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Planning After the 2013 Tax Law Changes
On January 2, 2013, President Obama signed the American Taxpayer Relief Act of 2012,
enabling most taxpayers to step back from the “fiscal cliff” that threatened higher income taxes
for all Americans. Congress also preserved vital tax incentives for people who support charities
and continues favorable income tax rates, deductions, credits and other rules that were scheduled
to “sunset” after 2012. But some tax increases occur for taxpayers with higher incomes and for
taxable estates over $5,250,000.
New Law Encourages Charitable Giving
In passing the American Taxpayer Relief Act of 2012, Congress continued a national policy of
encouraging support of worthwhile organizations. Congress reinstated the ability of IRA owners
over age 70-1/2 to make direct charitable gifts, both for 2012 and 2013. Qualified donors now
can make tax-free IRA gifts of up to $100,000 during 2013 and reduce their taxable incomes, up
to the amount of their 2013 required minimum distributions.
Some taxpayers will face a new top income tax rate of 39.6%, plus an increase in the capital
gains tax rate from 15% to 20%, plus a new 3.8% tax on their investment incomes – all of which
can be minimized with well planned contributions, including gifts of securities and life income
gift arrangements.
•
•
•

Incentives for gifts of food inventories by corporations were extended for 2012 and 2013;
The deduction for contributions of real estate made for conservation purposes has been
extended through 2013;
When S corporations make charitable contributions of assets, their shareholders will
continue to receive a favorable basis adjustment in their stock.

Income Taxes in 2013
The 10%, 15%, 25%, 28%, 33% and 35% brackets were all carried over from 2012, but a new,
39.6% tax rate now applies to “higher-income” taxpayers. The 39.6% rate affects taxable
incomes over $400,000 for unmarried persons, $450,000 for married couples filing jointly and
$425,000 for heads of households. The 39.6% rate also applies to taxable income of trusts and
estates, above $11,950 for 2013. There are no “sunset” dates for these tax brackets, and they are
indexed for inflation.
Cutbacks in many itemized deductions – including state income taxes or sales taxes, property
taxes, mortgage interest, miscellaneous expenses and charitable contributions – will impact
unmarried taxpayers with adjusted gross incomes (AGI) of $250,000, heads of households with
AGI above $275,000, and married couples with AGI above $300,000). Deductions for medical
expenses, investment interest and casualty losses are excluded. Known as the “Pease”
limitation, the rule reduces deductions by 3% of AGI in excess of the $250,000/$300,000 levels,
up to a maximum of 80% of deductions.
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A personal exemption phase-out (“PEP”) reduces exemptions by 2% for each $2,500 of AGI
over $250,000 for single taxpayers, $275,000 for heads of households, and $300,000 for joint
returns. Exemptions are fully phased out when a single individual has AGI of $372,501,
$397,501 for heads of households, and $422,501 for married couples filing jointly.
While not part of the American Taxpayer Relief Act, an additional 0.9% Medicare tax is now
imposed on individuals’ compensation, starting at $200,000 for single taxpayers and $250,000
for married couples. The employee share of Social Security taxes goes back up to 6.2%, from
4.2% for 2012.
A permanent “patch” was installed for the alternative minimum tax covering 2012 and future
years, indexed for inflation. For 2013 the AMT exemption $51,900 for individuals and $80,750
for joint returns.
Medical expenses are now deductible only above 10% of adjusted gross income, except for those
over 65, who can deduct the excess above 7.5% of AGI through 2016. The Act extended
through 2013 the option to take itemized deductions for sales taxes in place of state and local
income taxes.
Other favorable tax provisions include:
•
•
•

•
•
•

Permanent extension of the $1,000 child tax credit, the child and dependent care credit,
adoption tax credits and exclusions, the credit for education expenses, and the adoption
assistance programs exclusion;
Extension of the earned income credit and the American Opportunity Tax Credit (for
qualified tuition and related expenses) through 2017;
Extension through 2013 of Coverdell Education Savings Accounts ($2,000 annual
contribution limit), exclusions from income up to $5,250 for employer-provided
education assistance, the $2,500 student loan interest deduction, and the exclusion for
certain scholarship income;
Extension for 2012 and 2013 of the $250 “above-the-line” deduction for classroom
expenses of schoolteachers,
Extension for 2012 and 2013 of the energy-efficient new homes credit, the energyefficient appliance credit, and the energy-efficient existing homes credit.
Extension through 2013 of tax breaks for businesses, including small business expensing,
bonus depreciation, the Work Opportunity Tax credit and the research tax credit.

Taxes and Investments
A 15% tax rate on qualified dividends and most long-term capital gains was carried over from
2012, except for taxpayers in the newly created 39.6% bracket. A 20% tax rate now applies on
long-term capital gains and dividends of taxpayers in the 39.6% tax bracket. A 0% tax rate
continues for persons in the 15% and 10% brackets.
A 3.8% Medicare surtax on net investment income (including capital gains, interest, rents,
royalties and the taxable portion of annuities) took effect in 2013, as part of the Affordable Care
Act. The tax will affect unmarried taxpayers with incomes above $200,000, $250,000 for
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married couples filing jointly. It does not include tax exempt bond interest, gain from the sale of
a principal residence that is sheltered by the $250,000 exclusion ($500,000 for married couples),
distributions from qualified employer plans, IRAs, and investment income of businesses.
Note: The combination of the new 20% rate on dividends and capital gains, plus the 3.8%
Medicare surtax, adds up to a tax rate on investments of 23.8% for high-income taxpayers. The
28% capital gains tax rate on collectibles and the 25% rate on recaptured depreciation remain in
effect, and short-term gains continue to be taxed at ordinary income rates. Payments from
installment sales received after 2012 are taxed at 2013 rates.
American Taxpayer Relief Act Enhances Certain Charitable Gifts
Donors who are subject to the new top income tax rate of 39.6%, the new 3.8% tax on net
investment income, and the increased capital gains tax rate of 20%, can minimize tax liabilities
with well planned contributions, such as gifts of securities and life income gift arrangements.
For example, a donor who contributes $20,000 of stock burdened with $10,000 of long-term
capital gain will receive deduction tax savings of $7,920 in a 39.6% tax bracket. Furthermore, he
or she will avoid paying 23.8% in capital gains tax and net investment income tax on the $10,000
of “paper profit” – another $2,380 in savings. After taxes, a satisfying $20,000 gift costs our
donor only $9,700 ($20,000 - $7,920 - $2,380.)
High-income donors may find charitable remainder unitrusts attractive for their ability to
liquidate stocks or real estate without increasing their exposure to the 20% capital gains tax and
the 3.8% surtax – while providing them with a good income for life. Charitable gift annuities
can offer similar savings, and charitable deductions are an added bonus.
Will Deduction Cutbacks Affect Donors’ Charitable Deductions?
As discussed earlier, starting in 2013, some taxpayers may lose a portion of their itemized
deductions equal to 3% of adjusted gross income (AGI) over $250,000 ($300,000 for married
taxpayers), up to a maximum of 80% of affected deductions. The so-called Pease limitation does
not reduce deductions for medical expenses, casualty losses or investment interest, but does
apply to charitable contributions.
Will the 3% “deduction reduction” impact many donors’ gifts? The answer generally should be
no, assuming they have itemized deductions other than charitable contributions, such as state and
local income taxes/sales taxes, mortgage interest, miscellaneous expenses (above 2% of AGI)
and property taxes. The point is that the deduction cutback generally occurs whether or not a
person gives anything to charity. So when a donor makes charitable gifts, any cutback has
already been absorbed by other itemized deduction. This is best illustrated by an example:
A married couple with $500,000 of 2013 income would lose, at most, $6,000 in itemized
deductions under the cutback (3% x $200,000 – the amount by which 2013 income exceeds their
$300,000 threshold). For most couples, the $6,000 deduction cutback would occur even if they
made zero charitable gifts. The $6,000 cutback in our example is covered by the deductions the
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married couple takes for mortgage interest, state income taxes or sales taxes, real estate taxes and
miscellaneous expenses, leaving them free to give all they desire to worthwhile causes without
loss of tax benefit.
Here is a simple formula to determine if donors are affected:
1. Estimate donor’s AGI for 2013

___________

2. Subtract the threshold amount ($250,000 for singles,
$300,000 for married couples filing jointly)

__________

3.

Excess above threshold amount

__________

4.

Multiply Line 3 by 3%

___________

If a donor likely will have deductions for state/local taxes, mortgage interest, real estate taxes,
etc., equal to or exceeding the Line 4 amount, deductions for gifts to charity should unaffected
(Last year’s Form 1040 may a guide to estimating 2013 deductions). Donors who live in states
that have no income tax (Alaska, Florida, Nevada, New Hampshire, South Dakota, Tennessee,
Texas, Washington and Wyoming) or low income tax are at greater risk of losing some
charitable deductions; on the other hand, they may still have sizable deductions from real estate
taxes, sales taxes and mortgage interest and miscellaneous expenses that will “soak up” any
cutbacks before charitable gifts are affected.
The 2010 tax return released by presidential candidate Mitt Romney provides an illustration of
how a high-income taxpayer with significant charitable contributions might fare under Pease.
For 2010, Mr. and Mrs. Romney reported AGI of $21,646,507 and charitable contributions of
$2,983,974. The Romneys’ other itemized deductions included:
State income tax
Real estate taxes
Investment expenses
Total of “other” deductions

$ 672,590
226,356
584,776
$1,483,722

The Romneys’ income subject to the Pease limitation would be $21,346,507 ($21,646,507 –
300,000.) Three percent of $21,346,507 would be $640,395 (Line 3 in our formula.), which
represents their maximum deduction cutback – a fixed amount that would be absorbed by the
couple’s deductions for state income taxes, real estate taxes and investment expense…even if
they gave nothing to church and charity. The $640,395 is more than covered by deductions for
taxes and investment expenses, leaving nearly $3 million in contribution deductions untouched.
Charitable Remainder Trusts More Attractive to Investors
Investors who own assets laden with long-term capital gains may find charitable remainder trusts
attractive for their ability to harvest investment profits without increasing donors’ adjusted gross
incomes – and their exposure to the 20% capital gains tax rates and the 3.8% Medicare surtax on
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net investment income. The tax is imposed on the lesser of net investment income or AGI in
excess of $200,000 (unmarried taxpayers) or $250,000 (joint returns). Note: net investment
income passed through to a donor/beneficiary from the CRT will be liable for the 3.8% tax, but
there won’t be a huge tax bite in the year of the gift or when the trustee sells and reinvests highly
appreciated securities, real estate or collectibles. Donors furthermore receive charitable
deductions and benefit worthwhile causes.
IRA Giving in 2013
Gifts by IRA owners over age 70½ (up to a maximum amount of $100,000) can take the place of
2013 required minimum distribution and reduce taxes – even for donors who don’t itemize
deductions. To make an IRA gift, donors should contact the custodian or trustee of their accounts
before taking any required minimum distribution and call the charity, as well, to ensure proper
transfer and receipting of the contribution.
Gifts in 2013 come with an added bonus: To the extent contributions satisfy required minimum
distributions, they reduce not only taxable income, but also adjusted gross income (AGI), which
can create further tax savings under the new tax law. AGI is the yardstick by which the IRS
applies various other unfortunate tax results, including loss of itemized deductions under the
newly revived “Pease” limitation described previously and the personal exemption phase-out
(PEP). IRA gifts can also reduce the 3.8% surtax on net investment income. Strategies for
reducing AGI are hard to come by, so IRA qualified charitable distributions clearly stand out as a
donor’s best philanthropic resource. IRA gifts may also:
•
•
•
•
•

reduce taxes on social security benefits;
preserve eligibility for the savings bonds interest exclusion;
avoid reduction or loss of personal exemptions;
preserve eligibility to make contributions to a Roth IRA;
reduce state income taxes in some states.

Estate Taxes and Gift Taxes
The federal estate tax had been scheduled to rise dramatically in 2013, impacting taxable estates
above only $1 million, and with a top tax rate of 55%. The Act provides a permanent estate tax
exemption of $5.25 million (indexed for inflation) and a tax rate of 40% on amounts exceeding
the exemption.
The law continues the ability of a surviving spouse to “inherit” any unused estate tax exemption
from the first spouse to die, without the need for special trusts or other planning – increasing the
total exemption to $10.5 million. An election must be made on an estate tax return filed for the
first spouse. Other provisions:
•

Deductions for state inheritance and estate taxes were continued, as were deductions for
charitable bequests, tax breaks for qualified conservation easements and installment
payment of estate taxes.
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•
•

Federal gift tax rates were also capped at 40%, and a $5.25 million lifetime exemption
applies, indexed for inflation. Additionally, inflation indexing has raised the annual gift
tax exclusion to $14,000, per donee, in 2013.
Generation-skipping transfers also qualify for a $5.25 million lifetime exemption,
indexed for inflation.

Everyone Still Needs Estate Planning
The $5.25 million exemption from estate taxes means that only a few thousand estates per year
will be liable for estate tax. Everyone should remember, however, that estate planning involves
much more than estate taxes. All Americans need to plan for a thoughtful distribution of their
assets at death, reduction of estate expenses such as probate, state death taxes and income taxes
on retirement accounts – and leaving a legacy to future generations. Donors should take this
occasion to review their wills, trusts and other estate planning arrangements. Special
opportunities exist for tax-wise gifts from IRAs and other retirement plans, life insurance and
financial accounts. Donors should know that they can make a bequest that also provides lifetime
income to a spouse or other person.
An Estate Planning Bucket List
A 2007 movie, “The Bucket List,” followed the adventures of two older gentlemen as they
completed a to-do list of activities they wanted to experience while they were still on this earth.
An equally good idea would be to create an estate planning bucket list for the benefit those who
will carry on after one’s death. To-do items for this list should include most or all of the
following:
•

•
•
•
•

Making (and updating) your will. A will is the cornerstone of your estate plan, giving
form and substance to your concern for the future of family and other beneficiaries. You
may also need a revocable living trust that reduces future probate expenses, provides for
management of your assets if you become disabled, and distributes your estate to
beneficiaries.
Arranging testamentary trusts that support family members, especially those with special
needs. Such trusts can be established in your will or as part of a living trust.
Planning to minimize taxes on your estate, including state and federal estate taxes and
income taxes on certain assets, such as retirement accounts and U.S. savings bonds.
Establishing a living will or health care power of attorney (proxy) that provides doctors
and family members with guidance in making health care decisions if you are
incapacitated.
Planning for someone to do your banking, pay bills and manage investments if you
become unable to handle these tasks personally. You can equip a trusted person with a
“durable general power of attorney” to provide these services; the standby trustee of a
revocable living trust can have similar authority.
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•

•
•
•

Completing a personal affairs record that provides detailed information
about your finances, location of wills, insurance policies and trust
documents, thus avoiding confusion and lost time for family members. Your
record should include passwords and PIN numbers for all your digital
accounts, which should be stored securely for access by trusted persons.
Creating an “ethical will” – a statement of your beliefs, values and ideals
that you wish to share with friends and family.
Coordinating all your estate assets – life insurance, jointly owned property,
retirement plan benefits, everything you own – into one smooth-working
plan.
Making plans to leave the world a better place. Many thoughtful people take
satisfaction in making estate gifts to the causes and organizations they
supported during life. If desired, these legacies can be arranged to also
provide lifetime income to a loved one.

Charitable Bequest Planning for Donors Who Don’t Face Estate Taxes
Now that only the smallest of minorities need worry about federal estate taxes, what
considerations should estate planners keep in mind for donors who want to make
charitable bequests?
•
•

•
•
•

The donor may be subject to inheritance or estate taxes in one or more states,
which generally can be offset by charitable deductions or exemptions;
The donor may own items of income in respect of a decedent (retirement
accounts and U.S. savings bonds are good examples) that can satisfy
charitable obligations and avoid income taxes for the estate or other
beneficiaries;
Nonqualified testamentary charitable remainder trusts (e.g., trusts that pay
ALL trust income to family members, remainder to charity) may provide
more flexibility to donors than qualified CRTs;
However, donors may wish to establish qualified testamentary CRTs if the
plan is to fund the CRTs with retirement accounts and other IRD and take
advantages of the trusts’ tax-exempt status;
Donors who face high capital gains tax rates and the new 3.8% net
investment income tax might find it helpful to accelerate charitable bequests
into inter vivos charitable remainder unitrusts that provide them with lifetime
payments, charitable deductions and the ability to harvest capital gains inside
a tax-exempt trust. Future unitrust payments will be subject to tax under the
“four-tier” rules, and liable for net investment income tax, as well.

Strategies in Case of Future Charitable Deduction Cutbacks
Some in Congress want to further reduce the tax savings from itemized deductions –
including charitable contributions. How might donors continue to save taxes even if
the tax rewards of charitable deductions are cut back or eliminated?
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•

•

Make IRA gifts. IRA owners age 70-1/2 and older can arrange qualified
charitable distributions that count as part or all of their required
minimum distributions. Donors’ taxable incomes go down without resort
to charitable deductions, with savings as high as 39.6%.
Fund a nongrantor charitable lead trust. Donors can transfer incomeproducing investments to a trust that makes fixed or variable payments to
qualified organizations for several years and later transfers all assets to
family members. The trust diverts taxable portfolio income away from
the donor and may save considerable transfer taxes, as well.
Give appreciated securities. Donors can avoid taxes on future capital
gains (including the new 3.8% net investment income tax) by
contributing stocks with large paper profits. The additional savings may
make any new cap on deduction savings more palatable.
Make interest-free loans. Donors can lend cash to organizations (up to
$250,000 per charity) and the interest paid to the charity won’t be taxed
while the loan is in effect. Loans can later become permanent gifts if
donors forgive them during life or at death.
Make gifts of agricultural products by donors who are operating farmers.

•

•

•

In most of the strategies suggested above, gifts by high-income donors could save
taxes at a 33%, 35% or 39.6% rate, notwithstanding any additional deduction
restrictions or the Pease limitation. Some gifts would avoid capital gains and net
investment income taxes, as well. All the strategies would also be helpful to the
70% of all taxpayers who do not itemize their deductions.
Key Tax Numbers for 2013
$5,250,000

$450,000

$400,000

$300,000

$250,000

Tax exemption (indexed for inflation) against the federal estate tax,
gift tax and generation-skipping transfer tax. Amounts over $5.25
million are taxed at a 40% rate (formerly 35%, in 2012).
Starting point for the new 39.6% tax bracket for married taxpayers
filing jointly. Taxable incomes below $450,000 are taxed at rates
ranging from 10% to 35%. Taxable income of $450,000 is also the
threshold for the new 20% tax rate on long-term capital gains and
qualified dividends for joint returns. (Heads of households incur
higher tax rates at income of $425,000).
Starting point for the new 39.6% tax bracket for unmarried taxpayers
and the 20% tax on long-term capital gains and qualified dividends.
Taxable incomes of single taxpayers below $400,000 are taxed at
rates ranging from 10% to 35%.
Married couples filing jointly with adjusted gross income above
$300,000 become subject to cutbacks in personal exemptions and
itemized deductions. (Heads of households face cutbacks above
$275,000 of AGI).
Unmarried taxpayers become subject to cutbacks in personal
exemptions and itemized deductions above $250,000 of AGI. Joint
9

$200,000

$72,500

$36,250
$14,000

filers become liable for the 3.8% tax on net investment income and
an extra .9% of Medicare tax on earned income.
Unmarried taxpayers and heads of households become liable for the
3.8% tax on net investment income and the additional .9% Medicare
tax on earned income.
Maximum amount of taxable income qualifying for the 0% tax rate
on dividends and long-term capital gains for married persons filing
jointly.
Maximum amount of taxable income qualifying for the 0% tax rate
on dividends and long-term capital gains for unmarried taxpayers.
Gift amount that can pass free of gift taxes in 2013, per donee.

Marc Carmichael, J.D.
President
R&R Newkirk Company
8695 S. Archer Avenue #10
Willow Springs, IL 60480
800-342-2375
marc@rrnewkirk.com
www.rrnewkirk.com

Copyright 2013 R&R Newkirk Company
All Rights Reserved
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2013 Changes Affect Everyone

Charitable Giving Changes

 American Taxpayer

 IRA g
giving
g renewed for

Relief Act of 2012
(“ATRA”)
 Affordable Care Act
(ACA), also known
as “Obama Care”
 Phase‐in of other
changes

Marc Carmichael, R&R Newkirk www.rrnewkirk.com

2012 and 2013
 Enhanced deductions for
gifts of food inventories,
continued
 Favorable adjustment of
S corporation shares
after gifts of assets
 No extension for gifts of
computers to schools
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The 2013 Income Tax Changes

The 2013 Income Tax Changes

 New 39
39.6%
% tax bracket

 Option
p
to deduct sales

 Cutbacks on itemized

taxes preserved
 Floor for deducting
medical expenses now
10% of AGI (7.5% for
people over 65)
 Various credits for child/
dependent care,
adoptions, education
expenses, conservation
of energy, extended

deductions – the “Pease
limitation” (more later)
 Personal exemptions
phased out for higher
income taxpayers (PEP)
(
)
 Permanent AMT “patch”
 Higher Medicare and
Social Security taxes

Marc Carmichael, R&R Newkirk www.rrnewkirk.com
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Tax Changes Affecting Investors

 Capital
p
g
gains tax rate now

 33.8%
% Medicare surtax on

20% for taxpayers in the
39.6% tax bracket
 20% rate also applies to
 Singles: $400,000+
qualified dividends of
 Married:
450,000+
39.6% taxpayers
 Heads of
 15% rate on gains and
Household 425,000+
dividends continued for
25% to 35% tax brackets
 No tax on gains/dividends
below 25% tax bracket

net investment income of
single taxpayers with
adjusted gross income
over $200,000, $250,000
for married filing jointly
 Combined
C bi d tax
t rate
t on
long‐term capital gains is
now 23.8% for wealthy
taxpayers…60% more
than last year (only 15%)

Marc Carmichael, R&R Newkirk www.rrnewkirk.com
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What’s Adjusted Gross Income?
Gross Income,
Income minus “adjustments”
adjustments
 IRA & qualified plan contributions
 Business expenses of self‐employed
 Losses from sales of investments
 Self‐employed
S lf
l dh
health
l h insurance
i
payments
 Moving expenses
 Interest on student loans up to $2,500

Marc Carmichael, R&R Newkirk www.rrnewkirk.com
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Tax Changes Affecting Investors
 33.8%
% Medicare surtax on

net investment income
of single taxpayers with
AGI over $200,000,
$250,000 for married
couples filing jointly
 Combined
C bi d ttax rate
t on
long‐term capital gains is
now 23.8% for wealthy
taxpayers…60% more
than last year’s 15% rate

Marc Carmichael, R&R Newkirk www.rrnewkirk.com
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How is the 3.8% Tax Calculated?
 Single
g taxpayers
p y and heads
of households with
adjusted gross income over
$200,000
 Married taxpayers with
AGI over $250,000
 Taxable trusts
 Estates

Example:
p
 Married couple has AGI of
$280,000 in 2013, which
includes $100,000 of
capital gain from selling
securities (net investment
income))
 Couple owes 3.8% tax on
net investment income of
$30,000 – the amount over
their $250,000 threshold.
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The 3.8% Surtax Is Applied to:






Interest income
Dividends
Royalties
Rents
Taxable portion of
annuities
 Capital
C i l gains
i

But does not apply
pp y to:
 Tax‐exempt interest
 Retirement distributions
 Social security payments
 Capital gains sheltered by
the $250,000/$500,000
exclusion for sale of a
principal residence
 Business investments
 Wages, compensation

Marc Carmichael, R&R Newkirk www.rrnewkirk.com

Planned Giving Round Table of Arizona Summer Forum
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Message to Donors
 Higher taxes on your

investments increases
tax savings from giving
appreciated securities
 39.6% bracket donors
save almost 40¢ for
give
everyy dollar theyy g
and can also avoid
capital gains and net
investment tax totaling
23.8% on gifts of stock.

7

Planning after The 2013 Tax Changes

$20,000 Gift Costs Only $9,700
 $20,000 gift of stock with $10,000 cost basis
 $20,000 federal income tax deduction creates…
 $7,920 tax savings in 39.6% tax bracket, plus…
 $2,000 capital gains tax avoided (20% x $10,000) and
 $ 380 net investment tax avoided (3.8% x $10,000)

$20,000 – 7,920 – 2,000 – $380 = $9,700 out‐of‐
pocket cost to Donor for $20,000 gift

Marc Carmichael, R&R Newkirk www.rrnewkirk.com

Planned Giving Round Table of Arizona Summer Forum
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Message to Investors When
Marketing Year‐End Gifts
 You can contribute

securities or other
appreciated assets
and provide
tremendous help
ffor our programs …
and it won’t cost
you very much
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What about Deduction Cutbacks?
 “Pease” limitation reduces

itemized deductions for
taxpayers with AGI over
$250,000 ($300,000 for
married filing jointly)
 Cutback = 3% of excess AGI
above
b
$$250,000 ((or $$300,000))
up to maximum 80% of
affected deductions
 Charitable deductions are
affected…in theory

Donors with Other Itemized
Deductions Should Be OK
 Married couple has 2013 AGI of $500,000, which

A Deduction Haircut?

Marc Carmichael, R&R Newkirk www.rrnewkirk.com

exceeds $300,000 threshold by $200,000
 Deduction reduction will be $6,000 (3% x $200,000)
 $6,000 reduction should be absorbed by itemized
deductions the couple takes for state and local income
or sales taxes, property taxes and mortgage interest –
with no added cutbacks for what they give to charity
 Arguably, almost all donors will enjoy full deductions
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Not Even Mitt Romney’s Gift
Deductions Would Be Affected
 $22 million AGI (2010)
 $3 million in donations
 “Pease” reduction would

have been $642,000
 Romney’s
y deductions of
$1,484,000 from state
income tax, property tax
and investment expenses
would absorb the cutback

Marc Carmichael, R&R Newkirk www.rrnewkirk.com

Planned Giving Round Table of Arizona Summer Forum
6/12/2013

Donors Need to Be Educated
Many donors mistakenly believe
that they need to cut back on
contributions because their
charitable deductions will be
reduced. The facts are generally
otherwise.
Consider
d a buck
b k slip
l with
ha
worksheet that tells donors if
their charitable deductions are
at risk.
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Deduction Limitation Worksheet

CRTs Have Been in Decline

1. Estimate 2013 AGI
$
$______
2. Subtract $250,000 (singles)
or $300,000 (married)
– $______
3. Amount subject to 3% cutback = $______
4. Multiply line 3 by 3%
= $______

 Low capital
p
gains
g
tax

If donors will have itemized deductions for real estate
taxes, state income/sales taxes, mortgage interest and
miscellaneous expenses that exceed line 4, their
charitable deductions will not be reduced

Marc Carmichael, R&R Newkirk www.rrnewkirk.com

rates have dimmed the
appeal of transferring
highly appreciated assets
to unitrusts and annuity
trusts (CRATs have
nearly disappeared).
disappeared)
 At a mere 15% capital
gains tax rates, selling
assets was cheap…but
not anymore.
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Unitrust Revival in 2013?
 High
High‐income
income donors can

avoid 20% capital gains
taxes plus 3.8% Medicare
surtax on investment
income by cashing out
investments inside CRTs
 Even “ordinary
y folks” who
want to downsize from
principal residences may
wish to employ unitrusts

Marc Carmichael, R&R Newkirk www.rrnewkirk.com
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Message to High‐Income Donors
 You may pay 25% to 60%

more in taxes when you
sell stocks at a profit this
year. But you can avoid
these taxes, secure a
g deduction – p
plus
large
lifetime income – and
assist our programs, as
well, with a charitable
remainder trust.

12

Planning after The 2013 Tax Changes

Planned Giving Round Table of Arizona Summer Forum
6/12/2013

Investors Bailing Out of Gold

Advisers Say: Harvest Gains Now

“Selling” Gold Coins in a Unitrust

 Favorable capital
p
g
gains

 Taxpayer
p y wants to cash in

rates may disappear under
future tax reform (which
could happen in 2015)
 Various market factors
make profit taking more
attractive
tt ti now
 Stocks, precious metals
may be overpriced

on $600,000 profit from
$800,000 in gold coins
 Capital gains tax rate on
coins is 28%, plus 3.8% net
investment income tax
 Sale would cost $189,600
in taxes (31.8% x $600,000)
 But sale by CRT is tax‐free,
plus, donor gets deduction

Marc Carmichael, R&R Newkirk www.rrnewkirk.com
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Technical Note:

3.8% Tax Applies to CRT Payouts
 Net investment income

of a CRT (capital gains,
ordinary interest,
dividends, rents, etc.)
paid out to beneficiaries
is subject to 3.8% surtax
 But
B t nett investment
i
t
t
income accumulated by
CRT prior to 2013 won’t
be subject to surtax
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Unitrust Revival in 2013?
 High‐income
g
donors can
avoid capital gains taxes
plus 3.8% Medicare surtax
on investment income by
cashing out investments
inside CRTs
 Even “ordinary folks” who
want to downsize from
highly appreciated
residences or move to
retirement communities
may wish to employ
unitrusts
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Downsizing Homes Via CRTs
 A single person who sells a
principal residence with
$600,000 of capital gain would
owe 3.8% surtax on $350,000
(excess over $250,000
exclusion), plus capital gains
taxes. Sale byy unitrust saves.
 Couples who sell their
“McMansions” at retirement
can avoid 3.8% surtax on
appreciation over $500,000
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IRA Gifts Better than Ever in 2013
 IRA gifts save taxes

for nonitemizers by
diverting required
distributions to
charities, which are
p
tax exempt
 IRA gifts may
reduce new taxes,
such as the 3.8%
Medicare surtax
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IRAs are Hot!

Market IRA Rollovers in the Fall
 The vast majority of

required minimum
distributions from IRAs
are taken in the fourth
quarter
 Donors need to make
qualified charitable
q
distributions before any
other distributions for
best tax savings
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Mail Postcards in September
Al consider:
Also
id
 Letters and phone calls
to past IRA donors

 Newsletter articles
 Brochure mailings
 Blast e‐mail
e mail follow‐up
follow up
to mailings
 In‐house publications
 Website articles
 Seminars
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Always Review IRA Gift Rules

Planned Giving Round Table of Arizona Summer Forum
6/12/2013

More IRA Gift Rules

 IRA owners must be over 70
70‐1/2
1/2 on date of

• Beneficiaries of inherited IRAs who are 70½ or

contribution.
 Transfer must be made by IRA custodian; $100,000
maximum (higher amounts will be taxable)
 Only “public charities” can be recipients.
 No distributions to donor advised funds,, charitable
remainder trusts or gift annuities.
 No quid pro quos to donors allowed at all.

older are eligible
• QCDs are not subject to withholding
• Nonqualified transfers will be taxable distributions,
but will be eligible for income tax charitable
deductions.
• IRA donors need substantiation from donee
charities, similar to charitable gift receipts.

Marc Carmichael, R&R Newkirk www.rrnewkirk.com
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Benefits of Qualified IRA Gifts That
Satisfy Minimum Distributions
 Taxable income goes

down if gift occurs
before taking required
minimum distribution,
even for “nonitemizers”
 IRA gifts reduce adjusted
gross income and mayy
g
avoid various penalties
 IRA gifts also may reduce
taxes on social security
benefits, AMT liability
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Qualified IRA Gifts Can Preserve
Deductions/Credits, Reduce State Tax
 Savings bond interest

exclusion
 Eligibility to make Roth
IRA contributions
 All deductions with an
AGI floor (2%, 10%, etc.)
 Various tax credits
 State income taxes that
are a percentage of AGI
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Qualified IRA Gifts Reduce AGI – and
Tax Increases Contained in ATRA, ACA

Planned Giving Round Table of Arizona Summer Forum
6/12/2013

Permanent Estate Tax Relief

 Lower AGI can decrease

 $5,250,000 exemption

loss of exemptions (PEP)
 Lower AGI reduces
cutbacks of deductions
(“Pease” limitation)
 IRA distributions are not
subject to 3.8% tax on net
investment income, but
IRA gifts can reduce tax
on other investments

in 2013 from all transfer
taxes, indexed for
inflation ($10.5 million
for spouses).
 Tax rate of 4
40% above
$5,250,000
 Annual gift tax
exclusion is $14,000 per
donee for 2013
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“I don’t see why a man shouldn’t pay
an inheritance tax. Iff a countryy is
good enough to pay taxes to while
you are living, it’s good enough to
pay in after you die. By the time you
die you should be so used to paying
taxes that it would just be almost
second nature to you.” ‐‐ Will Rogers
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$5,250,000 Exemption Frees Most
People from Gift & Estate Taxes

Planned Giving Round Table of Arizona Summer Forum
6/12/2013

Only 3,800 Estates Will Owe
Federal Estate Tax in 2013*
 But donors still

40%

Should organizations continue discussing
estate taxes in wills and bequest marketing?

Marc Carmichael, R&R Newkirk www.rrnewkirk.com

need to plan their
estates. In fact,
now is a very good
time to review your
estate plans
* Out of 2.5 million
deaths (average)
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Charitable Bequest Formula Clauses
• Some wills leave charity
y

“the portion of my estate
that exceeds the estate tax
exemption in effect at my
death”
• Higher exemptions may
wipe out those bequests
• Donors should revise
formula clauses to ensure
charities receive an
intended amount

Marc Carmichael, R&R Newkirk www.rrnewkirk.com
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Estate Tax Exemption History
Year
2000 and
d 2001
2002 and 2003

Tax‐Sheltered Estate
$675,000
6
1,000,000

2004 and 2005
2006 through 2008
2009

1,500,000
2,000,000
3,500,000

2010
2011
2012

5,000,000 (tax
(
optional)
i
l)
5,000,000
5,120,000

2013
Future Years

5,250,000
Indexed for inflation
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Why Should Donors Make Estate Plans if
They Won’t
Won t Owe Federal Estate Tax?

Planned Giving Round Table of Arizona Summer Forum
6/12/2013

Marketing Should Emphasize Need
for an Estate Planning “Bucket
Bucket List”
List
 Thoughtful, Fair Distribution of Estates through

Wills, Living Trusts and Beneficiary Designations
 Keep Probate Expenses as Low as Possible
 Trusts That Protect Family Beneficiaries
 Income
I
Taxes
T
at D
Death
h (IRD) and
d State
S
D
Death
hT
Taxes
 Living Wills and Healthcare Powers of Attorney
 Powers of Attorney/Standby Trustees
 Charitable Bequests

Marc Carmichael, R&R Newkirk www.rrnewkirk.com
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Estate Planning Bucket List

Estate Planning Bucket List



 Plan to minimize the

Arrange for a thoughtful,
fair distribution of your
estate through wills,
living trusts and
beneficiary designations
in a manner that
minimizes family conflict
and best provides for the
welfare of your survivors

Avoid the “Heartbreak
of Intestacy”

Marc Carmichael, R&R Newkirk www.rrnewkirk.com

costs and delays of
probate (especially
multi‐state probate)
through revocable living
trusts and other non‐
probate transfers such as
joint ownership, P.O.D.
transfers and other
beneficiary designations
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Estate Planning Bucket List
 Set up trusts in a will or

during life that protect
spouses or others who
need trusteeship. Trusts
can pay all trust income
to familyy and friends for
life, then pass part or all
of the remainder interest
to your organization

Trusts N
T
Need
dN
Not B
Be
Qualified CRTs
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Charitable Remainder Trusts Can
 Provide trusteeship for

beneficiaries who need
money management
 Achieve other “non‐
tax” estate planning
goals of donors
 Gift annuities provide
similar benefits
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Early Gift Annuities Were Not
Motivated by Tax Savings

Planned Giving Round Table of Arizona Summer Forum
6/12/2013

“Ruling from the Grave”
With a Contingency CRT
Ho do you
How
o get
people to visit
deceased
relatives in the
cemetery?
Leona Helmsley
knows.

Marc Carmichael, R&R Newkirk www.rrnewkirk.com
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CRT Pays to Special Needs Trust
CRT Payout

Trusts Don’t Have to Be Qualified
Charitable Remainder Trusts
 Unless donors need

Special
Needs
Family Member

Marc Carmichael, R&R Newkirk www.rrnewkirk.com

deductions against
state or federal transfer
taxes, a trust can
benefit charities and
not be a qualified CRT.
CRT
But tax exempt status
may be important in
certain cases.
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Estate Planning Bucket List
 Individuals may
y need to

plan to minimize State
Estate or Inheritance
Taxes. Out‐of‐state
property could be taxed
even if home state has no
inheritance or estate tax.
tax
Charitable bequests
reduce these taxes.

Marc Carmichael, R&R Newkirk www.rrnewkirk.com
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State Estate & Inheritance Taxes
 21 states + DC have a

state inheritance tax
or estate tax
 “Inheritance taxes”
are based on
relationship to heir
 Some states have
“state estate taxes”
with rates up to 16%

Hawaii reinstated estate
tax in 2010
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Estate Planning Bucket List
 Plan to avoid Income in

Respect of a Decedent
(IRD) problems that
may arise from leaving
certain types of assets to
family members or
others – resulting in
severe income tax
burdens after your death

Death erases capital
p
gains
g
taxes…but not IRD
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Leave Charity “Tax‐Burdened Assets”
 U.S. Savings Bonds
 Retirement accounts,
deferred compensation
 Accounts receivable
 Installment payments

on land sale contracts
 Unpaid commissions
 Commercial annuities
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Leave “Tax‐Burdened Assets” to CRTs
 U.S. Savings Bonds
 IRAs and deferred

compensation
 Accounts receivable
 Installment payments
on land sale contracts
 Unpaid commissions
 Commercial annuities

Marc Carmichael, R&R Newkirk www.rrnewkirk.com
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Estate Planning Bucket List
 Estate planning,
planning broadly

defined, should include
establishing healthcare
directives – living
wills or healthcare
powers of attorney – to
ensure that your wishes
on medical treatment
are carried out.
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Estate Planning Bucket List

Estate Planning Bucket List

 Estate planning should

 Donors should consider

also include arranging
for someone to make
financial decisions
during time of disability,
through a durable
general power of
attorney or standby
trustee of a revocable
living trust (or both).

Marc Carmichael, R&R Newkirk www.rrnewkirk.com

leaving a legacy to
organizations that they
supported during life,
through will bequests,
trust distributions or
other beneficiary
designations, such as
IRAs, life insurance,
POD accounts, etc.
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Estate Planning Bucket List
 Donors who don
don’tt face

estate tax should
consider accelerating
estate gifts into life
income gifts during for
income tax savings.
Those who still face
estate tax receive double
tax savings.

Marc Carmichael, R&R Newkirk www.rrnewkirk.com
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Tax‐wise, Lifetime Gifts Beat
Bequests for All Donors
 Income tax savings plus transfer tax savings for

taxable estates (plus lifetime personal satisfaction
and recognition)
 Include power to accelerate bequests in durable
power of attorney (or enable trustee to prepay
charitable distributions)
 Accelerate bequests using CRTs and gift annuities;
give attorney‐in‐fact or trustee the same power
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Polish Your Estate Planning
Elevator Conversation

Polish Your Estate Planning
Elevator Conversation

 “We’re encouraging all of

 “It’s EASY to join our

our friends to review
their estate plans after
the recent tax changes”
 “Have you made plans to
reduce the impact of
probate on your family?”
 “Could I send you more
information on…”

Marc Carmichael, R&R Newkirk www.rrnewkirk.com

Legacy Society simply by
including us as one of
the beneficiaries of your
life insurance, IRA or
P O D account
P.O.D.
account. Just ask
the company or account
manager for a new
beneficiary form.”
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Marketing Should Emphasize Why
Everyone Still Needs Estate Planning
 Thoughtful, Fair Distribution of Estates through

Wills, Living Trusts and Beneficiary Designations
 Keep Probate Expenses as Low as Possible
 Trusts That Protect Family Beneficiaries
 Income
I
Taxes
T
at Death
D h (IRD) and
d State
S
Death
D h Taxes
T
 Living Wills and Healthcare Powers of Attorney
 Powers of Attorney/Standby Trustees
 Charitable Bequests

Marc Carmichael, R&R Newkirk www.rrnewkirk.com
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What Lies Ahead?
 We may
y see major
j tax

reform (such as a flat
tax) as part of a “grand
bargain” in Congress –
taking effect in 2015
 More immediately,
P id t Ob
President
Obama iis
pushing to limit tax
savings from itemized
deductions to 28%
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What Might Tax Reform Look Like?

Planned Giving Round Table of Arizona Summer Forum
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New Legislation May
Challenge Charities, Donors

 “Flatter” tax,, with three

rates: 15%, 25% and 28%
 No tax breaks for long‐
term capital gains or
qualified dividends (a
28% top rate on
everything)
thi )
 Itemized deductions
eliminated or restricted

Marc Carmichael, R&R Newkirk www.rrnewkirk.com
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Strategies if Deductions are Cut Back
 “IRA rollover
ll
gifts”
ift ” that
th t satisfy
ti f required
i d minimum
i i

distributions…if law is preserved by Congress
 Gifts of appreciated securities avoid capital gains tax
 Charitable lead trusts that divert investment income to

charities, reducing 3.8% tax, Pease limitations, PEP
 Interest‐free loans (up to $250,000) that divert taxable
interest income to charities during term of the loan
 Favorably taxed income from gift annuities and CRTs
 Gifts by farmers of harvested grain avoid taxable
income and self‐employment tax
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“Nongrantor” Lead Trust
Lifetime trust: Assets
pass to heirs after
trust ends. No
income tax deduction,
but donor’s taxable
income reduced, plus
major gift tax savings.
savings
Net investment
income tax, PEP and
Pease savings in 2013
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Charitable Lead Trusts –
The Reverse of the CRT

Messages to Donor Advisers
 Complex plans such as

Donor/Family

Payout goes
to donoradvised fund,
which donor
uses for
annual giving

Marc Carmichael, R&R Newkirk www.rrnewkirk.com

charitable lead trusts
are generally arranged
at the suggestion of
professional advisers
 Adviser newsletters, e‐
mails,
il websites
b i and
d
seminars may be your
best bet for securing
charitable lead trusts
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Interest‐Free Loans to Charity
Repayable on Demand

Planned Giving Round Table of Arizona Summer Forum
6/12/2013

Loans Simplify Giving

 $250,000 maximum

 Donors lend sufficient funds to generate their

loan per charity
 No adverse tax
consequences to
donor or charities
 Should have some
“
“non‐tax”
”
motivations
 Market: Retirees

annual gifts to charity
 Loan agreement or Will states that loan will be
forgiven at death – avoiding probate and creating
an endowment fund
 Loan is repayable upon a “rainy day”
 Donors incidentally save income taxes and
transfer taxes

Temporary Reg. Sec. 1.7872-5T

Marc Carmichael, R&R Newkirk www.rrnewkirk.com
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Loans Can Save Income Taxes
$50,000 CD

Strategies if Deductions are Cut Back
 Gifts of appreciated
pp
securities avoid capital
p
g
gains tax
 “IRA rollover gifts” that satisfy required minimum

distributions…if law is extended by Congress
 Charitable lead trusts that divert investment income to

$1,500 Interest
$1,500
Annual
Gifts
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charities, then pass assets to families
 Interest‐free loans (up to $250,000) that divert taxable
interest income to charities during term of the loan
 Favorably taxed income from gift annuities and CRTs
 Gifts by farmers of harvested grain avoid taxable
income and self‐employment tax
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Gift Annuities Offer Tax Savings
Gift of cash or securities

o Payments for one or two lives
o Large charitable deduction
o Partial tax‐free payments
o Reduced capital gains taxes for gifts of
securities
o Payouts can be deferred
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CGA Payouts 75‐85% Tax‐Free
 Many
y CGA donors don’t

itemize and can’t realize
full benefit from
charitable deductions
 But all CGA recipients
enjoy tax free payments
( t
(return
off principal
i i l
during life expectancy)
 “Exclusion Ratio” is 75%
to 85% when AFR is low
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Gifts of Harvested Crops
 Farmer delivers crops
p or a

Gift Annuity or CRT for Parent
 Son or daughter receives charitable deduction
 Investment income diverted to low bracket
 Income can continue for surviving donor’s life
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warehouse receipt to the
charity
 Charitable deduction is
virtually zero, but farmer
avoids all state and
federal income taxes and
self‐employment tax
 Saves more in taxes than
cashing out and writing a
check to charity
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Strategies if Deductions are Cut Back
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Questions???

 “IRA rollover g
gifts” that satisfyy required
q
minimum






distributions…if law is preserved by Congress
Gifts of appreciated securities avoid capital gains tax
Charitable lead trusts that divert investment income to
charities, then pass assets to families
Interest‐free loans (up to $250,000) that divert taxable
interest income to charities during term of the loan
Tax‐free payments from gift annuities and CRTs
Gifts by farmers of harvested grain avoid taxable
income and self‐employment tax

Marc Carmichael, R&R Newkirk www.rrnewkirk.com
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And in parting…
 “I have a confession
f
to

make. Half of what we
have taught you is in
error, and furthermore,
we cannot tell you which
half it is.”
– Sir William Osler,
Osler
founding professor at
Johns Hopkins Hospital,
addressing a graduating
medical class
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