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w ould you like to donate to the causes you care about, while also 
 generating a steady retirement income and saving on your taxes? 

If doing good, while continuing to work toward achieving your financial 
and estate planning goals sounds appealing, you may want to consider  
purchasing a charitable gift annuity.  

Many charities have programs that assist donors in purchasing gift  
annuities, which are designed to provide long-term financial support to  
both the donor and the nonprofit organization. Essentially, a charitable gift 
annuity is a contract between the donor and the nonprofit organization that 
calls for the charity to make fixed lifetime payments to the donor and, in 
some cases, to his or her spouse. In exchange, the charity receives the remain-
der of the gift to further its work when the donor, or the donor’s spouse, dies. 

Recognized by the IRS as a form of philanthropic giving, a charitable  
gift annuity offers a number of potential tax advantages. The portion of the 
annuity purchase that is considered a gift can be included as a charitable 
contribution on your itemized deductions. In addition, a portion of the 
payments from a charitable gift annuity are tax-free until you reach your 
life expectancy, while another part is taxed at ordinary income rates. If you 
donate appreciated securities, you will owe some capital gains taxes for the 
sale portion of the transaction, but the taxes are payable over your expected 
lifetime, rather than being due immediately.

In addition, purchasing a charitable gift annuity can reduce the size of 
your taxable estate. You may, for example, wish to donate appreciated prop-
erty that currently generates little or no income, but which would be taxable 
if it were sold or passed on to the next generation. 

A charitable gift annuity can also be a great option if you want to donate 
to your favorite charity, but cannot afford to make a large gift outright. If you 
are thinking about purchasing a charitable gift annuity, you should, however, 
be aware that these annuities are not identical to commercial products, which 
generally offer higher rates of interest. But the tax savings associated with gift 
annuities can help to offset the smaller payments. The interest rates paid by 
all types of annuities are also usually superior to those paid on savings  
accounts and certificates of deposit. 

Purchasing an annuity can be especially attractive at more advanced ages, 
as the payments will be higher. If you are younger and do not yet need the 
income, you can select an annuity that allows you to defer payments until 
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Offset the Effects of Inherited Wealth with Incentives

 or many affluent individuals, 
 estate planning extends well 
 beyond tax planning and  
involves very personal decisions 
about the distribution of future 
wealth. In more traditional estate 
plans, the spendthrift trust is used 
as a vehicle for distributing trust 
income, while limiting immediate 
access to trust principal.

A spendthrift trust can help pro-
vide a financial head start for minor 
children and protect adult heirs from 
certain creditors and limitations in 
financial judgment. However, such 
trusts may provide heirs with little 
incentive to expand their own pro-
fessional, academic, or philanthropic 
horizons. Thus, affluent individuals 
who are particularly sensitive to the 
potential ramifications of “handing 
over” considerable wealth to heirs 
may choose to establish an incentive-
based estate plan. 

One of the cornerstones of an 
incentive-based estate plan is the 
family incentive trust (FIT). Like 
typical trusts associated with es-
tate planning, a FIT helps trustees 
implement an affluent grantor’s 
expectations about the uses of his or 
her estate. Similarly, a FIT can help 
ensure proper care and financial 
support if an heir falls on hard times 
or has special needs. However, a 
FIT is somewhat unique in that the 
general distribution of trust income 
is based on a series of predetermined 
“incentives.” 

Promoting Success  
and Reinforcing Values

The incentives outlined in a FIT 
are at the discretion of the grantor. 
Each incentive provides the grantor 
with the opportunity to encourage 
specific future behavior. For  

instance, the trust could have provi-
sions that pay each heir $10,000 
on acquiring a bachelor’s degree, 
$25,000 for a master’s degree, and 
$50,000 for a doctorate. A FIT 
can also be an ideal tool to reward 
family members who pursue and/
or distinguish themselves in a career 
path of the grantor’s choosing, such 
as the family business, music, the 
arts, research, or teaching. A FIT can 
reward younger heirs for academic 
success or community involvement. 
In addition, the trust can match cer-
tain levels of income for heirs who 
are younger than a specified age.

A FIT may also be an appropri-
ate vehicle for education funding. 
Unlike a custodial account, which 
generally becomes the property of 
the child once he or she attains the 
age of majority (determined by state 
law), a FIT can dictate that some 
trust assets be used to help cover 
education costs. Thus, the trust—
rather than a young, inexperienced 
adult—can maintain control of 
monies earmarked for education.

Another interesting use of a FIT 
is treating the trust principal as a 
“family bank.” The FIT can offer 
low-interest-rate loans for start-up 
business ventures or the purchase 
of a primary residence. To minimize 
risk to the trust, a lending process 
similar to that of a traditional lend-
ing institution can be established.

Philanthropy creates another 
possibility for an incentive-based 
estate plan. Certainly, many affluent 
individuals consider philanthropic 
pursuits to be important endeav-
ors. A FIT can be used to match 
the charitable contributions of a 
beneficiary. Also, the FIT’s matching 
contribution can be arranged as a 
distribution to the beneficiary, who 

then contributes it to the charity. 
Thus, the beneficiary can reap the 
benefits of a charitable deduction 
for his or her contribution, as well 
as the FIT’s matching contribution. 
As an alternative, any remaining 
trust income that has not been dis-
tributed through incentives may be 
used to make a charitable contribu-
tion. Such contributions can also be 
arranged to be made on behalf of 
trust beneficiaries.

Sometimes, inherited wealth can 
have a negative impact on the moti-
vation of heirs. For instance, when 
some heirs receive a substantial in-
heritance, they may be content with 
a life of leisure. Thus, the reasoning 
behind incentive-based estate plan-
ning is fairly straightforward. Assets 
and income are distributed to assist 
heirs who are realizing career or 
academic goals and/or whose actions 
are consistent with the expectations 
of an affluent grantor. By adopting 
some of the principles of incentive-
based estate planning, the affluent 
grantor can promote a family legacy 
of excellence and productivity for 
generations to come. 
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 f you’re thinking about ways 
 to fund your child’s education, 
the Federal government has provided 
an incentive—the Coverdell Educa-
tion Savings Account (Coverdell 
ESA), formerly known as the Edu-
cation IRA. Contributions are not 
tax deductible, but withdrawals for 
eligible education expenses are  
tax free.

If you’re a parent who wishes to 
open a Coverdell ESA for your child, 
keep in mind that there are income 
eligibility limits. Contributions phase 
out for single taxpayers with ad-
justed gross incomes (AGIs) between 
$95,000 and $110,000, and for mar-
ried couples filing jointly with AGIs 
between $190,000 and $220,000  
in 2019.

You may contribute up to a maxi-
mum of $2,000 annually per child 
until the designated student reaches 
age 18. Contributions are subject 
to the gift tax; the annual gift tax ex-
clusion limits are $15,000 for singles 
and $30,000 for married couples in 
2019. Remember, if you also contrib-
ute to a 529 plan for the same child 

during the same year, you will need 
to add these gifts together to deter-
mine your gift tax filings.

There is no limit to the num-
ber of accounts that may be held 
in a child’s name or the number of 
people who may make contribu-
tions to a Coverdell ESA—as long 
as total contributions remain within 
the $2,000 annual limit per child. 
If multiple accounts are established 
and the total contribution exceeds 
$2,000, the excess is subject to a 6% 
excise tax penalty. You can, however, 
eliminate the penalty by withdraw-
ing the excess contributions (and 
any earnings) before the due date 
for the beneficiary’s tax return for 
that year. The withdrawal would be 
considered income, and it would be 
subject to taxation.

Coverdell ESA funds can be used 
to pay for more than just college 
expenses. Funds can also be used to 
pay for elementary and secondary 
school expenses, including the pur-
chase of computer systems, educa-
tional software, and Internet access 
for the child.

A Few Holds Barred

The beneficiary must spend a 
Coverdell ESA by his or her 30th 
birthday. If the designated beneficiary 
does not use the funds for educational 
purposes by that age, the account  
may be rolled over to another family 
member who is under age 30. With-
drawals from a Coverdell ESA that  
are not used for qualified education 
expenses may be subject to both  
income taxes and a 10% penalty.

Finally, if you’re hoping your child 
will qualify for financial aid for college, 
you may want to think twice about set-
ting up a Coverdell ESA, as such an ac-
count must be set up in the child’s name. 
When determining how much a family 
can afford to contribute to the cost of 
college, assets held in a child’s name 
count more heavily than those held in 
the parents’ names. Therefore, it may be 
more difficult to obtain financial aid.

To learn more about funding college 
costs through a Coverdell ESA or other 
financial sources, including financial 
aid, visit the US Department of Educa-
tion at www.studentaid.ed.gov. 
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 etirees are often ready, willing, 
 and able to start new careers 
that may earn them significant in-
comes during their years of “leisure.” 
However, some individuals may feel 
that it is not worthwhile to work 
for wages, only to have to “give up” 
some of those earnings in the form of 
higher income taxes. As frustrating 
as that may sound, it is important to 
understand the fundamentals of So-
cial Security income and taxation so 
you can make your retirement years 
more “golden” and less “taxing.”

Income Limits:  
Paying to Work?

The first factor to consider is the 
Social Security “give-back.” If you are 
age 62 or older, but still under the 
full retirement age (65–67 depend-
ing on your birth year), and receiv-
ing reduced Social Security benefits, 
you must “give back” $1 for every 
$2 earned above $17,640 in 2019. 
If you reach full retirement age in 
2019, your benefits are reduced by 
$1 for each $3 earned over $46,920 

in months prior to your full retire-
ment age. When you reach your full 
retirement age, there is no limit on 
your earnings, and Social Security 
benefits are not reduced.  

How Much Is Taxable?

A second factor affecting your 
Social Security income is the poten-
tial taxation of your monthly benefit. 
If you are working and also receiv-
ing a check from the Social Security 
Administration (SSA) each month, 
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the tax advantages of charitable gift annuities

reaching a specific age. If you are 
interested in buying a charitable gift 
annuity but do not yet know when 
you might wish to start collecting 
payments, you can opt for a flexible 
annuity, which does not require you 
to choose the payment starting date 
at the time of purchase.

To set up a charitable gift an-
nuity, the donor typically makes a 
donation of cash, stock, or other 
assets for a set amount—usually no 
less than $5,000. Under a “single 
life” agreement, the charity com-
mits to making payments to one 
person for the course of his or her 
lifetime, while under a “two lives in 
succession” agreement, the charity 
makes payments first to one person, 
and then to a designated survivor. 
If you are married, you may prefer 
to enter into a “joint and survivor” 
agreement, in which the organiza-
tion splits the payments between 

spouses during their lifetimes, and 
makes the full payment to a surviv-
ing spouse. 

Remember, however, that an-
nuities are irrevocable, and you will 
not be able to extract your funds 
or property once the donation has 
been made. Keep in mind, too, that 
charitable gift annuity payments are 
not inflation-protected, and your 
income from this type of annuity 
will not go up even if the cost of 
living rises. On the other hand, the 
annuity payments become a general 
obligation of the charity, and the 
annuity is backed by the organiza-
tion’s entire assets, not just by the 
property donated. The charity is 
therefore committed to continuing 
payments throughout the lifetime of 
the donor, regardless of whether the 
funds used to purchase the annuity 
have been exhausted. 

Even if you are already familiar 
with the charity from which you 
are purchasing the annuity, it is 
nonetheless advisable to investigate 
the financial stability of the orga-
nization to ensure that it will be 
able to make payments well into 
the future. If the charity becomes 
insolvent, the funds will be lost 
and annuity payments will stop. 
Charitable gift annuities are not in-
sured, but some states regulate this 
type of annuity, generally requir-
ing charities to maintain sufficient 
reserves to meet its obligations to 
annuitants. 

It is usually best to choose a 
charity that has an established 
charitable gift annuity program, 
as they will be able to guide you 
through the process of purchasing 
an annuity, and will be able to help 
you resolve any issues that might 
arise. 

you must first determine how much, 
if any, of your benefit is included 
in your gross taxable income. The 
first step in estimating this amount 
is to add half of your Social Security 
benefits to all your other income, 
including any tax-exempt interest.

This total is then compared to a 
first-tier threshold of $25,000 for a 
single taxpayer or a married taxpayer 
who is filing separately and lived 
apart from his or her spouse for the 

entire year, or $32,000 for a married 
taxpayer filing jointly. For a married 
taxpayer filing separately, who lived 
with his or her spouse for any period 
during the year, the first-tier threshold 
is $0. 

For illustrative purposes, suppose 
your total applicable earnings are 
$27,000, and you are married and fil-
ing jointly. Since the total does not ex-
ceed the applicable threshold amount 
of $32,000, then no portion of your 

Social Security benefit is taxable. 
However, if the total exceeds the 
applicable threshold amount, further 
calculation is needed to determine 
the amount of your benefit that is 
taxable. For more information,  
refer to IRS Publication 915, Social 
Security and Equivalent Railroad 
Retirement Benefits, visit the Social 
Security website at www.ssa.gov,  
or consult your qualified tax  
professional. 
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