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ABSTRACT

This white paper outlines why every nonprofit organization should have a legacy
planning policy and includes a discussion of how they should proceed in
establishing such procedures. The paper also provides a clear definition of the
various financial tools involved in ‘planned giving’ and includes a detailed
discussion of the advantages for the donors who participate in this type of
charitable giving.

Our goal is to de-mystify the process and help potential donors understand the
many aspects to planned giving and the benefits they will enjoy.
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Defining Planned Giving

Nonprofit organizations have always struggled to find ways to create a
continuous revenue stream, to develop loyal, generous donors and to build a
brand that generates passion and gift giving. Unfortunately, charitable giving has
traditionally been treated as a “step child” — never having consistent ownership of
a ‘piece of the pie.” Corporate donations, grants, government funding and
individual gifts are pursued through a wide variety of activities, ranging from golf
outings to galas, all requiring incredible amounts of time and effort in order to
guarantee any reasonable return at all.

As disposable income rises in a robust economy, people are more likely to be
generous with their philanthropy, but when the economy constricts, one of the
first areas that can, and is reduced, is voluntary contributions. While the
mortgage, utilities, groceries, car payments, insurance, healthcare and other
similar expenses are mandatory, even those with a strong social conscience
quickly cut back on charitable giving when the going gets tough.

The leaders in nonprofit organizations are accustomed to the traditional ebb and
flow of donations, yet they continue to seek ways to strengthen their cash flow.
Along with conventional fund raisers, the planned giving of legacy gifts can
provide access to significant additional funding for any organization.

The time is now! This is an area where nonprofit leaders need to be more
aggressive and seek opportunities for their organizations, especially because:
¢ Almost everyone is a prospect for planned giving
e There are incentives for donors — often in the form of significant tax
benefits
¢ |t makes donors feel good
e Statistics show that the largest gifts most people make is through the
planned giving process
e The costs to the organization are much lower than for any other type of
fundraising
e People fail to include bequests in their estate plans because they have
never been asked to do so

As the baby boomers age, it is estimated that over the next 50 years more than
$6,000,000,000,000 will be transferred through charitable bequests. It is
important for each organization to be positioned to leverage access to this
staggering amount of wealth.

Exactly what is planned giving?

In its most simple form, the term ‘planned giving’ can be explained as a range of
financial strategies that donors can use and customize to reflect their specific



situation, to bequeath money or other assets to a nonprofit organization upon
their death. In most instances, legacy gifts represent future support for a charity.

There are a number of different avenues that a donor can pursue when
considering planned giving as one way to make contributions to favorite
charitable organizations.



Understanding the Options

As the definition indicates, through ‘planned giving,” donors can plan contribution
strategies for the future by embracing the most appropriate tactic based on which
is best for their financial situation, whether it be by will or other testamentary gifts,
life-income gifts, endowments or other strategies.

e A Bequest

The easiest and most straightforward type of planned giving activity is for
donors to leave a bequest in their will or trust to be distributed at their death.
The amount can be specified as a residuary bequest, meaning the charity
receives the residual amount left in the estate after the family is provided for,
or it can be a pecuniary bequest, meaning that the gift is designated as a
specific sum. The bequest can be a specified dollar amount, such as, “I leave
$10,000 to the “X” Association at my death” or it can be a percentage, such
as “l bequeath 25% of my estate at the time of my death to “X” Institute.”

Along with cash gifts, a bequest can also be made in the form of real estate.
A donor may leave instructions such as, “I leave my home to Temple “X".”

The property, in whatever form it takes, is transferred to the charity named as
the beneficiary as designated by the donor.

e Gift Annuities

Unlike a bequest, a gift annuity involves an arrangement between the donor
and the charitable organization. The donor presents the nonprofit with a gift of
cash, insurance policies or other property of a certain determined value and in
return the charity agrees to make fixed payments to the donor during his or
her lifetime.

The payments to the donor are often based on a rate schedule established by
the American Council on Gift Annuities (ACGA). The ACGA has sliding rates,
with older donors receiving gift annuity payments at higher rates than those
applicable to younger donors.

An excellent example of a gift annuity made it to the Internet in November
2009 when a retired barber left more than $800,000 to a charity in Erie, PA.
that serves developmentally disabled children and adults. When the 95 year
old barber, Dominick Colelli, left the surprise gift to the foundation it was one
of the largest gifts in the organization’s history. Colelli had no real connection
to the institute but had befriended its founder John Barber and Barber’'s aunt
Gertrude years ago. A barber for 37 years, Colelli never married and had no
children. Although he left smaller, generous amounts to nieces and other
relatives, the bulk of his estate went to the foundation. This amazing and
unexpected windfall gives everyone renewed faith in the generosity of the
human race! (This article appeared on AOL News on November 12, 2009)



e Charitable Remainder Trust

When considering a variety of planned giving tools, the Charitable Remainder
Trust (CRT) has a specific role to play. Using this option, a donor can transfer
cash or appreciated property to the CRT, which is a tax-exempt trust, and
then can sell the appreciated property without paying capital gains tax. The
Trust makes payments for a lifetime, or for a defined number of years, to the
donor, and then distributes the ‘remainder’ of the gift to charity.

To complicate things a bit, there are several types of payouts that may be
utilized. A charitable remainder annuity trust, called a CRAT, pays a fixed
amount annually while a charitable remainder unitrust, called CRUT, pays a
percentage of the trust value at the beginning of each year.

e Charitable Lead Trust

The Charitable Lead Trust (CLT) receives cash or property from a donor and
then distributes payments to charity, in the form of either a fixed annuity or
available unitrust amount, for a defined period of time. The CLT is a taxable
trust (which the CRT was not), reporting its income and taking a deduction for
the amount it distributes to charity while any excess is taxable. At the
conclusion of the specified time period, the Trust is required to distribute the
remaining cash or property back to the donor, the donor’s family or another
specified beneficiary.

e Bargain Sale

In this situation, a sale takes place between a donor and a charity, except that
the sale price is intentionally set well below the real value of the property. To
put it simply, the donor transfers the asset (which is likely a mortgaged
property) to charity and in return receives less than fair market value for his or
her property. The difference between the sale price and the appraised value
of the property is a gift to the charity. Under this same premise, the donor
may select to give the mortgaged property to the charity.

e Pooled Income Funds

In this unique circumstance, a donor gives a charity a gift of cash or stock
which the charity invests with similar gifts from other donors and then
distributes a portion of the earnings (issued as shares) from the pooled funds
(PIF) to the donors for life. The balance of the fund goes to the charity.



Identifying Advantages for Donors

Each specific financial tool under the planned giving umbrella has different
advantages for the donor. In general, charitable gifts reduce the amount of tax
due from the estate, making planned giving a critical estate planning tool.

Here are some patrticular benefits enjoyed by the donors:

e A Bequest

Donors prefer the simple process of making a bequest to their favorite charity,
especially when they cannot afford to make a gift during their lifetime. For
example, if a couple decides to leave their home to the private school where
their children were educated, and they are living in the home throughout their
lifetime, they can put the real estate into a bequest, naming the school as
beneficiary. At their death, the school will have access to the home and the
income they can get from sale or rental of the property. The couple would not
have been financially capable of making such a considerable donation while
alive, but by using planned giving they are able to fulfill one of their dreams of
giving back to the institution.

In addition to the emotional satisfaction the couple enjoys from planning this
gift, it is also important to note that there is another financial advantage. That
is, the amount given to the charity is not subject to federal estate tax.

e Gift Annuities

Under this scenario, the donor is able to make a sizeable gift to the charity
and yet, based on the agreement they reach, receive the regular payments
they require.

As in the case of a bequest, there are also important tax considerations for
the donor, making gift annuities an important part of an estate plan strategy
when possible. The donor received a current federal income tax deduction for
the present value of the gift to the charity and a portion of every gift annuity
payment to the donor is tax free.

e Charitable Remainder Trust

The benefit for the donor that elects to establish a Charitable Remainder
Trust is that he or she can transfer appreciated property that has little or no
income producing capability into a meaningful gift without paying tax on the
sale. The Trust sells the property, free of any tax liability, and makes
payments to the donor, who now has a new source of income - along with a
federal income tax deduction.



e Charitable Lead Trust

The Charitable Lead Trust provides advantages for a donor who wants to
make a gift to a charity for a specific length of time, and wants to use the
opportunity to minimize gift or estate taxes. When the time period has ended,
the property is returned to the donor (or his or her family as designated), plus
any additional growth in value that occurred during the time period, with no
additional tax. The donor also receives an income tax deduction when the
Trust is created and also receives a current federal gift or estate tax
deduction for the present value of the payments that are made to the charity.

e Bargain Sale

While the donor receives less than fair market value for his or her property,
there are advantages for using this tool for planned giving. When maintaining
a property becomes prohibitive or unreasonable, or it is mortgaged beyond
the donor’s capabilities, the donor can choose to execute a bargain sale to
charity or give the mortgaged property to charity, thus receiving a cash
payment or the necessary debt relief - while at the same time making it
possible for a nonprofit organization to acquire a valuable piece of property
that it might not have been able to afford under ordinary conditions. The
donor avoids paying gains tax on the portion of the sale that represents a
charitable gift and receives a current federal income tax deduction for the
portion of the property given to charity.

e Pooled Income Funds

When making a gift of stock or cash to a charity to be included in a Pooled
Income Fund, the donor receives a current federal income tax deduction and
also receives a percentage of the pooled income fund earnings every year for
life. This is ideal for the donor who wants to make a contribution of cash or
stocks to a charity but needs supplemental income, which can be provided by
payouts from the fund.



Making the Case

In order for the nonprofit to promote legacy giving to its current and potential
donors, there needs to be a strategy in place. The strategy should:

e Articulate why legacy giving is so important to the organization

¢ Reinforce the organization’s mission and vision as well as its core values

¢ Identify the organization’s long term objectives, and the resources needed
to accomplish them

e Clarify how the legacy gifts will help the organization successfully fulfill its
mission

e Explain the clear tangible and intangible benefits (tax and other
advantages) to the donors who participate in planned giving

e Educate your staff and volunteer leaders regarding the organization’s
approach to legacy giving

e Create a marketing plan specifically to attract legacy gifts

e Have a clear and simple process for helping prospects participate in
planned giving; have a plan for acknowledging gifts

e Select an initial group of prospects to serve as a beta test before rolling it
out to the community

e Consider creating a special program just for legacy donors, such as as
“Legacy Society”

It is up to the organization to market the concept to potential donors, making the
benefits clear. It is also up to the organization to develop a process that is easy
to navigate so that donors are encouraged to incorporate planned giving into
their estate strategy. Lastly, it is up to the organization to thank the donors and to
promote legacy giving to others by sharing successful case studies.



Conclusion

It is important to remember that planned giving is not a charitable strategy limited
to the rich and famous. Bequeaths and legacies are not only for families like the
Rockefellers or others of wealth and privilege. Instead, everyone can, and
should, consider leaving a lasting legacy by remembering a charity in their wills.

There are so many instances when donors wishing to help charitable
organizations do not have the financial capability to do so during their lifetime.
However, by selecting one of the planned giving tools, all who wish to become
donors can have a meaningful impact on the charity of their choice, supporting
the causes that are important for them.

While there are a variety of tools available, some more complex than others, it is
key that every donor consult with a financial advisor to determine if the tax
consequences of a particular contribution are best for them before deciding to
make a gift.

If you have any questions about planned giving and how you can integrate this
into your estate and retirement planning strategy, please call us at 973-994-9494.
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