Using Trusts in Planned Giving

Trusts are often thought of- incorrectly – as tools that the fabulously wealthy use as a way to avoid paying estate taxes.  In fact, trusts are useful tools for a variety of situations, including planned giving.  There are several varieties of trust-gifts to charity (called split-interest gifts).  These include Charitable Remainder Trusts and Charitable Lead Trusts. 

A Charitable Remainder Trust (CRT) allows you to make a gift of an asset to the Wichita Art Museum, and receive income from that gift for life or for a specified period of years, up to 20 years.  The gift (generally an appreciated, low –yielding asset such as real estate or growth stocks) is transferred to the trust, which sells the asset.  At the time of your death, the remainder of the trust is transferred to the Wichita Art Museum.  This type of arrangement can provide two tax benefits: You receive an income tax deduction for a portion of the value of your gift 1 and the trust is able to sell your highly appreciated asset without paying the capital gains taxes that would have been due had you sold the asset yourself 2. 

A Charitable Remainder Annuity Trust provides you with a fixed income from the trust each year.  A Charitable Remainder Unitrust also provides you with an income; however the payments may vary.  Rather than paying a fixed sum each year, the trust pays out a fixed percentage of its assets as valued each year.  When the trust increases in value, the payments grow.  Likewise, when the trust loses value, the payments shrink.  Unlike Charitable Remainder Annuity Trusts, additions may be made to Charitable Remainder Unitrusts at any time.  

A Charitable Lead Trust is the opposite of a Charitable Remainder Trust.  Rather than providing an income to you, the Lead Trust provides an income to the Wichita Art Museum for the term of the trust.  An income tax deduction is permitted for a portion of the gift, in certain circumstances.  Also, the value of the gift can be removed from your estate. 
For example, by combining a Charitable Remainder Trust with a life insurance policy for wealth replacement (often owned by an Irrevocable Life Insurance Trust) a properly structured plan may: 

Provide the Wichita Art Museum with a substantial gift, you with an income for life and capital gains tax savings. 

Planned giving adds value to the tradition of charitable gifts.  For more information about how life insurance can be used in planned giving, please contact your tax or legal advisor, Lee Elrick at Elrick & Associates (316) 636-4445 or Lynn Hawks at The Wichita Art Museum (316) 268-4934

1The deduction is equal to the present value of the remainder interest going to the charity, as determined by IRS actuarial tables. 

2There are several restrictions placed on CRT’s by the Taxpayer Relief Act of 1997 in order for donors to qualify for income tax deductions.  

