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1. Why you should know about Lifetime Legacies
In the US planned giving schemes are used to donate significant amounts to hospitals and hospices, higher education and cultural institutions, among other sectors. In essence they provide the donor with tax relief and regular income in their lifetime while guaranteeing  the recipient institution capital on the death of the donor (or the second death of a couple). A broad-based coalition of charities and umbrella organisations is advocating the introduction of a simple version of one of these special trust mechanisms – a charity remainder trust - in the UK - what we are calling an advance or “Lifetime Legacy”. 

2. How a lifetime legacy would work

a) What is proposed is that a donor (with whom almost certainly the beneficiary  has an excellent relationship) would make a commitment of a capital sum which the beneficiary would receive when they die.

b) When the donor makes that commitment the capital sum is placed in a trust for the future benefit of the charity. The discounted present value of the amount to be received in the future by the charity would be calculated on the basis of such factors as the age of the donor and the planned investment policy. (For example, a gift of £1,000,000 might be valued at £900,000)

This value would form the basis of a deduction against the donor’s taxable income. Ideally this tax credit should be able to be carried forward over future years.

(For example, 40% of £900k = £360k; over 6 years this would be £60k a year).

This would provide an incentive to make a capital gift using a lifetime legacy rather than leaving a legacy at death. This does not compare with an outright gift. It should be regarded as the equivalent of a legacy brought forward. 

c) The trust would pay income from the capital invested to the donor during his lifetime. This income would be fully liable to income tax. However, the trust itself should be exempted from any further income tax liability because any income accumulated within the trust and being added to the capital would pass to the designated charity. 

d) Gifts into the trust should qualify for Capital Gains Tax relief given that the donor (or, technically, trust “settlor”) will have irrevocably given away their entire interest in the capital value of the assets for charitable purposes. 
e) When the donor dies the capital sum goes to the recipient charity. 

f) To minimise the risk of abuse, and the cost of administration, it is proposed that only standardised forms are used, approved by the Inland Revenue and Charity Commission. In addition the recipient charity should be aware of the proposed gift so it can monitor arrangements, and it is recommended that the trustees should be charities or investment houses which could bring them under the supervision of the FSA.  

2. What kind of donors/levels of wealth might be attracted by this approach?
Looking at the websites of US institutions which encourage such giving you will see that the targets are often mass affluent rather than the massively wealthy. They may have a second home and a reasonable pension; they are enjoying retirement and the fact that their children are independent, although they may still have dependent parents and have to plan for their own old age. (And promising the second home to a charity on the death of the second partner, and obtaining tax relief at the time of the pledge, is also possible in the US.)

Lifetime Legacies are not primarily aimed at the very wealthy. Planned giving vehicles can be set up that allow families to give from as little as £5000 to a maximum of £2-3 million. 

So who might consider making such a gift? The better-off suburbs of any city in the UK are home to prosperous, professional families. These families have high incomes and assets that are often worth several million pounds.

The outgoings of such a family would be high; pension, life insurance, mortgage, possibly school or university-fees would ensure that much of their income would be accounted for and that levels of regular or spontaneous giving to charity would be relatively low.

Such families do not feel secure. They see themselves as vulnerable to changes in tax policy; their incomes are fully committed; they have high expectations for themselves and their families; they are concerned for the future prospects of their children and the provision of care for their old age.

Lifetime Legacies offer an opportunity to charities to develop strong relationships with families such as these and to help them realise that they have the potential to make transfers of assets to charities on a scale that they had never considered and on a scale that would have a significant impact on the beneficiary charity.

3. Why it is of interest to potential donors 
· tax benefits
· deals with issues of financial security
· income release/continuation
· relationship with recipient

4. Why it is advantageous to recipients 

· irrevocable commitment

· can borrow against the on-balance sheet commitment to build at today's costs

· can build up endowments

· relationship with donor 

Lifetime legacies are a good idea because 

i) they deal with people’s insecurity about giving away capital from which they (might) need the income

ii) they inherently encourage planning and a strategic approach to philanthropy which involves the family

iii) the beneficiary charity will (or should) manage the relationships in a way which strengthens the links between the donor and the institution and its leadership, possibly leading to further gifts, particularly if family members observe the pleasure felt by the donor

 

5. Who should be involved in promoting these? 
· specialists responsible for major donors within the fundraising organisation

· financial advisers

 

6. What can arts organisations can do to help make this happen?
· join the Lifetime Legacies coalition co-ordinated by the Charity Tax Group 

Contact:  Helen Donoghue:

Phone 020 7222 1265 or email helen.donoghue@centrallobby.com
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