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                                     Introduction

                       “Where there is no vision, people perish…”

                                                                     Proverbs 29:18 

Suppose that you could:

(   Retain dollars during your lifetime that you would otherwise pay to the 

     Government in income, capital gain, inheritance and estate taxes

(  Put these dollars to work for you

(  Provide benefits for your family

(  Receive a current income tax deduction for so doing

(  Select Futures for Children to benefit at your death from these dollars.

Would you be interested? 

The process that allows all these benefits to occur is a particular creative PLANNED GIVING STRATEGY.

The wise individual handles their funds very carefully.  Charitable contributions should be handled in the same manner.  The creation of significant charitable contributions is an art.  It is a living and adaptive process that meets the changing needs and wishes of the donor and the donor’s family.

Most of us are aware that our country’s tax laws provide incentives to encourage charitable gifts. Not only can planned giving create significant funs for a charitable organization, but, as a donor, you can also protect your assets and secure special benefits for your family.

This booklet briefly describes the most common methods of creating significant charitable gifts.  We would be pleased to work with you and your advisors to design a plan that addresses the needs of your particular vision. All gift-planning discussions are held in strict confidence and are without obligation.

Outright Gifts
A. Gifts of Cash

The easiest of all gifts to make are gifts of cash. Simplicity and ease of delivery are the major factors in making cash the most popular type of charitable gift.  A gift of cash is considered made on the day it is hand delivered or mailed.  So, a year-end contribution made by a check that is written in late December, is deductible for that year even though it is not received at Futures for Children until January of the following year.

For the taxpayers who itemize deductions, the charitable deduction allowed on their federal income and most state income tax returns reduces the actual out-of-pocket cost of making the gift.  For example, the net out-of-pocket cost of a $2,000.00 cash gift for a donor in a 40% tax bracket yields an $800.00 income tax saving.  The net out-of-pocket expenditure is therefore only $1,200.00.  

Cash gifts are deductible up to 50% of a donor’s adjusted gross income.  For all gifts, any excess contribution that is not deductible in the current tax year can be carried over for an additional five years.  Thus, they have a total of six years in which to spread out the deduction.

B. Gifts of Securities

     Using publicly traded securities as a gift to Futures for Children can       

     significantly reduce the donor’s cost of making a gift.

     A donor can get a double benefit when they give securities that have appreciated in value. 
     First, the donor receives an income tax deduction for the full fair market value of the securities on the date the gift is made.

     Secondly, the donor does not have to pay a capital gain tax on the increased value of the security when Futures for Children sells it.

Example: Mrs. Williams owns securities valued at $20,000.00, which she purchased several years ago for $5,000.00.  She is in a 31% federal income tax bracket.  She contributes the securities to Futures for Children and realizes a $20,000.00 charitable deduction that saves her $6,200.00 in federal income taxes.

In addition, Mrs. Williams avoids a potential capital gain tax on the $15,000.00 appreciation in the value of the securities when Futures for Children sells them. This results in a further federal tax savings of $3,000.00 (20% of $15,000.00).  The net out-of-pocket cost of the $20,000.00 gift to Mrs. Williams is only $10,800.00 ($20,000.00 less the $6,200.00 income tax deduction and less the $3,000.00 unpaid capital gain tax).  The full market value of a gift of long-term capital gain securities is deductible up to 30% of adjusted gross income. Again, the period for which the deduction can be taken can extend to six years.

C. Gifts of Closely-Held Stock

If you own a business, you can contribute company stock, even if it is closely-held.  A stockholder may gift closely-held “C” corporation stock or “S” corporation stock. There may be restrictions on certain types of gifts of “S” corporation stock.  As these types are classified under IRS rules as a hard-to-value asset, an independent qualified appraisal of the stock valuation will be required.

If a donor contributes shares of closely-held stock, the donor is allowed a federal income tax deduction for the full market value of the stock.  The donor also avoids the capital gain tax on the appreciated value of the stock.  In certain financial planning situations, subsequent to the gift, the corporation may repurchase the stock of the corporation.

D. Gifts of Real Estate

     A donor may donate their home, vacation home, raw land or commercial property to Futures for Children and receive a federal charitable income tax deduction for the full market value of the property.  The fair market value must be determined by an independent qualified appraisal. As with other appreciated assets the donor avoids the capital gain tax on the appreciated value on the subsequent sale of the property by Futures for Children.  The two tax benefits will substantially reduce the out-of-pocket cost of the charitable gift.

Example:  Mr. Steinberg owns a vacation cabin in Wyoming valued at $200,000.00 for which he paid $40,000.00 a number of years ago.  He donates the cabin to Futures for Children.  Mr. Steinberg is in a 33% federal income tax bracket.  His charitable income tax deduction results in an income tax savings of $66,000.00 (33% of $200,000.00).  In addition he avoids paying a capital gain tax of $32,000.00 (20% of $160,000.00) on the subsequent sale of the cabin by Futures for Children.  His combined tax savings of $98,000.00 ($66,000.00 + $32,000.00) reduces the actual cost of making the charitable gift to $102,000.00. 

E. Gifts of Tangible Personal Property

As with gifts of long-term capital gain securities or real estate, a donor is entitled to a charitable income tax deduction for gifts of long-term capital gain tangible personal property. Examples of this type of asset are works of art, rare books, antiques, jewelry, stamp collections and other collectibles.  The extent of the allowable income tax charitable deduction of gifts of these properties is dependent on the IRS standard of related use.

The standard is applied as follows: if the use of the contributed property is related to the exempt purpose of the charity, (example: the gift of a painting to a museum or rare books to a library), then the donor will be entitled to a charitable income tax deduction for the full fair market value of the property.

If the use of the contributed property were unrelated to the exempt purpose of the charity (example: the gift of a stamp collection to a hospital), then the donor would be entitled to a charitable income tax deduction for the cost basis of the property.
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Charitable Remainder Trust
The power of a Charitable Remainder Trust (CRT) allows the donor to contribute assets to Futures for Children some time in the future and immediately retain certain lifetime rights.  These lifetime rights remit the donor to:

( Determine the amount of the income to be distributed to the donor     

   or other designated income recipients.  Oftentimes resulting in an

   increase in income from that asset base.

( Decide on the duration of the payments; for a period of years, for a 

   lifetime, or the lifetime of other income recipients.

( Design, with the trustee, the investment scenario for the assets.

( Obtain a current charitable income tax deduction for the future interest 

    received by Futures for Children at the termination of the trust.

( Allow all of the assets in the trust, at the end of the trust period, to pass 

   free of estate taxes.

( Designate Futures for Children or the other charities that will 

   receive the remainder of the assets at the termination of the trust.

These plans become effective through outright gifts during the donor’s lifetime or through testamentary gifts at death.  To qualify for the charitable income tax deduction, the income-producing plan must conform to the requirements of a Charitable Remainder Annuity Trust (CRAT) or a Charitable Remainder Unitrust (CRUT).   The annuity trust distributes annual income based upon the valuation of the gift at the time of the contribution.  The Unitrust distributes annual income based upon an annual valuation of trust’s assets.

Assets inside the trust accumulate on a tax-free basis. As the trust is a tax-exempt entity, there are not any income taxes paid on any income received by the trust.  There is also no capital gain tax liability on the sale of appreciated assets sold by the trust.  This includes any appreciated assets that are contributed to the trust.

Distributions made by the trust to the income beneficiary (usually the donor) can be depending upon the individual characteristics of the assets contributed to the trust be either income taxable, taxable as capital gain, tax favored, tax free or any combination of the above. 

Charitable remainder trust planning, for people at various times in their lives, can have a great financial and social impact.  For an individual selling highly appreciated assets – stocks, real estate, business interests, etc. – it creates the means to avoid capital gain tax and therefore dramatically increase the total economic benefit.  This occurs because the entire proceeds, not just the after-tax proceeds, from the sale are invested by the trust. The elimination of the capital gain tax and the charitable federal income tax deduction will substantially reduce the cost of the creation of the Charitable Remainder Trust.  

Example:  Mr. And Mrs. Miller, age 70 and 68 respectively, own stock valued $400,000.00 in a fortune 500 company. They purchased this stock a number of years ago for $20,000.00.  The dividend yield is a modest 1.9%, producing an annual dividend yield of $7,600.00.  They would love to have more money to spend during their retirement years but are very reluctant to sell their shares and reinvest the proceeds to produce more income due to the capital gain tax that will be due on the sale of the stock.

Instead of selling their shares, they contribute them to a newly created Charitable Remainder Unitrust (CRUT) and select a payout rate of 8%. Their annual income stream will immediately increase from $7,600.00 to $32,000.00. This represents a 420% increase in annual income. This income amount will grow over the years if the trust assets appreciate in value.

The gift to the trust in the month that they made it will produce an immediate federal income tax deduction of $108,000.00. In their 33% tax bracket they will save $35,640.00 in actual taxes. They will also avoid a potential capital gain tax of $76,000.00 (20% of $380,000.00). The total tax savings will amount to $111,640.00.  This will reduce the net cost of the gift to $288,360.00. Based upon the net cost of the gift their first year annual income will result in an 11.09% yield. 

In addition, the Millers have for years had a soft spot in their heart for Futures for Children.  For a number of years they have sponsored one of the Futures for Children annual programs. Now with this gift to the Charitable Remainder Trust and ultimately at their deaths to Futures for Children, they will have the opportunity to fund a number of programs in perpetuity.
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Charitable Gift Annuity

The Charitable Gift Annuity is among the oldest, simplest and most popular methods of making a deferred charitable gift.  A gift annuity is a combination of a gift and an investment.  For a gift of cash or readily marketable securities, Futures for Children will contractually guarantee to pay a specified annuity to the donor and/or another beneficiary.

The annuity payment can take the form of an immediate annuity or a deferred annuity.  The deferred annuity will start payments at some time in the future. In both the immediate and the deferred gift annuity the donor can claim a current federal charitable income tax deduction for the portion of the transfer, which represents the present value of the charitable gift.  A portion of each annuity payment is treated as a return of the original capital sum and is therefore received by the donor over their lifetime on an income tax free basis.  The balance of the annuity payment is taxed as ordinary income.
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Charitable Lead Trust

A Charitable Lead Trust (CLT) is the reverse of a Charitable Remainder Trust, in that it provides for an annual gift of the income interest from an asset to Futures for Children. This annual income will be for a period of years, after which, the asset will revert back to the donor or pass to a non-charitable beneficiary (children) designated by the donor.

In order for the donor to obtain a charitable deduction for income, gift and estate tax purposes, the transfer of the income interest from the lead trust must meet one of the two following conditions: the income interest must be in the form of a guaranteed annuity (Charitable Lead Annuity Trust) (CLAT); or, expressed as a fixed annual percentage of the annual fair market value of the trust property (Charitable Lead Unitrust) (CLUT).

For purposes of the charitable income tax deduction, additional requirements are imposed upon the donor with regard to the ownership of the income interest.  These can be more fully explored on an individual basis with potential donors.
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Charitable Bequests

Each year, thousands of individuals exercising their privilege to determine the final distribution of their estate, decide that all or a portion of their assets be used for the benefit and support of a charitable organization.  Gifts by will (bequests) have become an intrinsic part of American philanthropic tradition.  This often occurs, because such gifts enable individuals to make significant contributions to causes and organizations that they support, which may not have been possible during their lifetime.

Bequests of all sizes are encouraged as a means to provide ongoing support for Futures for Children.  Gifts by will are generally established in the following three manners: 1) for a specified dollar amount; 2) for a percentage of the total estate; 3) for the remainder of the estate after debts, taxes and other specific bequests have been satisfied.

A donor may designate just Futures for Children, outline a particular purpose. Or fund a specific program, i.e. the youth leadership, or any of our other programs.  Using a charitable bequest in your will can be a very effective tool in reducing an estate for federal estate tax purposes.
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Charitable Life Insurance

Life insurance can be a worthwhile asset to donate to Futures for Children.  The outright gift of a life insurance policy can often lead to a substantial federal income tax deduction.  Both existing and new life insurance contracts can be utilized, whether it is paid-up or not.  A brand new policy purchased expressly for gifting to Futures for Children, with Futures for Children or a charitable trust named as the owner and beneficiary of the policy, also makes a viable income tax deductible gift.  At death, the proceeds of the policy are excluded from the donor’s estate.

Merely naming Futures for Children or a charitable trust as the beneficiary of a life insurance policy does not in itself create a charitable income tax deduction.  The donor still is the owner of the contract and retains all of the attendant rights of ownership. For the premiums to qualify for a federal charitable income tax deduction the ownership of the policy must rest with Futures for Children. 

The gift of a life insurance policy to Futures for Children or to a charitable trust represents the opportunity for the donor to dramatically leverage the impact of their gift.  The life insurance proceeds payable at the death of the donor (insured) will dramatically exceed the cumulative premiums paid and result in a significantly higher contribution to the organization.
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Retirement Plan Gifts

Over the last two decades an enormous amount of personal wealth has been built up in both corporate and self-employed pension plans and IRAs.  Under current legislation there is strong potential for onerous taxes, up to 80% on the funds remaining at death in these types of plans.  While a retiree is alive, the possibility of gifting all or part of these assets to a charity is burdened with heavy tax consequences.  The withdrawal from the plan triggers an income tax liability to the recipient, which will dramatically reduce the subsequent charitable gift. 

At death a gift of that same retirement asset to Futures for Children will entirely eliminate all of the taxes that could otherwise be due. In order to accomplish this, a beneficiary designation must be made before the retiree’s death.

Proposed legislation may dramatically expand the charitable gifting potential of retirement plan assets. 
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Private Foundations

A private foundation serves as a very important vehicle for charitable giving in the United States.  Without them many donors would find it difficult if not impossible to accomplish their charitable objectives. Many affluent families have found that a private family foundation offers to them and their families the opportunity to come together as a family unit and promote charitable endeavors as a family project.

Besides potential family involvement, the majority of private foundations are established to promote the particular philanthropic passions of the donor.  Control of the foundation and in turn the assets are other governing factors.

Contributions to a private foundation are subject to a different level of federal income tax deductibility than are gifts to a public charity.  There are also a significant number of rules and regulations affecting private foundations that are designed to prevent abuses by the private foundation emanating from the founder.

One of the most important considerations in considering the establishment of a private foundation is the size of the contribution that will create the foundation and the ultimate intended size of the endowment.  The funding of a private foundation requires a substantial contribution. If this does not occur, the operational and administrative charges may be exorbitant in relation to the income and principal.
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Community Foundations

For those donors who find the rules and regulations of a private foundation too difficult and costly to follow, an attractive alternative may be the local community foundation. In recent years in communities all over the country, including Albuquerque, NM, community foundations have sprung into existence.  There are also a number of both for-profit and not-for- profit organizations sponsoring national community foundations. These may be advertised as donor advised funds.

The grant-making capabilities of the community foundations can have an enormous impact upon the members of the community.  By their very nature, these grants benefit organizations in the local community that follow the tax-exempt purpose of the individual funds within the community foundation.  

Contributions to a community foundation are eligible for the same classification for the federal income tax charitable deduction as are gifts to other public charities. In addition to increased deduction possibilities, by utilizing a community foundation, the donor can forgo the majority of the cost of operating their own private foundation without giving up the majority of its benefits.

Tax Note:

The information contained in this brochure provides some guidelines for making charitable contributions that can benefit both the donor and the programs of Futures for Children.  It is not a substitute for legal or tax counsel.  Each prospective donor is urged to consult their own legal and tax advisors before completing the arrangements for a gift. Futures for Children is able to assist a prospective donor with any question they or their advisors may have. 

( 2003 CFC, LLC
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