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 or many individuals with  
 accumulated wealth, occa-
sional gifts to a favorite charity 
may satisfy their charitable incli-
nations. The added incentive of an 
often-substantial tax deduction, 
coupled with various estate plan-
ning benefits, can be the driving 
force behind such charitable gifts. 
However, for some individuals, 
philanthropy is a far more serious 
endeavor, often involving a succes-
sion of substantial gifts of at least 
$5 to $10 million, which may  
necessitate an amount of control 
and general oversight. In these 
situations, a private foundation 
can be an ideal venue for manag-
ing a large, ongoing charitable 
giving program.

The Basics
In its simplest form, a private 
foundation is a charitable, grant-
making organization that is pri-
vately funded and controlled. When 
properly arranged and operated, a 
private foundation can be an entity 
that is exempt from income taxes 
and which thereby permits tax  
deductions for those who donate  
to the foundation. 

Contributions to a private foun-
dation are deductible for gift and 
estate tax purposes. However, the 
income tax deduction for gifts to 
a private foundation is a bit more 
complex. Generally, the deduction 
is based on the fair market value of 
the gift (at the time it was given), 

and it is limited by the donor’s 
adjusted gross income (AGI). The 
charitable deduction is also limited 
(to 20%, 30%, or 50% of AGI) by the 
type of charitable organization that 
is ultimately receiving the gift from 
the private foundation and the type 
of gift being made. Gifts that are 
not cash or publicly traded securi-
ties, and that are valued at more 
than $5,000, need to adhere to 
specific rules to ensure that they are 
tax deductible.

In addition to offering the advan-
tages of a tax deduction (which 
is usually not exclusive to private 
foundations), private foundations 
may also offer an array of other 
benefits. Because a private  
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            AN EARLY RETIREMENT?
Are You Planning

A  s your 62nd birthday approach- 
  es, the dream of early retire-
ment may be a possibility. From that 
day on, you may qualify for Social 
Security retirement benefits. But as 
attractive as monthly checks may 
be, seriously consider your financial 
position to be sure you can afford 
to walk away from the nine-to-five 
routine. 

When reviewing your retirement 
income, incorporate accurate Social 
Security figures into your financial 
equation. Keep in mind that Social 
Security benefits paid at an early 
retirement age will be less than the 
benefits paid at full retirement age 
(65–67, depending on your date of 
birth). To estimate your Social Secu-
rity benefit amount, go to the Social 
Security Administration’s website 
at www.ssa.gov to use the agency’s 
online calculator.

Go Beyond Social Security
Beyond your Social Security benefits, 
however, are other major factors, 
such as your overall financial situ-
ation, prospects for future income, 
and satisfaction with your job. If 
early retirement seems a reasonable 
goal, determine how much income 
you can count on from savings 
to supplement your Social Secu-
rity benefits. Remember to include 
income from employer-sponsored 
retirement plans, such as 401(k)s, 
Individual Retirement Accounts 
(IRAs), or annuities.

Once you have determined your re-
tirement resources, add up your cur-
rent living expenses and calculate a 
rough estimate of how much income 
you may need during retirement. It 
is possible to live on less than your 
pre-retirement income, depending on 
your lifestyle. If you find that your 
retirement funds will be insufficient, 

explore the possibilities of selling 
your home, and moving to an area 
with a lower cost of living, or find-
ing part-time employment where 
compensation is within allowable 
Social Security limits to avoid bene-
fit reduction.

Other Considerations
Another critical point to consider 
is whether retiring from your job 
would leave you without life and 
health insurance or other nec-
essary benefits. You may want 
to investigate the cost of private 
health coverage until you reach 
the age that you will be eligible for 
Medicare. It is also important to 
prepare for medical costs in retire-
ment, including potential long-term 
care needs. Typically, many people 
underestimate the cost of long-term 
care and overestimate the fund-
ing that will be available through 
public programs and private health 
insurance. In reality, Medicare only 
covers short-term care. It may also 
cover some nursing home or assist-
ed living costs, but only for skilled 
care that is deemed medically neces-
sary for the duration of an illness, 
usually limited to 100 days follow-
ing a three-day hospital stay. 

Consequently, Medicaid has become 
the primary source of public funding 
for long-term care. But, because it 
is a government program designed 
to help those in financial need, 
individuals must “spend down” 
their personal assets and meet the 
Federal poverty guidelines before 
qualifying for assistance. 

However, Long-term care insur-
ance is an alternative that can help 
cover extended care expenses before 
you or a loved one become eligible 
for Medicaid. Policies vary, but in 
general, they provide a daily, set 

amount of coverage that can be used in 
a number of ways. This type of insur-
ance may help cover the expenses of 
nursing homes, assisted living facili-
ties, adult day health programs, and/
or at-home care. The cost of coverage 
is typically based on your age, current 
health status, and specific policy  
features, such as scope of coverage, 
levels of care, and duration of benefits.

Retirement Checklist
To begin preparation for retirement, 
read the following statements. If you 
have given careful consideration to  
the task, check it off. 

o	 I have completed an assessment  
 of my current financial situation,   
 including income, expenses, assets, 
 and liabilities.
o	 I have determined which of my  
 expenses may be lower after I retire  
 and which may be higher.
o	 I have determined how much I can 
 expect from Social Security, veterans 
 benefits, and pension plans.
o	 I have estimated how much I expect 
 to receive from interest on my  
 savings, real estate rentals, etc.
o	 I have reviewed my insurance  
 policies to ensure that they meet  
 my present and future needs.
o	 I have organized a strategy to  
 pay off my large bills and debt 
 before retirement.

Final Assessment
If you have any doubts about being 
able to make ends meet, working for 
a while longer may help improve your 
financial situation. If, however, income 
from savings, rents, royalties, or other 
non-employment sources, combined 
with Social Security benefits, is enough 
to meet your projected retirement 
expenses, you may want to focus on 
making your dream of an early retire-
ment a reality.  20/20    
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foundation is typically established 
to manage a long-term charitable 
gifting program, it may highlight the 
philanthropic presence and identity 
of the donor within the community 
or associate the donor with a  
particular charitable cause. It can 
also serve to create a family chari-
table legacy while at the same time 
protecting individual family mem-
bers from the pressures of other 
charitable appeals. Finally, a private 
foundation can serve as an appro-
priate mechanism for controlling 
distributions to charities, and it  
can determine which charities it  
will benefit.

The Technicalities
When a private foundation is  
established, two important ques-
tions need to be asked. First, what 
type of private foundation should 
the donor establish? And second, 
how should the private foundation 
be structured? There are generally 
three types of private foundations: 
nonoperating, operating, and 
company-sponsored. Each type  
of foundation has specific character-
istics that make it appropriate for  
a particular situation. Also, each 
type of foundation must adhere to  
a set of strict requirements and 
guidelines.

The most common type of founda-
tion is the nonoperating. Essentially, 
a donor or group of donors make 
contributions to the foundation, 
which in turn makes grants to a 
charity. In this case, the donor does 
not participate directly in any chari-
table work. There are several varia-
tions on this type of foundation. 

An operating foundation may have 
direct involvement in charitable 
causes (e.g., an inner-city youth cen-
ter) while retaining the tax benefits 

of a “private” foundation (in some 
respects, operating as a “public” 
charity does). To qualify as an op-
erating foundation, several require-
ments need to be met. 

A company-sponsored foundation 
is useful when the majority of 
contributions are from a for-profit 
corporate donor. Typically, the 
operation of this type of foundation 
is similar to that of a nonoperating 
foundation. It is usually managed 
by corporate officers, and it has 
the added benefit of allowing some 
contributions to accumulate over 
time. This can help the foundation 
make continual grants when  
corporate profits are low.

After careful thought is given to the 
type of foundation to be established, 
a decision about structure must be 
made. A foundation can be struc-
tured three ways; it can be a non-
profit corporation, a trust, or an 
unincorporated association.

A number of factors need to be 
considered to determine which 
structure is best. Generally, if the 

donor intends to keep the founda-
tion in existence permanently, a 
nonprofit corporation or a trust may 
be the better choice. But it is impor-
tant to consider a number of factors, 
including state and local laws gov-
erning private foundations, the type 
of foundation, the type of donor, 
the need or desire to make future 
changes or delegate responsibilities, 
and personal liability issues.

The Cost 
Creating and maintaining a private 
foundation is much more involved 
than using more traditional chari-
table-giving vehicles (e.g., a chari-
table remainder trust). Therefore, 
legal and accounting professionals 
who have experience with private 
foundations must play a significant 
role in such an endeavor. And it is 
important to know that expenses 
are likely to be substantial because 
of the complexity of foundations, 
the need for highly specialized legal 
and tax expertise, and the costs as-
sociated with design, set-up, man-
agement, and grant administration. 
Typically, a private foundation is 
only viable for individuals who in-
tend to make periodic gifts in excess 
of $5 million.

Certainly, the private foundation 
allows today’s philanthropist the 
opportunity to manage substantial 
charitable gifts and to actually be-
come involved in charitable work if 
he or she so chooses. It also affords 
the donor the opportunity to be rec-
ognized for charitable giving, while 
solidifying his or her philanthropic 
legacy. As with all advanced estate 
and tax planning, consult with your 
team of qualified legal, estate, and 
tax professionals to help ensure 
that you meet the goals and objec-
tives of all involved parties. 20/20             
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OF ESTATE PLANNING
The ABC’s

M any people share the  
 common misconception that 
estate planning is something only 
very affluent individuals should 
do before they die. However, es-
tate planning is important, even 
for those individuals of modest 
means. Planning for the disposi-
tion of one’s assets upon death 
can offer significant benefits to  
all parties involved.

The greatest benefit may lie in 
knowing that your wishes will be 
respected. Naming your heirs—
and relieving them of unneces-
sary costs and stress by carefully 
designating which assets they will 
receive—is preferable to having a 
court make such decisions for you.

The estate planning process not 
only includes designating your 
heirs, but it may also include 
establishing vehicles—such as 
trusts—to help protect your assets. 
This will help ensure your assets 
go to the people you care about, 
and can help minimize taxes. In 
the event of mental or physical 
incapacity, an estate plan can  
designate people to help care for 
you and your property through a 
durable power of attorney and  
a health care proxy. You may  
also want to include a living  
will among your estate planning 
documents, so your health care 
providers know your wishes  
regarding the possible use of  
life-sustaining measures in dire 
situations.

Put It in Writing
A will is the basis of any estate 
plan, whether it is simple or com-
plicated. In drawing up your will, 
consider using the services of a 
qualified attorney. Although you 
may think you can do it yourself, 

an estate planning 
professional has the 
experience to ask 
questions you may 
not have considered. 
For instance, would 
your elderly parents 
be able to manage an 
inheritance if they 
were to survive you? 
Would you want your 
children’s spouses in-
cluded in your estate? 
If your estate were 
affected by a divorce 
or the death of a child, 
how would you want those situa-
tions to affect the distribution of 
your assets?

Name Names
The first name to settle on is that 
of your executor. Next will be the 
beneficiary(ies) of your insurance 
policies. Beneficiaries, and con-
tingent beneficiaries, of assets in 
retirement accounts, such as pen-
sions, 401(k) plans, and Individual 
Retirement Accounts (IRAs), are 
kept on record with the retirement 
plan administrator, and these  
nominations take precedence over 
your will. Retirement assets pass 
directly to the beneficiaries, bypass-
ing probate court. If the estate  
of the deceased is named as the 
beneficiary of an insurance policy, 
the policy’s proceeds are included  
in the probate estate.

What about Estate Taxes?
Assets transferred to a spouse  
will not be subject to estate taxes, 
regardless of value. However,  
transfers to other beneficiaries,  
such as children, may be subject  
to estate tax if they are in excess 
of the applicable exclusion amount 

($5.45 million in 2016 and 5.49 
million in 2017).

Certain advanced planning tools 
can be used to fund the payment of 
estate taxes, such as life insurance 
and trusts. For high value estates,  
a gifting program is often used 
to reduce the value of the estate, 
thereby minimizing taxes. For spe-
cific guidance, consult your quali-
fied tax and legal professionals.

Regardless of your net worth, there 
are a number of reasons why you 
should consider an estate plan. 
Take steps now to help ensure your 
wishes will be followed and that 
provisions will be made for your 
dependents and loved ones. 20/20    
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