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Stoff Reporter of TUE WaLt STREET JOURNAL
1t’s a problem faced to one degree or
another by many retirees.

Although the value of their stocks, real
estate or other investments has grown over
the years, what they are earning on those
investments doesn’t provide them with
enough income. They'd love to sell and put
the money into higher-yielding invest-
ments, but capilal gains taxes weuld seri-
ously cut into their principal.

One answer (o that dilemma is an old
estate-planning tool thal's being dusted off
these days by many insurance agents,
stock brokers and financial consullants:
the charitable remainder trust. The retiree
donates the investment property {o the
charltable trust, takes a tax deduction
based on an age-related [nternal Revenue
Service formula and gets income for life.

“For someone who has highly appreci-
ated assels, it's a great way to improve
cash flow during retirement and pursue a
charitable interest at the same time," says
Stanford T. Young, vice president at P.R.
Taylor Inc.. a Palo Alto, Calif., investment
banking and financial pianning firm.

“The Full Picture'

But while charitable remalnder trusts
work well for some people, some financial
advisers worry that the trusis are being
averpromoted. '‘The motivation or impetus
to do this shouldn’t come from a commls-
sioned galesman who won't give you the
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full picture,” says Peter Katt, a fee-only
insurance adviser in West Bloomfield,
Mich.

The biggest drawback is that you have
to give away the asset irrevocably. If
something happens [and] you need the
money later, you can't get at the princi-
pal.” says William L. Hoislngton. partner
in Orrick, Herrington & Sutcliffe, a San
Francisco law firm. .

Still, for some people, charitable re-
mainder trusts seem to work out well.

Take Mary Louise Young of Pasadena.
Calif. She and her late husband, John
Parke Young, both retired State Depart-
ment officials, set up seven different chari-
table remainder trusts with Occidental
College, Mr. Young's alma mater, as the

AT
ultimate beneficiary. The assets they do-
nated were several pieces of Southern
California property and some stock in
which they had big paper profits.

As trustee, the Los Angeles college sold
the real estate and stocks, reinvested the
proceeds. and paid out a yearly 6% distri-
bution to the couple. After Mr. Young died
in 1988, the trusts began paying out a

yearly income stream to their three chil-
dren. When Mrs. Young and the chiliren
die, Occidentad, a private liberal arts col-
lege, will get the remainder of lhe trusts to
endow a chair in international economics.

“I'm sold on the benefits of charitable
remainder Llrusts,” says Mrs. Young.
*“They solved several problems for us all at
one time.”
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Giving It All Away Might Be Best for Some Retirees

Charitable remainder trusts aren't
usually for the very wealthy person, says
Richard T. Cooper, director for planned
giving at Occidental College. "“They often
don’t need the income stream and can
donate to the college outright. It's most
useful for someone who has acquired a fot
during their lifelime but they don't have
enough income coming in for retirement.
They are rich on paper but need income.”

The trusts do have some drawbacks,
however. The [act that you are irrevocably
giving away the assets means that when
you die, the charily will get your money.
Your children will be left out — unless
you've named the children as lifetime
income beneficiaries for the trust as the
Youngs did.

Some insurance agents suggest that an
answer to this problem is tc take the money
you would have paid in capital-gains taxes
if you had sold the assets and buy life
insurance, with your children or other
heirs as beneficiaries. It's possible that
you can come out ahead this way — even if
you don't have charitable intent as a
motivating purpose.

*Be Very Careful’

But you need an independent adviser,
such as a tax attorney or an accountant, to
compare the value of the payout stream
from the trust with the value of the payout
stream from the property your children
would have inherited if you hadn’t made
the gift, says Mr. Hoisington, the San
Francisco lawyer.

“Be very careful when someone pro-
poses this to you when they also want to
sell you life insurance,” says Elliot Lipson,
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financial adviser at Horizons Financial
Advisors in Atlanta. "Generally, when you
give something away, you don't make
money on it. But if you have a charitable
intent, you can get more bang for your
buck with this approach.”

There are some other things (o waltch
for. For certain high-income persons, the
gift can be included as a 'preference
item" in the alternative minimum tax, and
some of the income tax deduction for the
gift may be reduced or eliminated, says
Stephan R. Leimberg, professor of taxa-
tion and estate planning at the American
College. Bryn Mawr, Pa. -

That's why it's important you {ind an
attorney who specializes in estates and
trusts to draft the trust, Mr. Leimberg
says. A one-word mistake in the document
can upset the tax deduction, he says.

1t costs about $1,500 to 52,500 in attor-
ney's fees to set up a charitable remainder -
trust. .

Some charitable institutions experi-
enced in this area like Occidental College
hire attorneys to do the trust drafting and
legal complance without charge to the
donor. In addition, Occidental College
manages the trust for the lifetime of the
income beneficiary and prepares the an-
nual tax returns for the trust without
charge.
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