
continued on page four

benefit donors
How Charitable Giving Can

Volume 21, Issue 6

P e r s o n a l  F i n a n c i a l  R e v i e w

K

how charitable giving can benefit donors

 elly and Bob regularly set  
 aside a small portion of their 
budget for charitable donations. In 
addition to feeling good about sup-
porting a number of worthy causes, 
they’ve been able to deduct the  
value of their charitable gifts from 
their Federal income tax return. Now, 
the couple thinks it is time to make 
a larger charitable contribution. 
Their intention is to donate some 
stock they purchased years ago for 
$1,000 that has since increased in 
value to $50,000. 

Before Kelly and Bob move ahead, 
they realize that there are a couple 
of issues that need to be resolved. 
For instance, Bob is reluctant to 
make the donation because, by 
doing so, he realizes their children 
will not reap the benefits of the 

stock. On the other hand, Kelly 
wants to make sure the donation 
is advantageous to both them and 
the charity. Upon careful review, 
the couple has come up with a plan 
that helps alleviate their concerns. 
Here’s a closer look.

The first step for the couple is to ad-
dress Bob’s concerns. They can do 
this by purchasing a life insurance 
policy in an amount that is equal 
to the value of the stock—that is, 
$50,000. Through the life insurance, 
they can help ensure that their chil-
dren ultimately receive a benefit 
that is generally commensurate with 
the value of the donated stock. They 
will increase their expenses because 
of the policy’s premiums, but, as 
you’ll soon see, donating the stock 
may actually help pay for the policy.

Next, the couple can address Kelly’s 
concern by donating the actual 
stock to the charity, rather than 
selling the stock and then donating 
the proceeds. There are two reasons 
for this decision. 

First, if they sold the stock, they’d 
realize a gain of $49,000 ($50,000 
- $1,000), that would, in turn, result 
in capital gains tax of $7,350 
($49,000 x 15%). Therefore, the 
couple’s donation would be reduced 
from $50,000 to $42,650, if they 
choose to pay the tax from the 
proceeds. Or, they would need to 
cover the tax with other funds. By 
donating the stock directly to the 
charity, any appreciation in the 
stock’s value is not taxed (either to 
the couple or to the charity). 
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it all adds up
Your Estate and Life Insurance:

i t can be fairly easy to underesti- 
 mate your net worth. After all, 
predicting the future value of your 
home and savings is merely hypo-
thetical. On the other hand, you 
can rely on the fixed amount of the 
death benefit provided by your 
life insurance policy. However, 
adding this often significant sum to 
your asset pool could expose your 
estate to the Federal estate tax.  

Many people assume that, because 
death benefit proceeds from a life 
insurance policy are generally not 
considered taxable income to the 
beneficiary, a life insurance policy 
is out of the reach of the Internal 
Revenue Service (IRS). However, 
when the policy’s death benefits 
are added to the appreciated value 
of your home and savings, the val-
ue of your estate may exceed the 
applicable exclusion amount. 

Although the unlimited marital 
deduction allows spouses to trans-
fer assets between one another free 
of estate taxes, nonspousal heirs 
face the possibility of seeing a life 
insurance policy bring an estate’s 
value above the scheduled exemp-
tion amount in the year of death, 
which would increase estate taxes. 
Fortunately, there are trusts that 
can exclude life insurance from  
an estate.

Credit-Shelter Trust
One strategy to remove a life insur-
ance policy from your estate is to 
use a type of bypass trust known 
as a credit-shelter trust. Essen-
tially, a trust is an arrangement 
whereby one person holds legal 
title to an asset and manages it for 
the benefit of another. 

For estate conservation purposes, a 
trust could be set up to maximize 

each spouse’s applicable exclusion 
amount, perhaps sheltering more 
assets from estate taxation than may 
be possible through the use of the 
unlimited marital deduction alone. 
At the death of one spouse, an 
amount equal to his or her applicable 
exclusion amount could pass to a 
trust to benefit the surviving spouse, 
with the remainder of the assets 
passing outright to him or her. Then, 
at the death of the surviving spouse, 
assets in the credit-shelter trust could 
be paid to the couple’s children—
without being subject to Federal 
estate taxes. Any assets outside the 
trust upon the surviving spouse’s 
death, and therefore potentially sub-
ject to the Federal estate tax, could 
be further sheltered by the surviv-
ing spouse’s applicable exclusion 
amount for that year.

The ILIT Option
When children are the beneficiaries 
of a life insurance policy and the 
owner wants to exempt the policy 

from the estate’s total worth, an  
irrevocable life insurance trust 
(ILIT) can be another approach. 
However, the term irrevocable 
means policy beneficiaries may not 
be changed and loans may not be 
paid out from the policy once put 
into the trust. Including a high- 
value life insurance policy into 
such a trust could help beneficiaries 
finance the purchase of a family 
business or pay estate taxes. It is 
important to note that funding an 
ILIT may result in gift taxes due. 

Depending on the type, trusts offer 
flexibility and may help to reduce 
or defer taxes on high-value assets 
such as a life insurance policy. In 
general, a trust can help ensure the 
policy’s benefits go directly to the 
intended beneficiary. Be sure to con-
sult with your tax and legal pro-
fessionals to help determine your 
overall estate planning  
strategies. 20/20
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day care program
Matching Your Needs to a 

o

home ownership
Evaluating the Cost of

 ne of the major concerns work- 
 ing parents face today is find- 
ing someone to care for their children 
while they’re at work. If you’re fortu- 
nate enough to have the built-in help 
of a grandparent or other family 
member, you’re in a better position 
than most. But what if that arrange-
ment turns out to be temporary? 
Without extended family to rely on, 
you may have to seriously consider 
your options for child care. 

At the pricey end of the scale is hiring 
a full-time housekeeper or nanny. In 
addition to salary, for in-home child 
care you’ll be required to pay half of 
the Social Security tax, unemploy- 
ment taxes, and contributions to 
workers compensation (required in 
some states). You may even be re- 
quired to provide health insurance 
and paid vacation. For most families, 
however, this option is too expensive.

At the lower end of the cost spectrum 
is family day care, which often takes 
the form of a neighborhood stay-at-
home parent who cares for several 
children in her home. Many families 
prefer their infants to be cared for in 
this type of environment.

In the middle of the price spectrum 
is the more formal network of day 

care centers, many of which are 
licensed at the state level. Formal 
daycare centers are generally more 
appropriate for toddlers and older 
children. So, with all of these  
options, how can you make an  
informed choice?

Accreditation is provided by the 
National Association for the Edu-
cation of Young Children (NAEYC), 
representing the “gold seal” in the 
industry. However, it pays to take 
the time and look beyond licensing 
and credentials. Here are some tips 
for selecting the best day care for 
your family:

Match a day care center to your 
priorities. Are you interested in  
an education-based center or a 
more creative or play-oriented  
environment?

Visit the center unannounced 
several times. Observe whether 
the children are happy, and if staff 
members interact well with them. 
Is the center safe and clean? Are the 
same staff onsite each time you visit? 

Look for maintenance, not nec-
essarily order. A facility should be 
well-maintained, but should also 
show signs of life. Remember,  

children like to explore their sur-
roundings. If the environment is 
too neat and orderly, perhaps it 
would be somewhat constricting.

Inquire about staff qualifications. 
Although training in early childhood 
education can be helpful, it may 
not be essential. It’s more important 
that training in safety and emer-
gency procedures be provided to 
staff on an ongoing basis.

When considering day care for your 
children, see what your employer 
has to offer. Many employers that 
provide flexible employee benefits 
will include a dependent care 
reimbursement account option 
whereby up to $5,000 of pretax sal-
ary can go into a special day care 
reimbursement account. If your 
employer doesn’t offer day care 
benefits, the company may have an 
information and referral service for 
the centers in your immediate area. 

It may be a good idea to talk with 
friends and neighbors who have 
been down the same road and may 
be able to offer helpful advice. By 
carefully looking at all your options 
for child care, you’ll be in the posi-
tion to make the best decision for 
your family’s needs. 20/20 

t he decision to rent or buy a  
 home is generally based on 
three factors: cost, investment, and 
personal preference. Initially, home 
ownership may be more expensive 
than renting, due to the upfront costs 
associated with buying a home, such 
as closing costs and a down payment. 
But in the long run, homeowners 
may build equity and save on taxes. 

Many homeowners qualify for tax 
savings by deducting mortgage 
interest and property taxes, which 
may represent considerable savings 
in regions where property taxes are 
high. On the other hand, renters 
miss out on these tax savings, but 
generally don’t pay for emergency 
repairs or general maintenance, 
which can be expensive for today’s 

homeowner. Renting also offers more 
flexibility for those who anticipate 
relocating for work or other reasons. 

Here are some calculations that 
may help you decide whether to buy 
or rent a home: 

1. Investigate the purchase price 
and financing terms for the type 
of house or condominium you 

continued on page four



The information contained in this newsletter is 
for general use and it is not intended to cover all 
aspects of a particular matter. While we believe all 
information to be reliable and accurate, it is im-
portant to remember individual situations may be 
entirely different. Therefore, information should 
be relied upon only when coordinated with pro-
fessional tax and financial advice. The publisher is 
not engaged in rendering legal, accounting, or 
financial advice. Neither the information pre-
sented nor any opinion expressed constitutes  
a representation by us or a solicitation of the 
purchase or sale of any securities. This news- 
letter is written and published by Liberty Pub- 
lishing, Inc., Beverly, MA, COPYRIGHT 2015.

The information contained in this  
newsletter is not written or intended as 
tax, legal, or financial advice and may 
not be relied on for purposes of avoiding 
any Federal tax penalties. Entities or per- 
sons distributing this information are 
not authorized to give tax or legal advice. 
Individuals are encouraged to seek  
advice from their own tax or legal counsel.
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Second, the income tax benefit gen-
erated by a deduction for a charita-
ble gift is based on the fair market 
value (FMV) of the gift and the 
couple’s Federal income tax bracket 
if the stock being donated is ap-
preciated, qualified, publicly traded 
stock (if not, the amount eligible for 
the charitable deduction is limited 
to the cost basis of the property 
donated). So, assuming the couple 
is in the 28% Federal income tax 
bracket, a gift of $50,000 would 
result in a decrease in their income 
taxes of $14,000 ($50,000 x 28%). 
On the other hand, a gift of  
$42,650 would only result in an 
$11,942 decrease in their taxes 
($42,650 x 28%). In effect, donating 

the appreciated stock outright pro-
duces a greater current year tax de-
duction and results in a greater tax 
savings than selling the stock and 
donating the proceeds after taxes.

Ultimately, the money saved from 
the tax deduction can be used to help 
offset the costs associated with the 
life insurance policy. The end result 
truly is a “win-win-win” situation. 
The charity wins because it receives 
the full value of the stock, Bob and 
Kelly win because they get a maxi-
mized charitable income tax deduc-
tion, and their children win because 
they eventually receive a life insur- 
ance death benefit that replaces some, 
or all, of the value of the stock.

Making the Most of It
If you would like to maximize the 
tax benefits of charitable giving, be 
sure to consult a qualified tax pro-
fessional. There are some limita-
tions on charitable giving based on 
the type of gift, the type of organi-
zation receiving the gift, and your 
adjusted gross income (AGI) for 
Federal income tax purposes. In 
addition, a charitable deduction is 
only available to taxpayers who 
itemize their deductions as opposed 
to taking a standard deduction. 
Nevertheless, the ability to receive 
an income tax deduction and pos-
sibly replace some of the donated 
wealth with life insurance makes 
charitable giving pay off for you 
and for the organizations you wish 
to support. 20/20

would like to purchase in your 
target location. Be sure to include 
the down payment, closing costs, 
and any points.

2. Estimate your gross monthly 
costs as a homeowner, includ-
ing utilities, maintenance, and 
repairs. If you are considering 
buying a condominium or town-
house, also factor in any appli-
cable association fees.

3. Calculate your net monthly 
outlay. This figure is computed 
by taking into consideration any 
tax savings you may receive by 
deducting mortgage interest and 
property taxes.

4. Project what the proceeds would 
be after selling the property in 
five, 10, or 20 years.

5. Calculate your total rent for the 
same period. 

6. Finally, compare the two sets of 
figures. What would your finan-
cial results be if you saved the 
money you would spend on a 
down payment, closing costs, 
and points (assuming a reason-
able growth rate)? What is the 
difference between your rent and 
the “net outlay” as a homeowner?

In addition, you may also need 
to determine all of the other non-
financial advantages that home or 
condominium ownership provides. 
Analyzing your short- and long-
term goals can help you decide 
whether renting or owning best 
suits your lifestyle and your finan-
cial situation. 20/20
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