Retirement Planning

IRA distributions to a CRT can provide
asset protection and retirement income.

By Robert Ahearn, JD, LL.M., CFP®, CLU®, ChFC®, CRPC®, CTEP®
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The Setting Every Community
Up for Retirement
Enhancement Act (SECURE
Act) that took effect in January

of 2022 was designed to prevent
older taxpayers from outliving
their assets by increasing access to
certain tax-advantaged accounts.
A consequential part of the
SECURE Act eliminated an estate
planning tool designed to stretch
individual retirement account (IRA)
payments over the lifetime of the
IRA beneficiary, replacing it with
the requirement of full distribution
of an IRA to its beneficiary (or
beneficiaries) within 10 years
following the year of the IRA owner's
death.

A noteworthy estate planning
technique has ariseninresponse
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to this new 10-year distribution
requirement that attempts to
recreate a "stretch IRA" by using a
charitable remainder trust (CRT).
Utilizing a CRT can lengthen (or
stretch) the time for payments to the
beneficiary and provides income tax
advantages also. The payment made
from the CRT (referred to generically
as the “payout”) is made instead

to the CRT lifetime beneficiary,
replacing the distribution that would
have been made from the IRA.

There are two basic types of CRTs:

* Acharitable remainder annuity
trust, or CRAT; and

¢ Acharitable remainder unitrust,
or CRUT.

Payments can be structured as either
a fixed percentage of the value of the

CRT assets at inception (an annuity
trust, or CRAT), or a fixed percentage
of the value of the CRT assets onan
annual basis (a unitrust, or CRUT). A
CRUT is the preferred type of trust
due toits innate flexibility regarding
both design and payout options.

IRA owners can fund a CRT by
distributing either their entire IRA
balance at one time or, alternatively,
over several years (not to exceed

10). ACRUT is preferred because it
allows the owner to make additional
contributions following the initial year
and the beneficiary is not required

to make withdrawals. While the

IRA distribution to fund a CRUT is
considered taxable income, the IRA
owner can offset a portion of the
income with a charitable income tax
deduction. The proceeds of the trust



can be used to pay income to the IRA
owner's beneficiaries.

The CRT beneficiary receives a
payout over his/her lifetime with the
remainder passing to a charity of the
original IRA owner's choice, including
a donor advised fund established by
the original IRA owner.

Payments made to the CRT lifetime
beneficiary are considered taxable
income, and furthermore, are
subject to the “tiering” rules set
forth at Internal Revenue Code
§664(b). These rules determine how
distributions to the beneficiary are
taxed since a CRT will often have a
mixture of various types of taxable
income.

For example, assume that a CRT has
investments that generate ordinary
income, capital gains, and tax-free
interestincome. The tieringrules

determine how the distribution
is taxed to the CRT's lifetime
beneficiary:

*  First, ordinary income;
e Then, income from capital gains;

Next, tax-free interest income;
and

» Last, any tax-free return of basis.

As an enhancement to this plan, two
basic strategies using life insurance
that can augment CRT assets are
available.

First, ifall IRA assets are subject to
tax, then IRA proceeds (typically,

a post-tax amount) can be used to
purchase a life insurance policy within
the CRT. Life insuranceinside ofa
CRT will boost the assets available

to a successor lifetime beneficiary
and/or the charitable remainder
beneficiary.

Second, payouts to the CRT's lifetime
beneficiary can be redirectedto a
wealth replacement trust (WRT),
which is merely another name for an
irrevocable life insurance trust. At
the death of the lifetime beneficiary,
the remainder of the CRT passes

to the charity namedin the CRT,

but since a life insurance policy

was funded with part of the CRT
distributions (typically, the post-tax
amount), the WRT has essentially
replaced assets contributed initially
to the CRT for the benefit of family
members. The life insurance policy
distributions will be income tax-free.

By designating a CRT as recipient
of IRA distributions, the SECURE
Act's 10-year payout can be altered
effectively for asset protection,
estate planning, retirement income,
and charitable planning purposes.

Robert Ahearn, JD, LL.M., CFP®, CLU®, ChFC®, CRPC®, CTEP®, has been with

The Nautilus Group since 2016, applying his substantial business, legal, and tax experience to
support Nautilus member agents with the development of advanced planning strategies for
their clients. As an estate and business planning attorney, Robert worked extensively with
high net worth individuals, closely held businesses, farmers and ranchers, private foundations,
and public charities. He earned a B.S. in Business Administration from the Boston University
School of Management, a J.D. from the Suffolk University Law School, and a LL.M. in Taxation
from the Boston University School of Law. Robert is a member of the state bars of Arizona,
California, and Massachusetts and the Estate Planning Council of North Texas. He holds
FINRA Series 7 and 66 licenses.

This materialincludes a discussion of one or more tax related topics. This tax related discussion was prepared to assist in the promotion or marketing

of the transactions or matters addressed in this material. It is not intended (and cannot be used by any taxpayer) for the purposes of avoiding any IRS
penalties that may be imposed upon the taxpayer. As aresult of the Tax Cuts and Jobs Act of 2017 (TCJA) the estate, gift, and generation skipping transfer
(GST) tax exemption amounts increased to approximately $11.18 million per person (approximately $22.36 million for amarried couple). For asset transfers
in excess of the applicable exemption amount and otherwise subject to such taxes, the highest applicable federal tax rate remains at 40%. While the
exemption amounts are indexed for inflation, current law provides for an automatic sunset of these increased exemption amounts after 2025. As aresult,
the exemption amounts available in 2026 and beyond could be reduced to a level provided under prior law ($5.49 million/single and $10.98 million/couple in
2017, indexed for inflation) absent further action by Congress. In addition, under different rates, rules and exemption amounts (if any), there may be state
and local estate, inheritance or gift taxes that apply in your circumstances. Securities are offered by Registered Representatives of NYLIFE Securities LLC,

Member FINRA/SIPC, a Licensed Insurance Agency. These materials are prepared by The Nautilus Group®, a service of New York Life Insurance Company,
and are made available to all Nautilus Group member agents, and, as a courtesy to select agents of New York Life Insurance Company. Nautilus, New York
Life Insurance Company, its employees or agents are not in the business of providing tax, legal or accounting advice. Individuals should consult with their own
tax, legal or accounting advisors before implementing any planning strategies. SMRU 5058324 Exp.9/30/2027



