








CLEVELAND FOUNDATION
Defining Your Legacy: How to Create and Implement a Charitable Plan

By Brenda Cummins
and Ginger Mlakar

An effective charitable
plan answers two key
questions: “what?” and
“how?”

First, it’s important to
identify “what” the im-
pact of your future gifts
will mean to your legacy
and which organizations
can best facilitate that
impact.

Defining your desired
impact and legacy may
require some additional reflection:

What ideals and values do you live by?

What organizations have you supported in
the past?

What change would you like to see in the
world?

Consider sitting down with a professional

advisor to talk through these questions. This
can lead to some important decisions about
where your estate dollars can make the most
impact.

Answering the questions above will not
only help direct your gifts but will clarify
the story of your life and how philanthropy
played an important role. If your parents or
grandparents were philanthropic, perhaps
they passed that down to you. Was there a
specific event or incident that occurred that
influenced your decisions to give back to
your community? Everyone’s story is differ-
ent, but each story has a unique way of mak-
ing a difference — both in the organizations
that your estate plans will support and in the
legacy that you pass down to your loved ones.

Once you’ve answered “what” legacy
and impact you want to create, you can start
thinking about “how.” This is the time to
engage your professional advisors, such as
estate and trust attorneys, financial advisors
and accountants as well as gift planning pro-

fessionals. Again, there are several questions
to consider:

* How much and through what vehicles do
you want to give during your life?

* How do you want to leave gifts for fam-
ily, friends, other individuals and your favor-
ite charities?

* How do you want your heirs to be in-
volved with your philanthropic gifts?

* What are tax-effective assets to pass to
your loved ones and charities?

* Are you comfortable giving a lump sum
directly to charities, or would you prefer
some oversight and perhaps to establish a
legacy in perpetuity?

With this information, your advisors can
help you strategize on the more technical
“how” questions:

* How much can I afford to give now?

* Which assets make the best charitable
gifts (from both tax and simplicity stand-
points)?

* Which charitable giving vehicles will

e

S

best accomplish my goals?

While this may seem like an intimidating
list of questions, a good team of advisors can
help make your planning simple, effective —
and even fun!

For more information about charitable giv-
ing strategies or help establishing your phil-
anthropic legacy, please contact the Cleve-
land Foundation at 216.685.2006.

Ginger Mlakar serves as in-house legal
counsel and manages the Foundation's legal
affairs. Additionally, she oversees the teams
that work with current donors, individuals,
business owners, and their professional ad-
visors to identify their charitable objectives
and implement simple to complex strategies
to accomplish their philanthropic goals.
Brenda Cummins joined the foundation in
2015 and works with donors and organiza-
tions to help them plan and achieve their
philanthropic objectives.
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Donor advised funds: A charitable vehicle — for backseat drivers

By Abbie Pappas

Donor Advised Funds
(DAFs) are an efficient,
low-cost charitable giv-
ing alternative to more

complicated  structures
such as private foun-
dations and charitable

trusts. DAFs have become tremendously
popular due to their breadth of applicability
—they are equally appropriate for donors giv-
ing modest amounts and donors giving mil-
lions of dollars.

A DAF is a separate fund that exists inside
a sponsoring organization, which itself is ei-
ther a public charity, or an entity established
as public charity by a financial services com-
pany to administer DAFs. For example, right
now, two of the most popular DAF sponsors
are Fidelity Charitable and the Schwab Char-
itable Fund, charities established by their
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for-profit corporate counterparts as DAF
sponsors. In the greater Cleveland area, large
public charities such as the Cleveland Foun-
dation and the Jewish Federation of Cleve-
land are also popular sponsors of DAFs,
sometimes allowing DAFs to be opened with
donations of as little as $100.

The Upside: Let the Sponsoring Organiza-
tion Handle It!

DAFs are widely appealing due to the ben-
efits provided by the sponsoring organiza-
tions. The sponsoring organizations manage
the DAF’s assets and relieve the donors of
administrative and recordkeeping responsi-
bilities. Large sponsoring organizations of-
ten allow donors to contribute a wide array
of cash and non-cash assets to a DAF, and
will assist donors in converting illiquid as-
sets before granting them to small charitable
beneficiaries. Logistically, sponsoring orga-
nizations often provide useful online portals,
from which donors can make grant requests

and access tax records.

Donor Beware... “Advised” Really Means
“Advised”

Under the Internal Revenue Code, a DAF is
a fund (1) which is separately identified by ref-
erence to contributions of a donor or donors; (2)
which is owned and controlled by a sponsor-
ing organization; and (3) with respect to which
the donor is allowed to offer advice regarding
distributions from, or investments in, the fund.

In other words, the donor may name the
fund after herself or her family, and the donor
may make suggestions regarding grants from
the DAF, but the DAF is ultimately owned
and controlled by the sponsoring organiza-
tion. Practically speaking, a sponsoring orga-
nization is unlikely to reject reasonable dona-
tion requests from the donor. But when push
comes to shove, the sponsoring organization
has the last word. In a recent case, a federal
court reminded donors who is ultimately in
charge of the DAF, by refusing to find the

Never stop planning for the future.

sponsoring organization liable for negligence
even though it had disposed of donated stock
in a manner that was overwhelmingly con-
trary to the wishes of its donors.

Despite these risks, DAFs are an extreme-
ly appealing option for charitably-inclined
clients due to their ease and accessibility. Ac-
cording to the National Philanthropic Trust,
with over $34 billion given by DAFs to qual-
ified charities in 2020, DAFs are the fastest-
growing charitable vehicle available today.

Abbie Pappas is an experienced estate plan-
ning, estate administration, and taxation at-
torney who works closely with clients to de-
velop and analyze estate plans appropriate to
their needs and objectives. She has experience
in both domestic and international tax and es-
tate planning, and provides counsel on the use
of wills and trusts, gift planning, lifetime and
post-mortem tax planning, living wills, powers
of attorney, and estate administration.

Give you and your family peace of mind with
Estate Planning

www.hwco.cpa
216-831-1200
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The SECURE Act & Proposed RMD Regulations

By Heather Welsh

Perhaps the most sig-
nificant provision of the
Setting Every Commu-
nity Up for Retirement
Enhancement (SECURE)
Act was the replacement
of “stretch” treatment for inherited retirement
assets passing to most non-spouse beneficiaries
with a new 10-year rule requiring full distribu-
tion of the account balance by the end of the
tenth year following the year of the account
owner’s passing. Most practitioners originally
assumed that beneficiaries had full flexibility
regarding amounts withdrawn from inherited
retirement accounts during the newly imposed
10-year distribution window. This offered plan-

ning opportunities to vary amounts withdrawn
based on beneficiaries’ individual circumstanc-
es. For example, if a beneficiary planned to
retire five years after inheriting the retirement
assets, perhaps no distributions would be taken
until after they stopped working. For Roth
IRAs, beneficiaries might have taken nothing
until the final year to maximize the time for tax-
free growth inside of the account.

Proposed Internal Revenue Service regu-
lations issued in February 2022 would sig-
nificantly curtail that flexibility for beneficia-
ries of inherited retirement assets when the
original account owner passed away on or
after their Required Beginning Date, which
increased from age 70.5 to age 72 under the
SECURE Act. In those circumstances, most

beneficiaries would need to take Required
Minimum Distributions (RMDs) begin-
ning by December 31 of the year following
the year the account owner dies. The RMD
would be based on the longer of the life ex-
pectancy of the decedent or the life expec-
tancy of the beneficiary. Older beneficiaries
would be required to fully distribute the in-
herited account by the year in which the ben-
eficiary’s life expectancy would be equal to
or less than one, thus potentially further com-
pressing the 10-year window. It is the age
at death of the original account owner that
would be considered when determining if
RMDs are required. For successor beneficia-
ries of inherited retirement assets, this could
create challenges in tracking down details for
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an account first inherited years ago prior to
passage of the SECURE Act.

While we await final regulations, benefi-
ciaries should be aware of the possibility of
needing to take RMDs from inherited retire-
ment assets for 2022 and beyond, as well as
the potentially missed 2021 RMD for benefi-
ciaries of 2020 decedents. One may choose
to wait for further clarification and be ready
to possibly take two years of distributions
quickly or proactively take the distributions
now, filing Form 5329 for 2021.

Heather Welsh, CFP®, AEP®, MSFS, is a
Vice President at Sequoia Financial Group
and the leader of their Wealth Planning De-

partment. Heather can be reached at hwelsh(@
sequoia-financial.com or (330)255-2124.
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Charitable legacy planning with life insurance

By Richard Tanner

Life insurance offers
unique tax benefits and the
ability to provide guaran-
tees not found in traditional
investments.  Combined
with traditional charitable
planning techniques, life insurance can be a suit-
able tool to enhance charitable giving results.
The purpose of this article is to explore the dan-
gers, opportunities and strengths of using life
insurance to enhance charitable giving.

Gift a current policy

For some families, old insurance policies
represent an opportunity to give an asset they
no longer need. For example, you may own a
policy purchased years ago to protect family in-
come but now you’re “self-insured” many times
over. The easiest method is to make a charity
the beneficiary of your policy. If you want a
current income tax deduction a policy may be
gifted directly helping a favorite charity build
their long-term endowment. However, for this
to work your charity needs to be able to accept
your policy so it’s important to understand their
gift acceptance policy. Since every policy is
unique and must be maintained for many years,
charities should evaluate gifts for sustainability
and suitability before accepting. While this may
feel uncomfortable, it makes sense when you
consider some policies are guaranteed and paid
up, while others may need additional payments
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and oversight. The good news is a robust policy
audit may uncover significant opportunities to
transform unnecessary and tax inefficient poli-
cies into gifts that magnify your family legacy.

Gift a new policy

If there isn’t a current policy to gift, acquir-
ing a new contract may be a consideration.

One advantage of this approach is control over
the type of policy selected and access to newer and
better pricing options. One disadvantage is medical
underwriting since not everyone can qualify. Other
limitations include financial underwriting param-
eters set by each insurance carrier. In most cases,
the amount of death benefit allowed is tied to donor
giving history, so the amount may be limited. For
example, a $10,000 annual donor may only qualify
for a multiple of 5 or 10 times that amount. Howev-
er, if an estate pledge is in place, a personally owned
insurance policy may be used to indemnify the es-
tate obligation which may provide greater flexibility
in making and insuring larger legacy gifts.

Combination Strategies

Capital gains by-pass trust
(1) plus insurance

Families with significant capital gains may
consider a charitable trust designed to eliminate
capital gains tax in favor of charity. These trusts
create current personal tax benefits and can pro-
vide retirement income if desired. Combined
with a wealth replacement trust funded with

1ssion to follow.
world to explore.

You have a legacy to build for future
generations. And at Fifth Third
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Private Bank, we’re here to help
write your story.

When you partner with us, we’ll
provide you with a dedicated, local
advisor, backed by a team of financial
professionals and digital solutions.

Together, we can achieve even more.
Let’s write your story.

53.com/privatebank

Contact Bill Caster, Fifth Third Private
Bank Managing Director, at 216-274-5421.

life insurance, this approach creates a compel-
ling charitable legacy upon death that doesn’t
erode the financial legacy left to your heirs. Un-
like gifting a policy to charity, this approach has
greater flexibility in financial underwriting since
the acquired policy benefits your heirs as op-
posed to being gifted to charity.

Deferred Inheritance trust

(2) plus insurance

Another idea is a charitable trust designed to
provide income to charity for a fixed period, after
which, the remainder goes estate tax-free to your
heirs. The idea is to divert income to charity from
an asset you no longer need and plan to transfer
to your heirs. Benefits include income to your fa-
vorite charity now when they need it most and the
ability to engage your heirs along the way. This
becomes a “pre-inheritance experience” help-
ing heirs become better stewards and fiduciaries.
They will be interested because at the end of the
trust term, the remainder goes directly to them.
This type of trust can also include life insurance
which can create tax benefits and safe leverage on
dollars transferred to your heirs.

Zero tax plan plus insurance

A final and powerful approach many families are
embracing today is the use of insurance to guarantee
and protect financial legacies to their heirs. This ap-
proach provides greater control and certainty over
your legacy decisions by shifting the risk to a well
rated insurance company. Instead of trying to man-

Taft/

age uncertain tax policy and market volatility, you
control exactly how much and when your heirs re-
ceive their financial legacy. Once an inheritance is
secured and insured, you can see how much of your
remaining wealth is needed to preserve lifestyle
with the balance now available for lifetime giving.
A zero-tax strategy funded with life insurance gives
you the confidence to accelerate your giving while
living while keeping an eye on how your charities
are managing your money. Charities love it because
they need the resources today and donors love it
because it allows them to make additional lifetime
gifts to heirs on an as needed basis.

Disclaimers

1. Charitable Remainder Trust

2. Charitable Lead Annuity Trust

The opinions voiced in this material are for
general information only and are not intended
to provide specific advice or recommenda-
tions for any individual. The tax consequences
of gifting insurance are complex so be sure to
consult a tax expert and work with an experi-
enced insurance advisor.

Securities offered through LPL Financial,

Member FINRA / SIPC. Ownership Advisors,
Inc. is a Registered Investment Advisor and
Member firm of M Financial Group. Owner-
ship Advisors, Inc. and M Financial Group are
not affiliates of LPL Financial.
As CEO and founder of Ownership Advisors,
Richard brings over 30 years of experience
in counseling successful families to navigate
through difficult life transitions.
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Helping Clients Solve ComplexiEstate

and Succession Planning Needs

The attorneys with Calfee, Halter & Griswold’s Estate and Succession Planning and Administration group can help you
make some of the most important decisions of your life. With deep knowledge and experience in finance and the law,
our professionals provide exceptional value to clients seeking:

e Sophisticated estate, gift and generation-skipping planning
* Comprehensive estate and trust administration

* Business succession planning

* Asset protection planning

e Complex probate and trust litigation

Calfee’s Estate and Succession Planning and Administration Attorneys

Joseph M. Mentrek, Practice Group Chair | Jaclyn M. Vary, Practice Group Vice Chair
Amy K. Friedmann | Stephanie M. Glavinos | Maureen T. Pavicic | Zachary J. Stackhouse

C A L F E E CALFEE.COM | 888.CALFEE1 | INFO@CALFEE.COM

©2022 Calfee, Halter & Griswold LLP. All Rights Reserved. 1405 East Sixth Street, Cleveland, OH 44114. ADVERTISING MATERIAL.
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Chairman, Board of Members & Senior Client Advisor Senior Consuftant Chief Financiaf Officer - Director of Operations Senior Director of Client Service

Grow Your

Family’s Future

Douglas McCreery | mMBa, jp Douglas J. Smorag | MBA, CPA/PFS
CEQ and Managing Member Chief Operating Officer

Ben E. Wallace | cpA Amy R. Lorius | cFpe Cynthia G. Resch Paul A. Bodnar
Director of investments Senior Client Service Director Chief investment Officer Senior Director of investments & Private Capital

Simplify your life and
give us a call today

Doug McCreery: 216-831-4149 | info@cmwealthadvisors.com ‘ X\[’)EIASIE.II;I:SI
2000 Auburn Drive, Suite 400, Beachwood, OH 44122

Your Family Office
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