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Is it Possible to Actually
Make a Profit, Giving it Away?

This question seems to be such an absolute contradiction of terms. Yet, this
idea is not new. The Bible, written thousands of years ago, makes the same
claim. Jesus said, “Give and it will be given to you. A good measure, pressed
down, shaken together and running over, will be poured into your lap. For
with the measure you use, it will be measured to you.” (Luke 6:38)

Since our country was founded upon biblical principles, it should not surprise
us to find out that our country maintains this financial principal through the
design of our tax laws. But how can you actually become wealthier by giving
away some of your wealth?

I will give you one example. Mr. Wilson, a senior executive with a major
Fortune 500 company, just retired. During his 33 years with the company, he
had exercised every one of his stock options and had accumulated over
$1,000,000 worth of company stock. Of course, his cost basis was minimal.

The stock was paying only about a 2.5% dividend, which was far below what
he could generate in a well-balanced investment portfolio. He also found his
portfolio far too heavy weighted in this one stock and realized that he needed
to diversify.

If he sold the stock, he would pay $310,000 in capital gains taxes.
Additionally, the remaining $690,000 would be included in his taxable estate,
and the IRS would “lop off” another $379,500 in estate taxes at the death of
the other spouse. Therefore, the Wilsons would have had only $690,000 to
work with while their parents were alive, and their children would have only
$310,500 to work with after their parents were both gone. The cost for trying
to keep it all for themselves and their family would exceed $689,000 of the
original $1 million. Quite a penalty for neglecting philanthropy, wouldn’t
you agree?

The Wilsons decided to transfer their stock into an Charitable Remainder Trust
(CRT). By doing so, they received a current charitable income tax deduction
that saved them almost $49,000 in income taxes that year. This was brand
new cash money in their pocket.
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Then they had the trust sell their stock, avoiding all capital gains taxes on the
sale. They then had an extra $310,000 to invest and to live off of for the rest
of their lives. In addition, they found themselves earning 300% more income
than the stock was paying.

With a small portion of the extra $1.2 million of life income they were now
receiving, they established an Asset Replacement Trust and funded it with
$100,000. At their deaths, their children would receive a full $1 million of
cash, free of income and estate tax.

Since these assets were in the CRT when they died, they were not included in
the Wilsons’ taxable estate, avoiding over $550,000 in estate taxes. The
cherry on top of this cake was that at the death of the last spouse the CRT
terminates and almost $1.5 million would be given away to the charities of the
Wilsons’ choice.

Because the Wilsons were willing to give something away, they actually ended
up substantially wealthier during their lifetimes ($1.6 million of life income
vs. $400,000 of life income). Their children ended up wealthier ($1 million
inheritance vs. $310,500 inheritance). Charity ended up wealthier (no
charitable gift vs. $1.5 million in charitable gifts) as well.

How do you think the Wilsons felt about this alternative? Do you think they
minded being philanthropic? Of course not, they thoroughly enjoyed making a
profit and then giving it away. Who wouldn’t?

Throughout this article you may find references to, and discussions of, various tax and legal matters as they relate to
estate planning. Although an effort has been made to assure the accuracy of those references and discussions, the
Lowenberg Wealth Management Group does not warrant that accuracy and is not liable for any errors or omissions. All
readers are strongly urged to recheck tax and legal questions with accountants and lawyers in their respective states.

Lowenberg Wealth Management Group (LWMG) is a Registered Investment Advisor in the state of Texas. As such LWMG
only provides investment advice to persons residing in states where it is properly registered, or excluded or exempted from
registration requirements.



