CHARITABLE GIFTING
IN CALIFORNIA
THROUGH YOUR
ESTATE PLAN
“If charitable giving is important to you then you should
include a gifting strategy in your estate plan that will allow
you to maximize your donations and minimize taxes.”

TIMOTHY P. MURPHY
NORTHERN CALIFORNIA CENTER FOR ESTATE PLANNING AND ELDER LAW
Charitable Gifting in California Through Your Estate Plan?

www.norcalplanners.com

1

For many people, philanthropy is an important part of everyday life. If charitable
giving is important to you then you should include a gifting strategy in your
estate plan that will allow you to maximize your donations and minimize taxes.
Although the strategies that you ultimately employ toward your charitable gifting
goals will depend on your unique circumstances and wishes, a basic
understanding of some of the more popular options may help get you started.

THE GIFT AND ESTATE TAX
In general, gifts made during your lifetime or at death are potentially subject to
the gift and estate tax. Some gifts, however, are not included in gift and estate
tax calculations. Assuming that all legal qualifications are met, gifts to charity are
not subject to the gift and estate tax.
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TAX BENEFITS OF GIFTING
As you likely already know, gifts made
to qualifying charities can provide a tax
benefit to the donor. When gifts are
made as part of a long-term estate
plan, computing the tax benefits can
be tricky. An outright gift of cash to a
qualifying charity made this year, for
example, would clearly qualify for a
deduction on your personal income tax
return. Gifts made at death, gifts of
assets other than cash, or gifts made
through a trust may also qualify for tax
benefits; however, be sure to discuss
what benefits apply and when they are applicable with both your estate planning
attorney and your financial advisor.

DIRECT GIFT
The simplest way to provide a gift to a charity is through a direct gift given
during your lifetime or at death. Direct gifts can be made with cash, securities,
life insurance proceeds, real property, or just about any other type of asset.
Some of the disadvantages to direct gifting include:
No retained control over the gift
No residual income for the donor
No family participation
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FAMILY FOUNDATION
For donors who have substantial assets to gift and who wish to retain ultimate
control over those gifts, a family foundation may be the answer. A family
foundation allows you to set up your own foundation that is devoted to
charitable gifting. While you will be the final word on matters regarding who
receives the gifts and how much they receive, you will also take on the legal and
tax obligations as well as all of the responsibilities of the foundation.

CHARITABLE REMAINDER TRUST (CRT)
A charitable remainder trust, or CRT, is a type of “split-interest” trust, so named
because more than one person or entity has an interest in the trust. In this case,
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there is both a charitable and a non-charitable beneficiary. Like any other trust,
you will appoint a trustee and designate assets to fund the trust. Income
produced by the trust and/or the principal is then paid out to you, or to another
named non-charitable beneficiary, for a designated period of time or for life. This
period is known as the “lead interest.” At the end of the lead interest period, the
assets remaining in the trust are paid out to the charity named as a beneficiary
in the trust. Along with tax advantages, a CRT is often used as a vehicle to
provide income to a family member while still honoring the donor’s philanthropic
goals down the road.

For example, imagine that you have $500,000 in assets. You wish to provide
some income for your two adult children for a brief period of time after your
death but you also want to gift to a charity that is important to you. You decide
to set up a CRT. The terms of the CRT state that five percent of the principal,
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plus any interest earned during the previous year, is to be distributed to your
children in equal shares each year for ten years. This will provide income for
your children and still leave half of the assets, or $250,000, to be distributed to
your charity at the end of the ten year period.

CHARITABLE LEAD TRUST (CLT)
A charitable lead trust, or CLT, operates in essentially the same way as a CRT
but in reverse. In a CRT, you will
name a charitable and non-charitable
beneficiary. During the “lead interest”
period the income generated by the
trust, or the principal, is paid out to a
charitable beneficiary. At the end of
the lead interest period the remaining
trust assets are paid out to a noncharitable beneficiary.
For instance, if you have that same
$500,000 but your children are still
minors, you might choose a CLT. You
could dictate that the interest earned
on the principal is to be distributed to
your charity until both children have
reached a specific age at which point
the principal held in the trust will be
distributed to them.
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CHARITABLE GIFT ANNUITY
A charitable gift annuity also offers benefits to the donor as well as to a
designated charity. As the donor, you would make a one-time gift of cash or
securities (though some states allow gifts of property or closely held stock as
well) to a charity. In return, the charity will provide you with annuity payments
for life from the charity. You determine when the annuity payments begin.

DONOR ADVISED FUNDS
A donor advised fund is one of the most flexible charitable gifting options. As the
donor, you will make an irrevocable gift of cash or securities to the fund;
however, the gift goes into a general fund instead of to a specific charity.
Thereafter, you are able to direct when a gift should be made, how much the gift
should be, and to which qualifying charitable organization the gift will go. One
additional benefit of choosing to use a donor advised fund is that you can
appoint someone else to direct the fund. Often, donors use this as a way to get
children, grandchildren, or other loved one involved in charitable gifting.
Whether your gift is big or small, it will undoubtedly be appreciated by your
charity. To ensure that you maximize both the gift and the benefits of the gift,
be sure to consult with your estate planning attorney.
Internal Revenue Service, Publication 950
Morgan Stanley Smith Barney, Strategies for Charitable Gifting
PWC, Charitable Gifting
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