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“We make a living by what we get,
but we make a life by what

we give.”
—Winston Churchill
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Charitable Giving

+ 1n 2007 total U.S. charitable giving reached $306 billion;
up 3.9% from 2006

» Compare to:
= Tsunami relief was $2 billion
= Katrinarelief was $3 billion
= By comparison 9-11 giving was $2.8 hillion
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2007 Giving by Source

Bequests

Foundations...........
Individuals

How Does the Current State of the
Economy Affect Giving?

« Overall giving — down 4% year
* Magjor gifts—down
 Planned giving —up
« Gift annuities with fixed income — up

» Revocable planned gifts — tend to shine the
most

» Low charitable mid-term federal rates favor
retained life estates and lead trusts but the
pool for these donorsis smaller
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Planned Compared to Annual Giving

« Relationship oriented

» Mission over tax deduction

« Stop & think gifts

« Long time frames

« |dentify prospect needs — match needs with gift
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Advantages of Planning Giving

« Strengthens relationships with annual donors

« Gifts made from assets, not income

« Planned gifts are many times larger

« Higher % of planned gifts are outright — cash and appreciated
property such as stocks and mutual funds

« Planned giving marketing leads to larger annual gifts
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Advantages of Planned Giving

« Lily Endowment Survey found that schools with
planned giving programs received $306,000 in
bequests versus those with no planned giving
program which received $50,000
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Obstacles to Gift Planning Success

1. Procrastination

2. Turnover of fundraising staff

3. Immaturity of donor base

4, Impatience and lack of involvement of board
*5, Technical paralysis

*6. Not communicating your mission effectively
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“Itis the responsibility of
every human being to
aspire to do something
worthwhile, to make this
world a better place than
the one they found.”

Albert Einstein

Charitable Bequests

The vast majority of donors give regularly to
causes they care about

Non-Givers............. 15%
GiVers.........covueeen. 85%




But very few donors give through their wills
or trusts

Will Bequest.......... 8%
No Charitable
Bequest.............. 92%
SURVEY BY

Partnership for Philanthropic Planning
(fka the National Committee on Planned Giving)

Reasons for not making a bequest:
No charity asked them to leave a bequest
No professional advisor suggested they make one
They didn’t think of it themselves!

Bequests

« Canbemadevia
« Will
* New will
« Codicil to old will
» Revocable living trust
* New trust
* Amendment to existing trust




Bequests

* 80% of all planned gifts are bequests

Bequests

* Why are they popular?
« Little cost to donor
« Easy to accomplish
» Doesn't hurt financially

» When will they know they won't need any more of their
money

Types of Bequests

 Specific - “I give my house to my sister, Mary.”

« Genera —*“1 give my daughter $100,000.”

+ Contingent —“| give $100,000 to my son, if he survives me,
otherwise to ABC charity.”

 Conditional —*“1 give my hometo ABC charity provided they
useit for a daycare center.”

» Residuary —“I give all the rest, residue and remainder of my
estate to ABC charity.”




Bequests — Charitable Labels

 Restricted - “1 give $200,000 to ABC charity for scholarships
for the needy.”

* Unrestricted - “I give $100,000 to ABC charity.”

+ Endowed - “I give $100,000 to the ABC charity’s
endowment.”

« Memorial/honorary - “I give ABC charity $100,000 in memory
of my late cousin Jack.”

Sample Bequest Language

1. Makeit readily available
2. Includeon Web site

BEQUEST OF RESIDUARY ESTATE:
| giveto

(organization)

(city) ’ (sa&e)

percentage of the rest, residue and remainder of my estate, for its
general use and purposes.

Bequest Horror Stories

+ Donor leaves $1M to national cancer organization for cancer
research in the rural lowa county in which she lives —
however, there is no research facility there.

+ Nonprofit had to refuse the estate gift.

» How can we avoid this?




Sample Bequest Language

BEQUEST OF RESTRICED GIFT:

| giveto s
(organization)
s , thesum of
(city) (state)
(or property herein described), to be used for. . At any time,

however, in the event the original purpose of the gift no longer exists as
determined by the board of directors, the board shall re-direct the proceeds of
this gift to another purpose as determined by the board.

Bequests

» No current income tax deduction
« Estate deduction when they die

* No limit to how much donor can give to
charity via his’her will

General Donor Profile

« Rather make a gift after their lifetime

» Don't want/need an income tax deduction now

» Don't have an asset available to give now

* Not looking for higher income

* May or may not need an estate tax deduction

* Want the flexibility to change their minds later on




Example

* Sidis 67 and he owns undeveloped
real estate.

* Hereceives no income fromit.

* Hewantsto hold ontothelandin
case he ever needsiit.

» Heisinterested in endowing his
annual gift of $10,000.

Solution: A Bequest

« Sid can bequeath the land to your
organization in an endowment.

« Theland isworth $200,000 -
$250,000 which allows him to
endow his $10,000 annual gift.

« Allows him to keep theland in
case he ever needs it during his
lifetime.

Two out of three bequest donor s never tell the charity
they’ve put a bequest in their will.

Research shows why .....




If your donor doesn’t have a will...

The state he/she lives in dictates who receives his or her assets
No provision for charitable bequests

No tax saving strategies

Essential to encourage donors to do estate planning

Bequests

* How are you promoting bequests and estate planning?
* “Please remember usin your will.”

* Web site

* Prospects are donors of any size annual gift

Which Are Important to Your Bequest Donor?
Benefit a charity now
Benefit a charity after their lifetime
Accessto my assets now
Ability to change thingslater on
Income tax deduction today
Avoid capital gainstax
Estate tax deduction when they're gone
More income today
Control/invest the assets even if given away
Make alarge gift with small donations
Keeping an asset in the family at reduced estate taxes
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Funding Charitable Bequests With IRAs
And Retirement Plans

Three Options for These Assets:
(But they’re not all good options)

1. Lifetimegifts
2. Leaveto family at death
3. Leaveto charity at death

1. Lifetime Gifts

* These assets make lousy lifetime charitable gifts
because the retirement account owner/donor must pay
taxable income on them before donating them to charity

 It'stechnically awithdrawal from the retirement plan,
followed by a charitable gift of cash/charitable
deduction
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Example: Lifetime Gift

»  Potential donor has $300,000 in her IRA
+  Shewantsto give you $50,000 toward a capital campaign
= Shewould have to withdraw $50,000 from the IRA

= Shewould have to pay ordinary income tax on the $50,000
withdrawal

= She can make a gift of $50,000

+  Shecan deduct her $50,000 cash gift, but only up to 50% of
her AGI

Example: Lifetime Gift

*  Best-case scenario is atax-wash

*  Not agood result for her —she's expecting to
come out ahead

»  She'sbetter off giving you stock or cash

2. Example: Leave at Death to Family

» Pension, profit-sharing, IRAS, etc., are all 100% taxable
in the deceased’ s estate for estate taxes upon death

* Plus, the heir/beneficiary must pay income tax on the
plan assets, too

+ Hence, these plans can be taxed twice by the
IRS...once for income tax and a second time for estate
tax!
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» The deceased’s spouse can defer these taxes until
withdrawn by the surviving spouse (i.e., Spousal
Rollover IRA)

« But the children can’t (although they can do a
Stretch IRA)

Example: Leave at Death to Family

* Jerry has $700,000 in his 401(k) plan

+ Henamed his 3 children as equal beneficiaries

* When Jerry died, the children paid income tax and
his estate paid the estate tax

« Thekids get $250, 000 (even with the tax
deduction for estate taxes paid) after both taxes are
paid

Two Taxes

« First - federal estate taxes paid

« Second - income taxes calculated on IRA amount
less estate taxes

* Income tax itemized deduction (NOT subject to
2% floor) for amount of federal estate taxes paid
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Two Taxes

$ 700,000 IRA value

$ - 315,000 federal estate taxes at a45% bracket
$ 385,000

X 35 % federal income tax bracket
= $134,750 federal income taxes

Total Taxes: $315,000 + $134,750 = $449,750 or 64%
Net to Heirs: $250,250 or 36%

That’s Nearly 65% of Jerry’s pension
plan eaten away by taxes.

Donors don’t want their hard-earned
pension or IRA plan to be
confiscated by the IRS.

3. Example: Leave to Charity at Death
The Best Option!

« Jerry names his favorite charity as the beneficiary
of his $700,000 401(k) plan

» Thisavoidsall income and estate taxes due on
the retirement plan because of the beneficiary isa
charity

 Charity receives $700,000 (not $250,000)
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Donor Benefits

« Simpleto implement in that the client only needs to
change the account’ s beneficiary designation to charity

+ Donor retains total access and contr ol over the retirement
plan during his’her lifetime

» Donor can still change the plan beneficiary at any timein
the future — revocable gift

Technical Points

» The spousg, if any, needs to consent to changing the
retirement plan beneficiary (not for IRA accounts)

General Donor Profile

* Many of usregardless of age have retirement plans and IRAs.
But, someone who thinks they won't need it all during their
lifetime.

« Doesn’'t want to see their plan eaten by up to 65% from taxes
when they die.

» Wants to support your mission, but down the road.
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Which Are Important to a Retirement Plan
Donor?

Benefit a charity now

Benefit a charity after their lifetime

Accessto my retirement plan assets now

Ability to change things later on
Income tax deduction today
Avoid capital gains tax

Estate tax deduction when they're gone
More income today
Control/invest the assets as a trustee even if given away
Make alarge gift with small donations

Avoid current income tax by not giving it now

Savings Bonds

What is a Savings Bond?

 Popular with older Americans

« Government website for all information on processing
gifts of bonds: www.publicdebt.treas.gov
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Giving Savings Bonds to Charity

» Savings bonds - if given during donor’s life —interest
earned but deferred in the bond is taxed to the donor as
ordinary income in the year of the gift

» Offset by: full value of bond is eligible for income tax
deduction (up to 50% of AGI)

« Tax-wise, it's better to leave to charity at death
through donor’s will

General Donor Profile

» Someone owning savings bonds and has no need for them
* Most likely older Americans

« Doesn’'t want to cash in the bonds/pay the income taxes
owed

* Wants to support your mission

Example: Lifetime Gift
+ David gives aUS savings bond valued at
$25,000
+ David originally paid $11,000 (cost basis)
+ Upon gift to charity:
« David has $14,000 of taxable income
plus
« $25,000 income tax deduction up to
50% of AGI
« = Net $11,000 income tax deduction
(up to 50% of AGI)
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A Better Option for David — Give at Death

Example — Give at Death

« Name charity as beneficiary of the bonds
through David’s will

 Charity does not pay income taxes on the
built up gain as beneficiary

* Plus David's estate receives a charitable
estate tax deduction for full amount of
bonds

Which Are Important to Your Savings Bond
Donor?

Benefit a charity now
Benefit a charity after their lifetime
Accessto my assets now
Ability to change things later on
Income tax deduction today
Avoid capital gains tax
Estate tax deduction when they're gone
More income today
Control/invest the assets even if given away
Make alarge gift with small donations
Avoid current incometax if cash in the bonds
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Funding Bequests with
Commercial Annuities

What is a Commercial Annuity?

« How are they different from a charitable gift annuity?

* Insurance company offers

« Commissions

» Deferred (access to principal) or immediate payout
usually for life

* Qualified or nonqualified funds

* 10% penalty tax if under age < 59 1/2

Gifting of Annuity Policies to a Charity

* Annuitiesissued before 4/23/87 - gain istaxed to
Donor in taxable year in which donee-charity
surrenders the annuity. Donor can only deduct cost
basis at time of gift.
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Giving Annuity Policies to a Charity

* Annuities purchased after 4/22/1987 - gain in the
annuity is taxed to the Donor as ordinary incomein
the year of the gift

» Offset by: full annuity valueis eligible for income tax
deduction (up to 50% of AGI)

Giving Annuities At Death to Charity

« |If acharity is named asthe beneficiary, the gain in the
annuity is not taxable to the charity

» Plus, it qualifies for an estate tax deduction

* Hence, all taxes are removed from the annuity when
given to charity at death

« Donor simply completes a change of beneficiary form
with the insurance company

General Donor Profile

* Many older Americans have commercial annuities
(deferred annuities)

« If the donor doesn’t want or need the asset, yet doesn’t
want to cash it in and pay the income tax, or doesn’t
want his heirs/beneficiary to pay the income tax--then a
gift of the annuity may be the solution
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Example: Lifetime Gift

 Dorisgives acommercial annuity valued
at $60,000
* Dorisoriginaly paid $20,000 (cost basis)
+ Upon gift to charity:
= Doris has $40,000 of taxable income
plus

« $60,000 income tax deduction up to
50% of AGI
» = Net $20,000 income tax deduction
(up to 50% of AGI)

Example: Gift at Death

+ Doris names your organization as the
beneficiary on the form provided by the
insurance company

+ Upon her death, charity receives all
$60,000 and pays no income tax; plus her
future estate taxes are reduced

» Had shel€&ft the annuity to her son instead,
he would have to pay taxable income on
the $40,000 of growth

Which Are Important to Your Commercial
Annuity Donor?

Benefit a charity now
Benefit a charity after their lifetime
Accessto my assets now
Ability to change things later on
Income tax deduction today
Avoid capital gains tax
Estate tax deduction when they're gone
More income today
Control/invest the assets even if given away
Make alarge gift with small donations
Avoid current income tax if cash in the annuity
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Books for Charity Staff

* The Complete Guide to
Planned Giving 34 Edition
by Debra Ashton, published
by Ashton & Associates

* (617-472-9316)

+ $95

Related Technical Books

» Tax Economics of Charitable
Giving 2008/2009 Edition
published by Warren Gorham and
Lamont

= (800-950-1216)

+ $250

Related Technical Books

* TheTools & Techniques of
Charitable Planning 2 Edition
published by National
Underwriter Company

+ (800-543-0874)

© $92

22



Related Websites
* www.pgdc.com Planned Giving Design Center

* www.pppnet.org Partnership for Philanthropic Planning
(fka National Committee on Planned Giving)

« www.acga-web.org American Council on Gift Annuities

* www.leimbergservices.com Steve Leimberg (audienceis
professional advisors - fee subscription)

Questions?
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