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awyers who are generally accustomed to
billing rather than =oliciting their dierts for
contributions might well wonder why they
need a working knowledge of charitable gift
and estate danning. Lag year more than $180
hillion was gifted to charity, much o it by
sophisticated dients with myriad legd reads.
Given thesize of today’s philarthropic market-
place your clients are probably among these donors.
Andif your cliert is a heavy~olume client, he or she is
aso probably a heavy-olume doror.

Charitable gving has become inextricably woveninto
the lifestyle of yaur clients, and into thear legal needs.
That means you can help notjust in your dients bus-
ness planning, but intheir family, persona, and philan-
thropic lives

Charitable Lead Trusts and

Other Wealth Preservation
Techniques

If you are an estate planner, you probably counsel your
dients on estate freezes and ather wealth preservation
techniques You probably tell them about sophisticated
planning techniques such as the grantor retained life in-
come trust, the qualified personal residence trust, andthe
family limited partnership, which could enable them to
transfer assetsto children at significantly discourt ed gift
or estate tax amounts. How ewer, you should also counsel
you dients on the berefits of the charitable lead trust,
whichallowsfar similar estate freeze transfersto children
and a highy tax-efficient way to fund charitable projects.

How ? If your client contributes appr esiating assets to
the family charitable leadtrust having a term of, eg., 20
years, when the trust term ends, the trust funds are dis-
tributed to the children, or, perhaps grandchildren and
every year a percentage of the assdt, eg, 4 percent, is
distributed to charity. The 4 percent may come from
trud captal o income. As with aher typcal estate
freezes, the asset isvalued for gft tax purposeswhen the
trust is egablished. However, the valuation of the trans-
fer to the children isggnificantly dscounted by the pre-
sent value of the annud ddribuions to the charity.
Even more impressive, all of the asset appreciation fol -
lowing the trug termisutimately dgributed to the chil-
dren completely free of gft or estate tax.

For an individual who is already considering a signif-
icant gift to charity, this can provide even geater bene-



fits. Assume that your dient contributes $1 million o
non-dividend-producing stock expected to gppreciate 10
pecent annudly and $1 million of longterm bonds
yieldng 8 percent irnto a 20y ear lead trust. Your client
would aso like to make adonation toCardozo. You help
her structure a charitable anruity lead trust that will dis-
tribute $80,000 annudly (4 percent) to Cardozo. In so
doing, your client will receive a gift tax deduction of
$785,448 on the $2 million transfer. The taxade gift, ds
counted by the annuity gift to charity over 20 years, is
reduced from $2,000,000 to $1,214552. Assuming a gift
tax rate of % percent, thiscould resultin cash savings of
$431,99% and, assumingthe projected appreciation over
20 years, a digribution of $6,327,755 to the children—
free of dl gift and estat e taxes. In addition, the diernt has
distributed $1,600,000 to Cardozo in a natably tax-effi-
cient mannrer. You have hdped your philanthropic client
succeed wonderfuly infamily and charitable planning

Charitable Remainder Trusts

Withower 500,00 recognized notfor-profit or ganizations
inthe United Sates, it'snot surprising that the previous
ly esoteric charitable remainder trust has enteed the
financial planning mainstream. There are more than
70,000 of them in existence

General corporate lawyers and tax planners need to
know how to use the charitable remainder trust as a
planning tool to shield assetsfrom capital gains taxes If
you've counsded your client on the tax-motivated bene-
fits o options, like-kind exchanges holding carps, and
employer-held stock, youve prabably also counsded
him that soorer or later, whether upon death, sale, or
other dspostion, there will be a captd gains tax on
these assets. However, you should not neglect © advise
him that the tax-sheltered benefit of these assetscan be
maintained for hisentire life (and even possibly the lives
o hischildren) by contributing them to a charitable
remainder trust, which, under certain circumstances,
theindviduad himself may serve as trustee.

With acharitable remainder trust, anindividual con-
tributes highly apprecia ed assets that are then sold by
the trust without imposition o any capital gains tax.
The trust then invests the full proceeds to make annu-
al annuity-likedstributions to a beneficiary (or benefi-
ciaries) selected by the donor. Often the beneficiary is
the donar himself. The annuity may be for life or for a
period of time nat to exceed 20 years. At the end of the

term, thetrust assets are dstributed to charity.

If yaur client hdds assets he wishes to liquidate,
whet her for portfolio, income, or investment needs, the
charitable remainder trust can accept these assets, dlow-
ing hhm to have these assds sold by the trust without
paying any capital gains tax. The trust allows hm to in-
ved the proceeds in a tax-exempt furd, while allowing
him the opportunity of increasing his annual income
dthough distributions from the trust are taxable to the
beneficiary. T he trust can be creatively structured toact
as a “super tax exempt pension plan’ without any o the
attendant contribution limitationsor penalties T he client
receives a significant charitable deduction for his de
ferred gif tand the establishment of acharitade legacy .

For example, assume that your dliert holds $1 million
of non-dividend producing stock he purchased 20 years
agofor $100,000. He wauldlike to sell this asset, but is
unhappy abou the $180,000in capital gainstaxeshe will
have to pay. You client also wishes to help his favorite
charity. You suggest, among other alternatives, that he
contribute the stock to a charitable remander annuity
trust designed to distribute 5 percent a year to him and
hiswife both age65, for life. The trust will sell thestock
and retain the full $1 million (irstead of $820,000 had
the client sdd it and paid capital gains taxes) in a fund
that will generate the lifetime annuity. Every year your
cdient and his spouse will increase their tota income by
$0,000. Over their actuarial lives, the trust will distrib-
ue $1,250,000 to them. Your client will also receive a
$192,179 charitable income tax deduction. Upon their
degths they will leave a legacy gift of $1,000,000 to their
favorite charity.

Your client lodks to yau for solutiors. Charitable gifts
and estateplanning help you meet your clients needsin
new and creative ways. Yaur client will appreciate being
given the opportunity to consider charitable lead trusts
and charitable remainder trustsaswel as the berefits of
donor advised funds private foundations and pension
charitable remander trusts The best attorrey treats a
cdient as an individual. Charitable planning can add
value to your services and satisfaction to your practice
by helping your dierts their families and the charitable
organizations of their choice. .

This fall, Cardozo's Office of Alumni Affairs will goonsor a
sries of seminars on chariteble gft and estate planning. If
you ae interested in learning more, please cal Debbie




