimum disbursement required to avoid excise taxes, also known as a qualifying distribution, is 5% of the organization's assets.
(IRC §4943)
Generally, a private foundation and its disqualified persons may own no more than 20% of a business enterprise's voting or ownership interest. The term "business enterprise" includes partnerships, joint ventures, or other unincorporated enterprises. 

4944
A private foundation's managers must exercise prudence and sound business judgment in investing the Foundation's assets.

A private foundation must devote its income and principal exclusively to the charitable purposes for which it was created. Any payment made by the Foundation for a non-charitable purpose is, therefore, a taxable expenditure. Examples of taxable expenditures include payments used for:
4945

Lobbying;
Political intervention;

Private foundations must pay an excise tax of 2% annually on the income earned on their investments, including dividends, interests, royalties, rents, and capital gain from properties producing such income. 

Another item to watch for as an advisor.
UBTI
PF's are also subject to the tax on unrelated business taxable income.    Some passive income is exempt from this tax, but the exception does not apply to debt-financed income generated by assets or activities unrelated to the organization's exempt purpose.
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IRC7520 Rate "Split-Interest" Allocation between
Charitable Gifts iIncome &remainder

beneficiaries
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Following Section 7520 of the Code, the Treasury publishes the rates to use when valuing an annuity, the interest for life or a term of years, and a remainder interest. These rates are calculated from the AFR as published by the Treasury and are known as the “Section 7520 Rates.” For charitable contributions, it’s possible to utilize the rates for the current month of the contribution or the preceding two months for both gift and estate tax purposes.


CHARITABLE
REMAINDER TRUSTS

Remaining
Gift of Assets Principal
o 9 Our
. Organization
‘ ... .

Mrs. Smith Charitable

Remainder
9 Trust

Trust Income
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1969 Tax Act 
For charitable remainder trusts to qualify for favorable tax treatment,  the Act required the use of new unitrust and annuity trust forms, a 5-50%
minimum payment, and a four-tier system for recognizing taxable income .   Also 10% test 

WALKTHROUGH FLOW CHART

A qualified charitable remainder trust "CRT" is an irrevocable tax-exempt trust (when it's qualified) to which a donor makes a gift of property (typically cash, publicly-traded stock, or real property) and designates at least one non-charitable beneficiary (which may be the donor or another person) as the income beneficiary with at least one qualifying charity as the remainder beneficiary. The trust must pay the non-charitable beneficiary a dollar amount, or more commonly, a fixed percentage of the remainder.


TYPES OF CHARITABLE

REMAINDER TRUSTS

Charitable Remainder Annuity
Trust

Charitable remainder annuity trusts
(CRATs) distribute a fixed annuity
amount each year, and additional

contributions are not allowed.

Charitable Remainder Unitrust

Charitable remainder unitrusts (CRUTSs)
distribute a fixed percentage based on
the balance of the trust assets
(revalued annually),and additional

contributions can be made.
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2 types of Payment structures 

The trust can either be established as an ‘‘annuity” trust (under which the income beneficiary receives a fixed amount each year no matter how the trust investments perform) or as a “unitrust” (under which the income beneficiary receives a fixed percentage of the fair market value of the trust assets valued annually.) The payments are received for the non-charitable beneficiary’s life (or the lives of one or more non-charitable beneficiaries), or the trust may be established to make payments for a term of years not to exceed 20 years. At the death of the non-charitable beneficiary (or the last surviving non-charitable beneficiary if more than one) or the end of the term, the assets remaining in the trust will pass to the charity(s) designated by the donor.

CRAT cannot make additional contributions after the first one. 

5-50% 

4 tier income “worst first” 


DONATING ASSETS TO A CHARITABLE
REMAINDER TRUST (CRUT)

"FLIP" CRUT

Asset value to @

the CRUT based
(X YY) on a quallfle d ummmmmg 2 O 2 3
appraisal Asset in trust
Lemnmm um NN g

y transfer asset to a W sells "FL.IP "s
"ELIP" Charitable . : hypothetically
DONOR Rremainder Unitrustg ~ : Net"Income o $950,000

: generated by the . .
2 O 2 1 @ b v gagget will pass W :
through to the . E
Income tax deduction yeartransferred to the CRUT income E
beneficiary(s) .
= :

. Trust

E converts to

standard
CRUT paying
5% annually

At the end ofthe 5% o0fthe annual trust value

and trust

T IONY

trust term the paid to income beneficiary(s) proceeds are
Remainder to our based on the 12-31 value of reinvested
organization the trust assets by Trustee

© www.estategiftplanning.com
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For illiquid assets in all practical aspects, if you are using a CRT it must be designed as a CRUT, and more specifically, a "FLIP CRUT," which has been around from legislation since 1997. 

I stress the importance of how this works from a practical standpoint for a couple of reasons:

1. Donor expectation 
2. Financial Advisor Expectations 

so let's walk through this so I can explain what I mean. Transfer of asset in 2021, and a sale doesn’t happen until CY 22. 


The SECURE Act significantly limited who
can stretch payments from an mnherited IRA
over their life expectancy. Now, only the
following people can stretch distributions
from an inherited IRA over their life
expectancy:

* a spouse

* anon-spouse who is less than ten years younger than the deceased

owner
* a minor child of the deceased owner
« someone who is chronically ill

e ordisabled

SECURE ACT
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Until the enactment of the SECURE Act, it was fairly easy for any beneficiary who inherited a retirement account to receive distributions until the age of 83 or older for beneficiaries who inherited at an older age)  • Beginning 2020: General rule is a ten-year liquidation
• Can a CRT get a lifetime payout comparable to a stretch?

The economic loss to these beneficiaries is significant because the average age most people inherit IRAs is between ages 50-55, and they are already at their peak income-earning years. Therefore they'd ideally "stretch" the inherited IRA payments over their lives, but they no longer can do so.

The SECURE Act generally eliminated the “stretch IRA,” whereby a beneficiary of an inherited IRA could stretch distributions over that beneficiary’s remaining life expectancy.  Can naming a tax-exempt charitable remainder unitrust as the beneficiary of a retirement account provide comparable tax benefits? What are the rules, the traps, and the solutions?

Since January 2020, some authors (like Natalie Choate) have written about using a TCRT to address the end of the "stretch" IRA.  She also has written about "see-through" trusts using either the conduit trust or accumulation trust. 


TESTAMENTARY RETIREMENT ASSETS
CHARITABLE

" REMAINDER 00 ..
TRUS T Donors/Owners -,

__ IRA Transferred to
« Name the trust as the primary beneficiary of 9 Qualified CRT at

Donor's IRA ’ Owner's Death

* Review Your States "Dry Trust" Rules
A -

Distribution to _ Amounts Remaining
Trust Beneficiary Charitable in Trust at
for Life Remainder Trust (CRT) Trust Beneficiary's

Death Pass to
Charitable "Remainder”

Beneficiary(s)
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My diagrams are a little different for this CRT, and am I insinuating two people own the IRA?  In a typical plan for a married couple, they have each other as primary and the TCRT as the 100% contingent beneficiary. 

For donors who wish to provide for charity with an estate gift and establish a reliable income stream to one or more heirs, using retirement plan assets to fund a testamentary charitable remainder trust (TCRT) can be an effective way to accomplish both goals. In a series of positive private letter rulings, the IRS determined that such a transfer would not trigger federal income tax on the entire balance. Instead, the income tax is applied only as this income is distributed individually to the income beneficiaries of the CRT.

At the passing of the IRA owner, all the money leaves the IRA to the CRT, and no income tax is paid. Now the charity is going to receive the IRA, but before it does, the donors loved ones will get income for the rest of their life based on the entire 100% of the value of the IRA instead of rather than only 60% after taxes are paid.


TESTAMENTARY
CRUT FUNDED
WITH
RETIREMENT
BENEFITS

Efficacy Based on the Trust
Term of Years and Donor
Intent

Years Efficacy

INTERSECT WITH
TCRUT AND 10-YEAR
STRETCH

IMPROVED
ECONOMICS OF
RETIREMENT
ASSETS

Best Practice

Establish conduit trust, or
accumulation trust at controls a

Ten Year Liquidation

Establish conduit trust, or
accumulation trust, or use

TCRUT only ifthe donor desires
a charitable legacy

TCRUT established to qualify
with a minimum of10%
charitable value remainder

Interest

Typically around the 28th, the
year the TCRUT has an identical
result than no charitable gift

and a Ten Year Liquidation.

Typically around the 28th year,
the TCRUT may produce more
family wealth than a Ten Year

Liquidation.

www.estategiftplanning.com
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So no surprise here, the younger the beneficiaries of that retirement asset, the more effective the tax deferral is with general assumptions.  

The other situation would make this attractive when it's obvious that the income beneficiaries are subject to a high, or the highest income bracket. 

Two most important things to examine:

How old are the beneficiaries 
What tax bracket are they in, now but also the year of distribution….can you make some assumptions? 


ASSUMPTIONS

Tax rate: 37% on Lump Sum

Tax rate: 22% assessed ongoing

Scenario 1: Inherits S500K IRA. No rollover to inherited IRA;
immediate withdrawal. Amount invested after taxes.

Scenario 2: Inherits S500K IRA. Rollover to inherited IRA, 10-year
deferral then withdrawn.

Scenario 3: $S500K into Testamentary CRUT. 5% annual payout based
on the beginning principal balance.

Rate of return: 7%

Term of Years: 35

Principal: $500,000

www.estategiftplanning.com

53,500,000
53,000,000
52,500,000
52,000,000
51,500,000
51,000,000

5500,000

Scenario 1

SCENARIO #1
TOTAL AFTER 35 YEARS: $2,024,805
GROWTH: $1,524,805
PV (BEG. YR 1): $315,000

SCENARIO#2
TOTAL AFTER 35 YEARS: $2,897,986
GROWTH: $2,397,986
PV (YR 10 TO BEG. YR 1): $498,290

4_

Remainder to Charity

Life Income to beneficiaries

Scenario 2 Scenario 3

SCENARIO #3
REMAINING PRINCIPAL
TOTAL AFTER 35 YEARS: $999,939
GROWTH: $499,939
PV: $93,657

SCENARIO #3
LIFETIME INCOME
TOTAL AFTER 35 YEARS: $2,495,565
GROWTH: $2,495,565
PV: $388,237
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here's where let's say the life expectancy can at least be 35 years for all of the beneficiaries.  At the passing of the IRA owner. 


DR. AGNES SMITH

$1,000,000 IRA

Estate Tax Dedcution $282,840
* Income tax saved (@ 37% rate) $370,000
 The after-tax benefit to children $1,270,755
* Remainder to Agnes charity $2,287,928

Assumptions:
 The IRS discount remains the same and the CRUT averages

3% mcome and 5% appreciation each year over its term
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she dies at 75 APV of the remainder interest her two kids 
most of the trust will go to them and not to her kids. 

DO you want them to have 600k or do you want them to divide the income 5-6% off the entire $1m paid out over their lifetimes?  Make a charitable impact as well.  


WHERE @® CRT provisions into a revocable living
trust document

S HO D A "100% to ABC Charity, trustee of a charitable remainder
TES TAMENTARY trust described m Clause X of a trust document executed

by me on Month, Day, Year.”

CRT DOCUMENT ® The “Dry” Trust

(44 29

LIVE ? Draft as revocable "fund with $10"and irrevocable at the
death of Grantor. There 1s no intent that the trustee
actually mvests the $10, make payments to the income

beneficiaries, or file tax returns.

@® Create a "Fund" a Qualified CRT Today

Irrevocable,non-grantor trust. EIN and tax reporting

annually.
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Location of the Governing Instrument?

Tim Prosser article--good start to the conversation about the application of setting up  T-CRT. Legal costs of this need to be low, funding a Current CRT. I can understand why it might run $2-$3k depending on the complexities. Expound on that, and share some observations about people's desire to add the costs and complexities of the TCRT.  

To work correctly, a testamentary CRT needs a funding source and a governing trust instrument.  Funding might come from the donor's probate 
estate (that is, from her Will), from her revocable living trust, or using a beneficiary designation in a life insurance policy or a retirement plan 
such as an IRA or 401(k) plan. 

The document will have to be amended to ensure that the CRT remains fully revocable during the life of the donor (my preference) or carefully drafted so that it is never funded, not one cent until the donor passes away (this only works if state law recognizes and permits a dry trust only to be funded at death). 


Recommend the
retention of a

right to revoke.
This ensures the

trust 1s NOT a

qualified CRT
until the

grantor/donor’s
death.

“Solely for the purposes of section 664
and the regulations thereunder, the
trust will be deemed to be created at the
carliest time that neither the grantor
nor any other person 1s treated as the
owner of the entire trust under subpart
E, partt_L=subchapt ¢ @C D LANNE
subtitle A of the Code (relating to
grantors and others treated as
substantial owners), but 1n no event
prior to the time property 1s first
transferred to the

Sec. 1.664-1(a)(4)
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so this is where some document automation software can help:

IRS Specimen documents.  9 times out of 10. CRUT for one beneficiary.  Even if they are multiple kids. Term of years for the grandkids not to exceed 20

But if you want to do this the right way, you are explicit about the trust initially being established as a revocable and "dry" trust. Non of the specimen documents fit perfectly unless it’s being established through a will/trust. 


Section 1.664-1(a)(4) of the regulations provides that in order for a trust to qualify as a charitable remainder trust, it must satisfy the definition of and function exclusively as a charitable remainder trust from the creation of the trust. For purposes of section 664 the trust is deemed created at the earliest time that neither the grantor nor any other person is treated as the owner of the trust corpus for income tax purposes, but in no event prior to the time that the trust is funded.


T-CRT

CHECKLIST

< a

Choosing the
trustee and the

charity

.

Choosing the Best  Minimum 10 %

Type of CRT - CRAT, charitable deduction
CRUT, FLIPCRUT, or * No use of the IRD
NIMCRUT Deduction

§ 1.691(c)-2(a)(3)

1

No Pecuniary
Bequest With

Retirement Assets
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Oversimplified, there are two ways that the present value of a charity’s remainder interest in a CRT can be less than 10 percent of the
value of the property contributed to the trust. 

9 times out of 10 standard CRUT

Lose the IRD Deduction.  


Funding a date of distribution or minimum worth pecuniary bequest with property will be considered a sale by the estate for income tax purposes.


S-STEP PROCESS OF ANALYZING
A CHARITABLE GIFT™

Who is the donor? individual, trust,
O 1 corporation or foundation?

What is the Type of Asset Donated? "Long" or
"Short" Term Gain property, Tangible,

intangible or Real?

I qo&
m@'ﬁ\\

Will the organization consent to a related
O 3 use, or immediately liquidate the asset?

Who is the donee? A "public" or "private" 501(c)3? Does the
donee meet the definition of a charitable organization under

O 4 IRC 170(c) and 2055(A) for Income and Estate Taxes? (NOTE:
Daf’s don’t always get the same treatment as public
charities.

Is the donor receiving somethingin return? Income
O 5 interest? Quid pro quo?

source: www.estategiftplannig.com
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to me it doesn't matter which order you necessarily look at each of these issues, but in every potential gift you should examine all five: 

5-Step Process of analyzing a charitable Gift™ 


Florida CLE CFP Board

2107122N 294923
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Self-reporting but this presentation is registered with Florida bar and the CFP board nationally for CFP's


TOOLS TO EXPAND YOUR PRACTICE

WWW . ESTATEGIFTP LANNING.COM

Planned Giving Interactive, | | C

The ultimate technical research, document generation, and presentation lools for elite Planned Giving Specialists, Attorneys, and Wealth Strategists

i "V g M 'tmhi
™ . y
GiftWizard Gift Docs — ww.BLENDEDGIFTS.:« — [EstatePlans.com

Bz

EstateGiftPlanning.com
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Planned Giving Interactive, LLC offers an extensive suite of software for Gift Planning and allied professional advisor fields to provide an effective, affordable, and scalable path to technical research, donor presentation, and document generation tools.

my-estateplans.com
letter of instructions and other supplemental estate planning documents for attorneys and other advisors to use with their clients. 


THANK YOU!

Paul Caspersen
University of Florida
Planned Giving Interactive, LLC
Phone Number

(352)727-0454

E-mail Address

paul@estateqgiftplanning.com

www.estategiftplanning.com
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