INCLUDING TEXAS

CHARITABLE GIFTING
IN YOUR ESTATE PLAN

“For many people, giving to charity is simply part of their
daily life. If you are a philanthropist at heart, you have likely
pondered how to continue giving after you are gone.”

STEPHEN A. MENDEL

Houston Texas Estate Planning Attorney
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For many people, giving to charity is simply part of their daily life. If you
are a philanthropist at heart, you have likely pondered how to continue
giving after you are gone. You don’t have to be a multi-millionaire who can
afford to start an entire charitable foundation to make charitable gifting

part of your estate plan.

In fact, there are a number of ways to include philanthropy in the average
estate plan. While it is always best to consult with your Texas estate
planning attorney to decide the best way to incorporate charity into your
estate plan, a basic understanding of some common methods for including

charitable gifting in an estate plan is a good place to start.
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CHARITABLE GIFTING AND TAXES

Most people include charitable gifting in their estate plan because they have
a personal connection to the charities to which they leave gifts; however,
giving to charity in your estate plan often has an added benefit — decreasing
your estates exposure to various taxes.
Taxes are an important consideration in any well-drafted estate plan. To
understand how your charitable gifting can impact your estate’s tax
obligations, it helps to have a better understanding of the different taxes
involved, including;:
¢ Federal gift and estate tax and the lifetime exemption—
federal gift and estate taxes are levied following the death of a
taxpayer during the probate process. The total value of all assets you

own at the time of death combined with the total value of all lifetime
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gifts is used to determine if your estate owes gift and estate taxes.
Each taxpayer, however, is entitled to exempt up to the “lifetime
exemption amount” set at $5 million with an annual adjustment for
inflation. For 2015, the
lifetime exemption
amount is $5.43 million.

e Annual gift tax

be used to your
advantage when
incorporated wisely into

your estate plan. Each

taxpayer is entitled to
make tax free gifts valued at up to the annual exclusion amount
(currently $14,000) to an unlimited number of beneficiaries each.
Moreover, gifts made using the annual exclusion do not count toward
your lifetime exemption limit.

e Capital gains tax —capital gains taxes are levied on gain realized on
the sale of a capital asset, such as stocks or real property. Carefully
thought out charitable gifting can help you and your estate avoid, or

at least diminish, paying capital gains tax in some cases.

e Personal income tax — as you may already know, gifts made to
charity can provide a tax deduction on your personal income tax

return while you are still alive.
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GIFTING IN YOUR LAST WILL AND TESTAMENT
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By far the simplest way to make a charitable gift is by making an outright
gift in your Last Will and Testament. Though this may be easy, there are a
number of reasons why people choose other methods, such as:

e Taxes — making an outright gift on your Will means you will lose out
on most of the potential tax advantages that other options offer.

e Control — once you make a gift in your Will the recipient controls
the gift whereas if you create a trust, for example, you have a
significant amount of control over the gifted assets through the trust
terms you create.

Flexibility —there is not much room for creative gifting when you choose

to make a gift in your Will. Other methods typically offer more flexibility.
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CHARITABLE TRUSTS
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Establishing a charitable trust is a popular way to make charitable gifts in

your estate plan. While there are a number of different types of trusts that
you can create to make charitable gifts, the charitable lead trust and the
charitable remainder trust are two of the most commonly used options by
the average estate planner.
e Charitable lead trust (CLT) — a CLT provides income to a
charitable beneficiary for a set period of time after which the
remaining assets in the trust are distributed to a non-charitable

beneficiary.
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Charitable remainder trust (CRT) —with a CRT the trust pays out first
to a non-charitable beneficiary for a specific period of time with the

remainder of the trust assets earmarked for the charitable beneficiary.

CHARITABLE GIFT ANNUITIES

A charitable gift annuity, or CGA, allows you to make a charitable gift while
still retaining income from the gift for non-charitable beneficiaries. In that
regard it is similar to a charitable trust, except there is no trust agreement.
With a CGA you contribute cash or other property acceptable to the charity
in exchange for fixed annuity payments to one or two designated individual
beneficiaries, guaranteed by the charitable organization. Along with any
other tax benefits you are able to derive from a CGA, you may also take an

income tax deduction in the year the gift to the CGA is made.

CHARITABLE DONOR ADVISED FUNDS

If you want to make a charitable gift but are not set on gifting to a specific

charity or cause, a
charitable donor advised
fund, or CDAF, may be the
answer. With a CDAF you
make an irrevocable tax-

deductible contribution to

a professionally managed
fund which affords you the
right to make

recommendations for

grants to qualified non-profit organizations. The fund owns the gift once
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you make it and, therefore, has the ultimate say so regarding grants made
with fund assets; however, your donation procures you the right to make
recommendations. Contributions to a CDAF are typically tax deductible up

to limits imposed by the Internal Revenue Service.

PRIVATE FOUNDATION

The ultimate in charitable gifting is establishing a private foundation. A
private foundation is a non-governmental, non-profit organization that
manages its own funds and assets. A trustee or board of directors decides
how funds are spent. A private foundation requires a significant amount of
assets to establish and can be costly to run; however, it also provides the
greatest amount of flexibility and control over how your charitable gift is

used.
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If you are a philanthropist at heart, there is no reason for your charity to
stop just because you are no longer physically here. Including charitable
gifts in your estate plan allows your philanthropic spirit to live on and could
also provide tax advantages to your overall estate plan. Consult with your
Texas estate planning attorney about how best to incorporate charitable

gifting into your estate plan.

Fidelity, Charity
AXA, Charitable Giving Can Be Smart Estate Planning

Planned Giving Design Center, Charitable Remainder Trust

T. Rowe Price, Giving to Charity
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