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BACK

Techniques for Charitable Giving

Recently, the Global Wealth Management Group of Morgan Stanley & Co. Incorporated and the Smith Barney division of Citigroup Global Markets Inc. combined into Morgan Stanley 
Smith Barney LLC, a new investment advisor and broker-dealer registered with the Securities and Exchange Commission. 
Investment products and services are offered to you through Morgan Stanley Smith Barney LLC, member SIPC, and your account is carried by Citigroup Global Markets Inc., 
member SIPC. In general, references to Smith Barney or the Smith Barney division of Citigroup Global Markets Inc. should be read as Morgan Stanley Smith Barney LLC. However, some 
services will still be available to you through Citi or Citigroup Global Markets Inc. Please contact your Financial Advisor if you have any questions about these changes.
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to give: to present    
voluntarily and without expecting  
compensation; bestow.”
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INVESTMENT AND INSURANCE PRODUCTS: • NOT FDIC INSURED • NOT A BANK DEPOSIT 
• NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY • NO BANK GUARANTEE • MAY LOSE VALUE
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While everyone has personal reasons for giving 
to charity, a common motivation is the desire 
to share our good fortune with others. By giving 
back, we strive to make the world a better place 
for our children and future generations to inherit. 

And we hope that the next generation will adopt those same 
beliefs about giving by helping the giver’s cherished causes 
survive and prosper.

While your generosity can certainly improve the communities 
in which you live and work, it can also help you fi nancially. 
What follows is an introduction to diff erent charitable giving 
strategies, including the signifi cant fi nancial and estate-planning 
issues associated with them. Discuss them with your Financial 
Advisor, a professional who can help you make the most of these 
strategies. After all, a well-structured charitable plan can last more 
than a lifetime—it can last for generations.
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Gifts
DIRECT GIFTS
The most straightforward technique when making a 
charitable donation is an outright gift, which can be 
made during the donor’s lifetime or upon his or her 
death (as a bequest). Various types of assets, including 
cash and securities, can be donated to charity as 
direct gifts.

A popular type of direct gift is a gift to a capital 
campaign. Charitable institutions regularly engage 
in capital campaigns to raise signifi cant amounts of 
money within certain time frames, often for specifi c 
needs. A major reason behind the decision to contribute 
may be a commitment to the organization or the 
specifi c purpose of the campaign.

Direct lifetime gifts may entitle the donor to a charitable 
income tax deduction, (as shown in the table on page 
eight).1 Deductions are allowed for up to 50% of the 
investor’s adjusted gross income (AGI), assuming the 
gift is cash and made to a public charity. Gifts of long-
term appreciated property off er potential deductions 
of up to 30% of AGI.2 Any part of the deduction that 
cannot be used in the year the gift is made can be 
carried forward for up to fi ve years.

A large direct gift can also provide a gift-tax deduction 
equal to the fair market value of the gift. A direct gift can 
lower a donor’s estate taxes by removing the asset and 
its appreciation from the estate. If the gift were made 
at death, there could be an estate tax deduction for the 
amount of the gift.

1  Singles whose adjusted gross income exceeds $159,950 ($239,950 for married persons fi ling jointly) in 2008 may be subject to an income tax deduction 
limitation. This adjusted gross income amount is indexed for infl ation and may be increased in later years.

2  Deduction limits may diff er for gifts to private foundations.

6
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give to: to devote or contribute generously of: 
to give of oneself; to give of one’s abundance.”
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3  Some states require the charity to have an “insurable interest” in the donor’s life. Please consult your tax or legal advisor to evaluate your state’s law.
4  Singles whose adjusted gross income exceeds $159,950 ($239,950 for married persons fi ling jointly) in 2008 may be subject to an income tax deduction 

limitation. This adjusted gross income amount is indexed for infl ation and may be increased in later years.

EXAMPLE OF INCOME TAX DEDUCTION

 AMOUNT OF GIFT ADJUSTED GROSS ALLOWABLE CARRY
  INCOME (AGI) DEDUCTION FORWARD

GIFT OF CASH $50,000 $100,000 $50,000 $0

GIFT OF STOCK $50,000 $100,000 $30,000 $20,000

GIFTS OF LIFE INSURANCE
Life insurance provides signifi cant leverage when gifting it 
to charity, making it possible to gift a signifi cant amount 
at a relatively small cost. A donor can either:

   purchase a life insurance policy and name a charity as 
the benefi ciary;

   give a charity an existing policy; or

   give the charity cash to purchase a life insurance policy 
on the donor in the charity’s name.3

Purchasing a life insurance policy and naming a charity 
as the benefi ciary is appropriate for a donor who wants 
the right to revoke a gift. The donor can do so by simply 
changing the benefi ciary on the policy’s benefi ciary 
designation form. The donor would receive an estate tax 
deduction for that portion of the death benefi t going to 
the charity.

If a donor transfers ownership of a life insurance policy 
to a charity during his or her lifetime, he or she would 
not retain the right to revoke the gift. However, the 
donor would receive a charitable income tax deduction, 
subject to AGI limits, equal to the policy’s fair market 
value or the net premiums the donor has paid, 
whichever is less.

A third choice is to gift cash that a charity can use to 
pay premiums on a life insurance policy, on the life of 
the donor. The charity would own the policy and be 
entitled to receive the death benefi t. The donor would 
receive a charitable income tax deduction for the gift of 
cash, subject to AGI limits.4
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GIFTS OF TANGIBLE ASSETS
Many donors decide to give tangible assets, such as 
art and jewelry, to charity. If highly appreciated, the 
asset can be a substantial gift to charity while providing 
considerable tax benefi ts to the donor.

Charitable deductions for these assets are based on 
whether a gift is related to the purpose of the charity 
to which it is given. A donor is entitled to a charitable 
income tax deduction for the fair market value of the 
asset if the gift is related to the charity’s mission. Giving 
an art museum a valuable painting, for example, could 
qualify for such a deduction. If the gift is unrelated to the 
charity’s mission, however, the donor may be entitled to 
a charitable income tax deduction, limited to the donor’s 
cost basis, plus any improvements the donor made 
(having the painting mounted with an expensive frame, 
for example). In addition, donors who create the gifted 
artwork may also be entitled to a charitable income tax 
deduction limited to the donor’s cost basis.

Estate tax deductions are allowed for the fair market value 
of the asset, regardless of whether the gift is related to 
the charity’s mission. The estate tax deduction is allowed 
if a donor makes a gift of tangible assets through a will or 
revocable trust.

GIFTS OF REAL ESTATE
When considering gifting real estate to charity, a donor 
should think about the following issues: 

   Is the donor currently using this property?

    Does the property meet the donor’s investment
objectives?

   Would a large capital gains tax be due if the donor sells
this property?

At the time of the gift, a donor may be eligible for a 
charitable income tax deduction equal to the fair market 
value of the real estate, subject to AGI limits.

However, if the property has been owned less than one 
year, the charitable income tax deduction is equal to 
the donor’s cost basis, plus any improvements the 
donor made.

If a donor is living in the real estate property, it can still be 
gifted to charity during the owner’s life, with the donor 
retaining the right to use the property until death. A 
current deed can be created that transfers ownership 
of the property to a charity when the donor dies. When 
the deed is recorded (according to the laws of the state 
in which the donor resides), the donor is entitled to a 
charitable income tax deduction for the fair market value 
of the property, less the value of the donor’s right to use 
the property for the rest of his or her life. The fair market 
value of the property at the donor’s death is excluded 
from his or her estate.
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give back: to return, 
as to its owner; restore.”

10
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Split interest vehicles are used to designate 
two benefi ciaries—a current benefi ciary and a 
remainder benefi ciary.
The current benefi ciary receives an annual payout stream from 
the trust, typically during the donor’s lifetime.

The remainder benefi ciary receives the assets left in the trust at 
the conclusion of its term. The four major types of “split interest” 
vehicles are: the charitable gift annuity, the charitable remainder 
trust, the charitable lead trust and the pooled income fund.

“Split Interest” Vehicles
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CHARITABLE GIFT ANNUITIES
A charitable gift annuity is a special type of agreement 
designed to provide a donor with the benefi ts of a 
traditional annuity while giving to charity. In exchange for 
a gift of cash or securities (some states allow the gift of 
closely held stock or property), the donor receives annuity 
payments from a charity for life. In the case of a deferred 
annuity, the lifetime annuity payments start at some 
future time of the donor’s choosing.

Typically, the donor receives an income tax deduction 
equal to the gift given to charity, less the present value 
of the lifetime annuity payouts. Each annuity payment 
to the donor is generally partially income-tax-free. If the 
gift is a long-term capital gain asset, such as publicly 
traded stock, the annuity payouts the donor receives may 
be partially income-tax-free, partially taxed as ordinary 
income and partially taxed as long-term capital gain. 
Many charitable gift annuity programs permit 
contributions as low as $10,000. 

CHARITABLE REMAINDER TRUSTS
A charitable remainder trust (CRT) is a tax-exempt trust 
that enables a donor to give to charity, diversify assets 
and receive annual payouts. If a donor has been holding 
onto appreciated assets for fear of paying high capital 
gains, he or she could transfer the assets to a CRT and 
possibly avoid immediate capital gains on the transfer. 
In addition, the trust would provide the donor with an 
annual payout stream. At the end of the payout term, the 
remainder of the assets would be left to charity.

Creating a CRT could provide a donor with an income 
tax deduction. The deduction would be based on the 
fair market value of the gift, less the present value of the 
donor’s payout stream. It would also be determined by 
the nature of the gift, the type of charity receiving the gift 
and the donor’s AGI. There may be income tax due on the 
annual payouts to the donor.

The donor determines the term of the trust, which can 
last for the life of the donor, or for a fi xed term of up to 
20 years. The donor can also choose the level of annual 
payouts to be paid by the trust. Typically, the maximum 
payout rate depends on the length of the trust or the 
life expectancies of the income recipients, but it cannot 
exceed 50%. The minimum payout is 5%. When the 
donor’s payout term ends (often at death), whatever is 
left in the trust is distributed to the charity (or charities) of 
the donor’s choice.
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CHARITABLE LEAD TRUSTS
Charitable lead trusts (CLTs) are more attractive in 
periods of low interest rates. A CLT works as follows: 
A donor funds the trust with an asset (preferably assets 
expected to appreciate); the charity receives a fi xed 
annual payout from the trust; and the remainder goes 
to the donor’s benefi ciaries at the end of the charity’s 
payout term.

The primary benefi t of a CLT lies in its gift tax 
consequences. The value of the donor’s initial gift to 
the trust is determined by a government-set rate, the 
term of the trust and the payout to charity. When the 
government-set rate is low, the value of the donor’s gift 
is reduced for gift-tax purposes.

Unlike charitable remainder trusts, CLTs are not tax-
exempt entities. Depending on the type of CLT:

    the donor may be able to take a charitable income 
tax deduction at the time he or she makes the gift;

   either the donor or the trust must pay capital gains 
tax when the charity sells the trust assets; or

    the donor or the trust must pay income tax on any 
income generated in the trust.

EXAMPLE:

When $1 million is transferred to a charitable lead 
annuity trust, with a payout rate of about 8% per year, 
the annual payout to charity would be about $80,000 
for 20 years, and the value of the gift is zero. At the 
end of the trust’s term, the heirs receive about 
$250,000 free of gift and estate tax, and the charity 
would receive about $1.6 million in total payouts 
during the 20-year term.5 

POOLED INCOME FUNDS
A pooled-income fund allows donors to “pool” together 
cash or securities to create one large gift for charity. The 
charity then reinvests these assets as a pool, similar to 
traditional mutual funds. The fund’s annual income is 
paid to the donors or their benefi ciaries, based on each 
donor’s share of the pool. Upon the death of a donor or 
the donor’s benefi ciary, the remaining share of the pool is 
transferred to the charity. Pooled-income funds generally 
are benefi cial for investors who wish to make small 
gifts to charity (subject to the charity’s own minimum 
requirements) while still receiving income from the gifts.

A donor to a pooled-income fund is generally entitled 
to a charitable income tax deduction for the amount 
the charity is expected to receive at the donor’s death. 
Donors are not required to pay gift tax on contributions 
to the pooled-income fund, unless the income is received 
by someone other than the donor or spouse (assuming 
the spouse is a US citizen). If the donor contributes to the 
fund at his or her death, the estate will receive an estate 
tax charitable deduction for the projected value of the 
trust at the end of its term. If the fund is set up this way, 
the donor would designate a lifetime income benefi ciary. 

5  For illustrative purposes only. This example assumes a government-set rate of 5%, a 6% growth rate of assets in the trust and a trust term of 20 years. 
If the trust had a growth rate of 8%, the heirs would receive almost $1 million and the charity would still receive $1.6 million. Performance may vary.
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It may be possible for you or a family member 
to act as trustee of a trust that you establish.
However, many individuals may not have the time or expertise 
to eff ectively perform the duties and responsibilities of a 
trustee. Charitable trusts and foundations often have additional 
administrative and investment management requirements that, 
if not performed correctly, may jeopardize their charitable and 
fi nancial benefi ts.

There are many advantages of appointing a professional trustee or 
cotrustee, such as one of the Citi Trust6 affi  liated trust companies.

Considering a 
Professional Trustee

6  For US clients, trust services are provided by one of the following entities: Citibank, N.A.; Citicorp Trust, N.A.; Citicorp Trust South Dakota; Citigroup 
Trust - Delaware, N.A.; or Citigroup Institutional Trust Company. The service providers are referred to collectively as “Citi Trust” and as the “affi  liated trust 
companies.”

For families seeking an active partner in their philanthropy, we off er highly fl exible grantmaking services tailored to each foundation client’s needs. 
When appropriate, Citi Trust will act as the public face of the foundation, receiving grant proposals and analyzing those proposals and supporting 
documentation. We will also conduct site visits, evaluate interim reporting, track multiyear grants, and provide other services as needed. Our best 
thinking facilitates prepared, eff ective grantmakers. 
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to give: to furnish or contribute; 
gave their time to help others.”
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7   For illustrative purposes only. This illustration assumes a charitable remainder unitrust with a 6% growth rate and a 6.175% payout rate. Performance may vary.
8   For illustrative purposes only. This amount would fully leverage the couple’s combined annual gift tax exclusion. Example assumes the couple has two children.
9   For illustrative purposes only. Assumes a 35-year payout stream and a government-set rate of 5%. Performance may vary.
10 For illustrative purposes only. Based on an illustration of second-to-die universal life insurance with a guaranteed death benefi t. The illustration is for a married 

couple, ages 64 and 65, who are preferred nonsmokers. Life insurance is medically underwritten. Performance may vary.

WHY CITI TRUST?
With roots dating back more than 150 years, Citi Trust 
is uniquely qualifi ed to handle the needs of an advisor 
serving as fi duciary. Whether or not Citi Trust is named 
as a cotrustee or a successor trustee, multiple parties—
grantors, benefi ciaries and trustees—will benefi t 
from our: 

   Dedicated team of fi duciary professionals who can 
service the account;

   Technical sophistication with the complex 
investment, accounting and tax issues involved in 
the administration of many types of trusts and 
trust assets;

   Robust global investment platform, wide array 
of investment styles and experienced portfolio 
managers;

  Ability to handle multicurrency reporting;

   Comprehensive custodial services, including 
customized reporting and record-keeping;

   Extensive geographic presence in the United States, 
including South Dakota and Delaware—two of the 
most favorable trust jurisdictions;

   Integrity and commitment to carrying out the 
grantor’s intentions;

   Companion service for private foundations;

   Capability to serve additionally as executor 
(or agent for the executor) of a will; and

   Financial resources to stand behind our 
commitments.

BENEFITING FAMILY AND CHARITY
One concern that many donors have in gifting signifi cant 
assets to charity is that the asset will no longer be 
available for the family. The following is a technique 
that helps to ensure the family will be left with an 
inheritance, too.

Using the savings from a donor’s charitable income 
tax deduction and any payouts received from one or 
a combination of the charitable vehicles discussed, 
a donor can gift an annual amount to an irrevocable 
life insurance trust. The trust would purchase a life 
insurance policy on the life of the donor. At the donor’s 
death, the life insurance proceeds could be distributed 
to the trust’s benefi ciaries—presumably family 
members. Assuming the trust is established correctly, 
the proceeds are not taxed for income or estate tax 
purposes. This strategy allows donors to create a 
substantial benefi t for heirs in exchange for gifting a 
relatively small amount.

For example, if a married couple owned $1 million of 
stock that did not pay dividends and they transferred 
the stock to a CRT, the CRT could create a payout 
stream for them. The couple could use a portion of these 
payouts to pay life insurance premiums. This CRT pays 
out between $50,000 and $70,000 per year,7 and the 
donors could decide to use $48,000 of this amount 
each year to fund an irrevocable life insurance trust.8 
At the end of the payout term, the charitable remainder 
totals approximately $199, 201,9 and the heirs could 
receive a death benefi t of about $3,888,921 from the 
insurance trust.10 With this strategy, donors can fulfi ll 
their commitment to charity while providing leveraged 
gifts to heirs.
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11  For illustrative purposes only. Based on an illustration of second-to-die universal life insurance, with a guaranteed death benefi t for life. The illustration 
is for a married couple, both age 55 and preferred nonsmokers. Life insurance is medically underwritten. Performance may vary.

DONOR-ADVISED FUNDS
A donor-advised fund provides a fl exible way to give 
donations to nonprofi t organizations. The donor makes 
an irrevocable, nonrefundable contribution of cash or 
securities to the fund. He or she can direct the fund’s 
administrator as to which qualifi ed organizations grants 
should be made, the amount of the grants and when 
grants should be paid. A donor can also appoint a family 
member or friend to continue making grants from a 
donor-advised fund after the donor’s death.

Assets in a donor-advised fund are typically managed by 
a professional investment advisory fi rm. This provides 
donors with the opportunity to increase the value of 
their contributions to the fund, resulting in potentially 
larger grants to nonprofi t organizations. Donors are often 
entitled to a charitable income tax deduction for the 
amount contributed to a donor-advised fund, subject to 
AGI limits. Any unused portion may be carried forward for 
up to fi ve years.

CITI GLOBAL IMPACT FUNDING TRUST

Here are some characteristics of a donor-advised fund:

   Establishes a long-term charitable giving strategy

   Off ers a potential charitable income tax deduction

    No capital gains tax on contributions of
appreciated securities

   Helps reduce estate tax liability

      Investors select grant recipients, grant amounts11

and timeline

   Assets are professionally managed

    Contributions may grow if market values appreciate

    Family members can continue grants after the 
donor’s death

PRIVATE FAMILY FOUNDATIONS
A private family foundation is a tax-exempt charitable 
entity created by a corporation, person or family to 
direct gifting. Private foundations are usually set up by 
individuals or families wishing to make substantial gifts 
to charity, while maintaining ultimate control of how 
grants are made.

When an individual sets up a private family foundation 
(it can be established during life or at death), he or 
she contributes assets to the foundation and chooses 
the trustees or directors who will make the grants to 
worthy charities. Donors may desire to be actively 
engaged in managing the foundation or have family 
members join or succeed them in that management.

Donors might enjoy signifi cant income, gift and estate 
tax deductions for making substantial contributions 
to a private family foundation. Some lifetime gifts 
off er matching income and gift tax deductions. 
Testamentary gifts off er a dollar-for-dollar estate 
tax deduction. For these potential benefi ts, however, 
donors must be willing to bear the legal and accounting 
costs associated with the creation and maintenance of 
a foundation.

A natural complement to a private family foundation is 
the irrevocable life insurance trust, which allows donors 
to give the same amount to children as they are giving 
to a private foundation. Here is an example of how this 
strategy could work: A donor funds a private family 
foundation at death with $6 million. Using a portion 
of the $1 million applicable exclusion amount, during 
the donor’s lifetime he or she could pay a one-time 
premium to an irrevocable life insurance trust of about 
$849,000 to receive a $6,781,209 death benefi t for 
heirs.11 That way, both charity and family can benefi t 
equally. The life insurance strategy could be used when 
gifting assets to other charitable vehicles as well.
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Implementing Your 
Charitable Plan
We hope this introductory discussion of charitable giving 
techniques has provided you with thought-provoking 
ideas for your own wealth management program. 

The information provided here is the fi rst step of a rewarding 
process we’ve designed to help you reach your overall wealth 
planning objectives. The next step involves meeting with your 
Financial Advisor to clarify your goals for transferring wealth to 
family and charity. Details include specifying how much you’d 
like each to have and determining how much control you wish to 
exercise over your gifting.

Together with the philanthropic and planning professionals 
of Citi, your Financial Advisor can help you structure a giving 
program designed to fulfi ll both your charitable and wealth 
planning objectives.
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Life insurance is medically underwritten. As such, your actual premiums are not guaranteed and may vary from any initial quotation you receive. You should not cancel 
your current coverage until you new coverage is approved and in force. A change in policy may be subject to additional insurance and investment-related fees as well 
as increased risks, and may also require a medical exam. New surrender charges may be imposed with a new contract or may increase the period of time for which the 
surrender charges apply. Surrenders may be taxable. You should consult your own tax advisors regarding tax liability on surrenders.

Citigroup Inc. and its affi  liates do not provide tax or legal advice. To the extent that this material or any attachment concerns tax matters, it is not intended to be used 
and cannot be used by a taxpayer for the purpose of avoiding penalties that may be imposed by law. Any such taxpayer should seek advice based on the taxpayer’s 
particular circumstances from an independent tax advisor.  

© 2008 Citigroup Global Markets Inc.  Member SIPC.  Smith Barney is a division and service mark of Citigroup Global Markets Inc. and is used and registered throughout 
the world.  Citi and Citi with Arc Design are trademarks and service marks of Citigroup Inc. or its affi  liates, and are used and registered throughout the world. 
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