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Adieu, Annus Horribilis; Bienvenue, Annus Horribilis?
This is the time of year for contemplation of things past and expectation
of things to come. Offering a pithy summary of the current state of play is
especially challenging this year, as markets, economies, and the societies in
which they operate have provided a remarkable study in contrasts.
Against the backdrop of a growing — and perhaps slowing — global
economy, market returns were almost uniformly negative in 2018 (see Exhibit
A on page 3). Developed market equities, whether domestic or international,
posted declines for much of the year. In the United States, fixed income
securities offered a limited safe harbor from the decline in equity prices.
Similarly, commodities offered no safe haven from volatility as precious
metals and energy failed to deliver any material aid in generating a positive
return. Indeed, with inflation rising, gold failed to offer any protection or
diversification.
Political discord and the attendant volatility in policy has started to exert itself
as tariffs have begun to impact businesses. For the most part, investors have
remained unperturbed by global policy discord, but that is likely to change.
As the business cycle ages, it becomes more important to have strong
consumer and business confidence to serve as a buffer against the structural
weakness that inevitably emerges. Enduring and unresolved geo-economic
and geopolitical conflicts will eventually take their toll on the confidence of
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businesses to invest and consumers to spend. A dent in consumer and business confidence has started to emerge
which, along with a recently formed inverted yield curve, hints that a sea change is developing.
If past is prologue, these developments indicate that a change in the business cycle is not imminent. It suggests that
the margin of safety in which the economy is operating — and which the market enjoys — is shrinking. Measures of
policy resolution and stability would go a long way toward staving off the inevitable turn in the business cycle.
What follows is our take on the last year and what may lie ahead. It has been a rich and varied year in markets. Our
forecast is for more of the same.
U.S. equities finished the year in negative territory, with 2018 proving to be a challenging year all around. Most major
markets entered into a correction during the past 12 months, as political turmoil, trade strife, and rising interest rates
created headwinds across global equity and fixed income markets. Major commodities, from oil to metals, also slumped
during the year, while decelerating home sales and a wave of retail bankruptcies revealed cracks in both residential and
commercial real estate markets. Even Bitcoin, the avatar of all things digital, entered into a bear market, finally putting
to rest the misconception that cryptocurrencies would one day replace gold as the prevailing safe haven during market
turmoil.
In hindsight, 2018 was a year of contradictions. The U.S. economy continued to fire on all cylinders, which gave the
Federal Reserve the confidence to continue lifting interest rates under its program of policy normalization. Corporate
profit growth, turbocharged by the Tax Cuts and Jobs Act passed in late 2017, reached levels typically associated with
the early stages of economic recovery and proved critical in keeping the U.S. markets on track, even as material threats
emerged.
To be sure, several key catalysts should instill a modicum of confidence for 2019, from continued economic growth to
equity valuations that remain reasonable due to this year’s strong profit growth. The focus over the next 12 months
should start to pivot to more exotic concerns in the realm of “known” unknowns, including business confidence and
the trade war’s toxicity on global profit and economic growth. Additionally, investors are digesting a rapidly increasing
stockpile of government debt issued to fund ballooning deficits, which makes for a fine bout of existential angst with
which to contend.

The Current State of Play
The Economy Will Not Slip Into a Recession in 2019
The macroeconomic backdrop has been as favorable as any environment since the current market expansion took
hold in 2009. Economic activity in the manufacturing and services sectors, for instance, saw uninterrupted growth
throughout 2018, while the unemployment rate declined to 3.7% as of November 2018, matching 49-year lows.
As a result, both consumer and business sentiment readings reflect an optimism (Exhibit B) that has further fueled
retail sales growth and capital investment. In fact, just about every other leading indicator — including the latest GDP
readings — points to ongoing economic strength to start the year.
Interest Rate Hikes Are Nearing an End
It appears as though the Federal Reserve is close to proclaiming “Mission Accomplished” with its policy normalization
efforts. With inflation operating durably above 2%, the central bank can contemplate winding down its short-term interest
rate hikes. However, the Fed will continue to pursue balance sheet shrinkage through runoff of maturing government
bonds and agency debt in an effort to normalize its balance sheet. Indeed, central bankers have softened the language of
how they are thinking about future policy. Two more quarter-point rate hikes are our base case for 2019.
This is not to say that rising rates have not already occasioned certain knock-on effects. The strong U.S. dollar, driven
in part by monetary policy, has softened tariffs’ impact on U.S. imports. At the same time, it has created headwinds for
commodities and emerging market stocks, particularly for shares of companies with dollar-denominated debt. Emerging
market equities, as a result, were among last year’s worst performing categories.
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Exhibit A: Total Returns by Asset Class
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Exhibit B: Consumer and Business Optimism
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Source: Bloomberg, Fiduciary Trust Company. NFIB Small Business Optimism Index, Conference Board Consumer
Confidence SA Index.. Data as of December 12, 2018.

Exhibit C: Treasury Yield Spread
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Closer to home, though, investors have been intently focused on the flattening
yield curve. The spread between the two- and 10-year Treasury notes exceeded
50 basis points when the year began. By mid-December, however, the spread
had narrowed to as low as 11 basis points. Perhaps more concerning: the yield on
two-year Treasury notes eclipsed the yield on five-year notes in early December,
representing the first time since 2007 that that part of the yield curve had been
inverted (Exhibit C).

Investors should
acknowledge
the likelihood
that recent
market volatility
will become
increasingly normal
as part of the
aging business
and market cycle

Video:
View our market outlook
webcast at:
fidtrustco.com/market-outlook
(available mid-January 2019)

We have previously noted that a flattening yield curve raises concerns that the
economy is slowing. An inverted yield curve, however, is far more ominous. It would
be even more alarming if the spread between the two- and 10-year notes turned
negative, a precedent that has accompanied every recession since the mid-1970s.
Brace For an Earnings Reset
A recurring source of optimism throughout 2018 has been the strength of corporate
earnings growth. Analysts project that the fourth-quarter reporting season (in which
the bulk of S&P 500 companies will report year-end results in January and February)
will result in quarterly profit growth in excess of 13%.1 Barring any material
downward revisions of expectations or notable surprises when companies report,
this would mark the fifth straight quarter of double-digit earnings growth.
As expected, the tax cuts provided a shot in the arm in 2018. That’s the good
news. The challenge confronting investors in 2019 is the high bar that will make
year-over-year earnings-growth comparisons difficult as companies begin to lap
their robust 2018 performance. The consensus expectation is for annual earnings
growth to decelerate considerably next year. Current projections, according to
FactSet, are for a 9% increase in S&P 500 profits, while we expect that the reality
will be closer to 6% to 7%.
These numbers represent the best-case scenario, so investors will once again
have to acclimate to a more normalized delta when assessing earnings growth.
Perhaps the biggest risk to earnings in 2019 will be impact of a strong U.S. dollar,
which will weigh on profit growth if it does not moderate over the next 12 months.
Indeed, roughly 37% of sales generated among S&P 500 companies stem from
non-domestic sources.2 While the case for domestic equities remains cautiously
optimistic, particularly as valuations have become more attractive, investors should
acknowledge the likelihood that recent market volatility will become increasingly
normal as part of the aging business and market cycle.

The “Known” Unknowns
Many attribute the second half of 2018’s market weakness to the length of the
current expansion: In August, the present bull market became the longest ever on
record. However, the market’s volatility, which only became more pronounced as
2018 came to a close, has little to do with the life of the market cycle. It reflects
the recognition of new threats, even if financial experts have not yet grasped the
extent to which certain developments will impact the economy or future earnings.
Moreover, the markets hitherto have done a remarkable job tuning out much of the
noise that would otherwise instill fear in investors. There is, however, a growing case
to be made that 2019 could be the year in which markets become less tolerant of
geo-economic and geopolitical pressures that wend their way to corporate income
statements, such as Brexit, trade wars, and stressed Sino-American relations.
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The Trade War Begins to Have an Impact
In some cases, public posturing among foreign leaders regarding trade has amounted to little more than saber rattling.
This seemed to be true in the case of NAFTA, which was rebranded as the U.S.-Mexico-Canada Agreement in October.
Through the revised agreement, for instance, U.S. farmers will gain more access to the Canadian dairy market, while
certain labor provisions will dictate a minimum wage for a fixed percentage of auto parts produced in Mexico, Canada
or the U.S. By and large, however, most observers view the deal as amounting to NAFTA 2.0 rather than representing a
significant departure from the previous trade agreement. The negotiations between the U.S. and China, however, appear
more consequential, if not interminable.
While trade talks did not begin in earnest until July, the Administration’s decision in January to impose tariffs on imports
of washing machines and solar cells set a tone that has reverberated throughout much of the year. In March, the U.S.
tariffs were extended to steel and aluminum, and from there progressed to levies on more than $250 billion worth
of Chinese goods, covering everything from technology and clothing to cosmetics and food. Beijing, to be expected,
responded in kind, and the trade spat seemed to hit a climax in December when the U.S. sought to extradite an
executive from China’s Huawei Technologies Co. for doing business with Iran.
Beyond the soap opera that seems to play out on social media, the trade dispute’s impact has been somewhat mitigated
up until now by the strong dollar and, to American officials’ chagrin, a weak Yuan. However, the Fed’s most recent beige
book suggests that troubling pressures are starting to affect input costs, which could soon dent corporate profits, and
that supply-chain gaps that could stall production are beginning to form. There are also signs that companies accelerated
certain purchases to hedge against higher tariffs set to take effect in 2019, which may have pulled forward consumption
into 2018 and could negatively affect 2019. The net effect is to fog the business landscape.
How the trade dispute will ultimately play out over the next 12 months remains to be seen. Investors have already taken
note of the impact on discrete segments of the market (such as soybean farmers or equipment manufacturers). They
have also noted the actions taken by select names, including General Motors and Harley Davidson, designed to counter
the tariffs’ impact on their businesses. The bottom line is that trade wars are exercises in mutually assured injury. In the
short term, no one wins and losers abound.
The National Debt Becomes a Front-Burner Issue
The U.S. economy’s strength in a year in which most other developed markets experienced a pause provided
Washington with a modicum of leverage in exerting its will. The current question facing Wall Street and Washington
is “what will ultimately be the catalyst that slows domestic growth?” A budget deficit exceeding $1 trillion annually is
becoming a target of scrutiny. This came into sharp relief when the Treasury Department released a new third quarter
estimate outlining plans for $1.34 trillion in new debt to help pay for the latest budget and the 2017 tax legislation.
Economists are now considering the longer-term impact of annual interest payments that could exceed $900 billion
annually, or 13% of the total federal budget, in ten years. Putting this into context: total Medicaid spending in 2017
amounted to approximately $577 billion.
It remains to be seen how this will play out in the years ahead, but it puts into doubt the potential for material fiscal
stimulus, such as an infrastructure plan or additional tax cuts, in the event the economy encounters a rough patch.
Given the lack of strategic thinking on what represents a healthy mix between government spending and taxes that
support that spending, America’s debt problem will ultimately be resolved through crisis. Historians will see this as a
sad and familiar path to resolution. However, this will be a most unpleasant epiphany for a society used to reservecurrency status.
Early Stages of a Recession in Real Estate? Possibly
While the broader public may be less attuned to the trade war or even the growing national debt burden, a trend that
has caught the attention of Main Street is the weakness experienced in certain pockets of the real estate market. While
the current slump has not necessarily hit critical mass and has largely been confined to specific markets such as Dallas,
Seattle, the broader New York tri-state area, and California, consumers are more sensitive to this area of the economy
given the last housing crisis’s cascading impact.
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To be sure, the real estate landscape today bears little resemblance to the market that
a decade ago initiated a large-scale market crash. For instance, household mortgage
debt fell below 65% of total household debt in the third quarter, representing a 30year low, while the number of “underwater” mortgages fell below 5%.

Our portfolio
positioning has
increasingly taken a
late-cycle posture

Still, the most recent National Association of Realtors data documents that pending
home sales have fallen year over year for 10 straight months. Furthermore,
commercial real estate asset prices have now eclipsed pre-crisis valuations thanks
to the cheap debt and alternative lenders who stepped in to fill the void left by
the banks ten years ago. The commercial real estate market was also an area that
Janet Yellen had been focused on prior to leaving her Fed post in February. Ms.
Yellen never used the word bubble, but she did articulate concerns about how
high valuations had climbed. While a real estate downturn is unlikely to cause the
same impact experienced in 2008, it would certainly have an indirect effect on the
strength of the consumer or, potentially, the lending institutions active in the space
and the broader capital markets.

Portfolio Implications
Our portfolio positioning has increasingly taken a late-cycle posture. Despite strong
earnings growth and the attendant reset of valuations, we did not increase our
exposure to domestic equities, especially when the market vaulted higher during
the third quarter. We have been equally reticent to run to international equities or
the emerging markets as a strong dollar, driven by higher interest rates, makes it
harder to realize gains in those markets. Similarly, we have reset exposures that
represented style tilts such as value or growth back to a more sustainable core
foundation.
On the fixed income front, we have recommended that investors shorten fixed
income duration, which reduces fixed income sensitivity to interest rate increases.
We have also recommended eliminating high-yield loan and bond exposures that,
until late in 2018, sported very rich valuations. These areas are also exposed to
increasingly softer credit protections.
On the commodity front, we eliminated our precious metal exposure, which had
been principally expressed through gold. As interest rates have risen and a positive
inflation-adjusted interest rate emerged, the yellow metal’s allure has dimmed
considerably. Gold’s attractiveness, which involves a cost of ownership or “negative
cost of carry,” pales in comparison to short-term interest rates on the order of 2%.
Finally, we have recommended that clients carry higher levels of cash to act as the
ultimate buffer to volatility. Now that cash has a yield, its attractiveness is hard to
overstate as it is completely and perfectly uncorrelated to other asset classes, and
clients are no longer forced to own risky assets for a modicum of return on their
capital.

Summing It All Up
Two years ago, the catchphrase on Wall Street was that we were in the midst of
a TINA market, an acronym that suggested “there is no alternative” to equities for
investors seeking a return on their capital. A version of this ethos held that the best
strategy to capture a return was to merely identify areas of momentum and then
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ride the growth until it petered out. Some might say this was how the FANG stocks — Facebook, Amazon, Netflix, and
Google (Alphabet) — enjoyed spectacular rises. Success in markets in 2019 will be too nuanced to lend itself to a
snappy acronym that reduces a successful approach to four letters or fewer.
All market pivots present opportunities and the environment ahead favors research and analysis, processes that
disqualify behavioral biases, and access to top managers. It rewards a long-term mindset that sees through near-term
volatility to identify secular trends offering long-term growth. Therefore, while threats remain and may become more
pronounced as economic growth slows, we remain confident that opportunities are available for those who remain
attentive to risks and can spot mispricing opportunities as the market finds its bearings. ■
Exhibit D: Fiduciary Trust Asset Class Perspectives
Asset Class

Attractiveness
Less Neutral More
Trending

Equities

U.S. Large & Mid Cap

Fixed Income
Alternatives
Cash

£

U.S. Small Cap
International Developed
Emerging Markets

£

£
£

£

Key Thoughts
Lower earnings growth, driven by higher input costs, trade conflict
impacts, and a higher dollar, limits returns & multiple expansion. Expect
single-digit ’19 gains
Earnings growth expected to remain robust which should help
drive a rebound in share prices of this domestically-focused
market sector
Relatively attractive valuations and decent economic footing should
attract capital in 2019
Appealing long-term prospects; weak 2018 performance sets the stage
for a potential 2019 recovery if the dollar stabilizes at current levels. A
modicum of earnings growth with a historically normal multiple should
help lift returns

£

Corporate Investment Grade yield spreads over Treasurys are rising,
making Corporates within this sector increasingly attractive.

U.S. Investment Grade

£

U.S. Inflation Indexed

£

Tight labor markets and increased fiscal stimulus heightens the
potential for higher inflation

£

Market appears to be recognizing poorly underwritten credits and
higher refinancing costs, with the yield spreads between high-yield
and investment-grade debt rising. Opportunities are likely to
present themselves later in the year if “hung financings” develop

U.S. High Yield

£

International

£

Gold

£

Hedge Funds

£

Cash

£

Currency translation should hinder returns; rising interest rates in
the U.S. make international fixed income less attractive; emerging
market debt a locus of particular concerns given asset-liability
mismatch
Rising interest rates imposes a cost on the metal trumping its
historic use as a crisis asset. Better use of capital elsewhere for
asset protection and returns

£

Overall asset class has disappointed these past few years; correlations to
equities higher than forecasted; talent pool of managers is limited

£

Uncorrelated asset with almost no volatility; additional “ballast” offering
amid rising rates

Note: Updated January 2, 2019 and subject to change. Grey circles indicate Oct. 1, 2018 attractiveness ratings (if different). Arrows indicate direction of change.
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Maximizing the Impact of Philanthropy:
A Comparison of Giving Vehicles
Improving the world through charitable giving is an important
priority for many individuals. More than a third of high-net-worth
individuals entering their 50s cited helping others as a primary
concern regarding their wealth.1 Because maximizing the impact
of philanthropic giving is typically a top priority, donors should
understand the various structures available for making their gifts to
determine which best meet their objectives.
When choosing a charitable giving vehicle, some key factors a donor should
consider are:
• Charitable tax deduction level
• Ongoing control
• Flexibility
• Setup and operating costs (cash and time)
• Income stream to donor or others
• Other features: anonymity, engagement of family members

Todd H. Eckler
Executive Director
Fiduciary Trust Charitable

See “The New Tax Law: Wealth
Planning Considerations” for
more information on charitable
deductions and limitations:
fidtrustco.com/new-tax-law
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The relative importance to the donor of these characteristics will enable the donor to
determine which giving approach is the best fit for the donor’s philanthropic goals.
The approaches and vehicles used for charitable giving can be divided into three
broad categories:

Direct
• Description: The donor makes gifts of cash, securities or other assets directly to a
charity.
• Giving approach: Direct Gifting

Conduit
• Description: The donor makes a gift to a charitable giving entity; over time, the
entity distributes the assets to one or more charities.
• Giving approaches: Donor-Advised Funds, Private Foundations

Split-interest

DAFs provide
an option that
has become
distinguished for
its flexibility and
convenience

• Description: The donor makes a gift of assets; the donor or the donor’s
beneficiaries receive an income stream, and then one or more charities receives a
remainder amount (or vice versa).
• Giving Approaches: Charitable Gift Annuities, Charitable Remainder Trusts,
Charitable Lead Trusts

Direct Gifts
The simplest way to give is by making a direct contribution of cash, property, or
other assets—including appreciated securities—to a charity. The clear benefit of a
direct gift lies in its simplicity. Direct gifts also are tax-efficient because the donor
generally is eligible for an income tax charitable deduction, and generally will not
recognize embedded capital gains on appreciated assets.
One currently popular form of direct gifting is a qualified charitable distribution
(QCD) made from an individual retirement account (IRA). While IRAs were not
created for charitable gifting purposes, individuals over 70 ½ may donate up to
$100,000 per year from their IRAs directly to IRS-qualified public charities.
No income tax charitable deduction is available for this gift, but the distribution
does count towards the donor’s required minimum distribution for the year and also
is not included in the donor’s income. QCDs must be made to public charities (not
to private non-operating foundations) and cannot be made to donor-advised funds.
However, a donor-advised fund can be a beneficiary of an IRA, payable at the IRAholder’s death.

Learn More:
Charitable gift bunching
insights:
fidtrustco.com/gift-bunching
Information on our donoradvised fund program:
fidtrustco.com/donor-advisedfunds
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Conduit Gifts
Donor-Advised Funds
For donors seeking a cost-effective and tax-efficient way to benefit charities,
donor-advised funds (DAFs) provide an option that has become distinguished for
its flexibility and convenience. Reflecting their attractiveness, contributions to DAFs
in recent years have expanded at three times the rate of the expansion of total
charitable giving.2

Gifting to a private
foundation is not
as tax efficient as
gifting to a DAF
or another public
charity

A DAF is a separately identified fund, comprised of donor contributions, maintained
and operated by a sponsoring organization that is a 501(c)(3) public charity (such
as Fiduciary Trust Charitable). The sponsoring organization has legal control over
the donated assets, but the donor or others retain advisory privileges to the fund.
Such advisors make recommendations regarding the distribution of the funds and
may have a voice regarding the investment of assets in the account.

Gift of Assets

Donor

Learn More:
Information on our services
for foundations:
fidtrustco.com/for-nonprofits

Income tax
deduction

DonorAdvised
Fund

Grants over time

A primary advantage of gifting to a DAF is the immediacy of the tax deduction
combined with the flexibility of recommending charitable grants over time. Given
that DAF-sponsoring organizations are public charities, contributions to DAFs are
eligible for maximum charitable tax deductions. The types of assets that can be
contributed to DAFs range from cash and publicly-traded securities to restricted
stock, real estate, tangible personal property, and other illiquid assets, depending
on the sponsoring organization’s guidelines. DAFs are appropriate for donors with
smaller balances to devote to charitable causes, but can also be attractive for large
gifts, including multi-year gifts made with a “bunching” technique. In fact, there are
individual DAFs holding well in excess of $100 million in assets.
Some restrictions do apply to DAF distributions, however. For example, under IRS
rules, DAFs may not distribute to individuals or provide a “more than incidental
benefit” to the donor. Most DAF-sponsoring organizations require that any grantee
organization be a 501(c)(3) organization classified as a public charity and,
therefore, do not permit grants to private foundations. There are no IRS-imposed
requirements for the timing and amount of DAF distributions. DAF-sponsoring
organizations, however, may have their own distribution rules, such as requiring at
least one distribution every two years, or a minimum distribution amount per grant.
DAFs can provide a simple way to involve multiple generations in philanthropy.
Younger children can be included in discussions regarding grant recommendations
and adult children can be named as advisors or successor advisors to the fund.
Because DAFs are not tied to specific grantee charities, as a family’s philanthropic
vision changes and matures, the family can revise its grant recommendations
accordingly. DAFs also can be used to make anonymous donations to charities,
which can be beneficial to both family and individual donors.
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Private Foundations
While DAFs are among the fastest-growing giving vehicles, private foundations
remain one of the most popular, particularly for high-net-worth individuals
seeking to exert influence in a particular cause or to create a philanthropic family
legacy. Giving by foundations accounts for approximately 15% of all charitable
contributions, and represents the largest source of charitable dollars outside of
direct gifts from individuals.3
Private foundations are separate legal entities, formed as trusts or corporations,
which receive their funding from a single donor or a small number of donors
instead of the general public. A primary appeal of creating a foundation is the
level of control the founder can maintain over the entity. The founder can ensure
that his or her specific vision is built into the foundation’s organizational structure
and can retain decision-making authority over the foundation’s activities, including
investments and grants. The donor can serve as trustee, for example, or can
designate the members of the foundation’s governing body.

Gift of assets

Private
Foundation
Donor

Income tax
deduction

Grants over time
Other
Charitable
Purposes

Donors also like the flexibility of foundations. Foundations can operate as grantmaking entities or can engage in their own charitable activities. These giving
programs and activities can be modified over time to reflect the founder and the
founder’s family’s changing charitable interests. Foundations also can engage in
mission or impact investing and program-related investments. Private foundations
are a useful vehicle for family philanthropy. Foundations can continue for many
generations and younger family members can be trained in philanthropy and
investment management by serving in roles in the foundation’s operations.
Gifting to a private foundation is not as tax efficient as gifting to a DAF or another
public charity. Contributions of cash to a private foundation are subject to an
income tax charitable deduction limitation of 30% of adjusted gross income (AGI),
and gifts of securities held for more than one year or other capital gain assets are
subject to a limitation of 20% of AGI. Such gifts to DAFs, on the other hand, are
subject to limits of 60% and 30% of AGI, respectively. In addition, appreciated,
non-publicly traded assets held over one year that are donated to a DAF will receive
a deduction at fair market value, but the deduction allowed for such assets donated
to a private foundation will be limited to the donor’s basis.
Private foundations are fairly complex gifting vehicles requiring donors to seek
assistance from attorneys, accountants, and other professionals at both the setup stage and during operation. Foundations are subject to special oversight rules,
including a general requirement to pay out at least 5% of assets each year for
charitable grants or activities, a net investment tax of 1% or 2%, strict prohibitions
on self-dealing, restrictions on owning operating businesses or “risky” investments,
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and restrictions on making grants to individuals and non-public charities. The cost
of operating a foundation can be high in terms of direct expenses, particularly
if the foundation employs staff, and also the governance and administrative time
required of trustees. While foundations can be created with modest funding, given
the costs involved and minimum distribution requirements, these vehicles are
generally more appropriate for families with at least $1 million or more to commit.

Split-Interest Gifts
Charitable Gift Annuities
A charitable gift annuity enables a donor to make a gift to a nonprofit organization
while creating an income stream to the donor or others over the individual’s
lifetime. These vehicles are created through a contract in which a charity agrees to
pay the donor or another beneficiary an annual sum of money for life in exchange
for a donation of cash or other assets. The amount of these annuity payments
will depend on the age of the person receiving the annuity and the amount of
the original gift, and becomes a fixed obligation of the charity. Thus, neither
later market conditions nor investment returns will change the payment amount.
Generally, for this type of gift, the amount eligible for the donor’s income tax
charitable deduction is the difference between the fair market value of the assets
donated and the value of the annuity contract.
While charitable gift annuities are more complicated than direct gifts, they still are
fairly simple to establish, and they also include the benefit of a steady stream of
income for the beneficiary. When the beneficiary receives each annuity payment
from the charity, part of the payment will be taxable to the beneficiary as ordinary
income, and part will be exempt. The taxable portion is tied to a certain IRSpublished interest rate. Thus one advantage of establishing a charitable gift annuity
in a low-interest rate environment is that a larger portion of the annuity payment
will not be taxable. Using appreciated property for a charitable gift annuity can
increase the gift’s effectiveness by minimizing and spreading out the capital gain for
income tax purposes.

Gift of assets

Donor

Income tax
deduction

Charitable
Gift
Annuity

Fixed lifetime
payments

Donor or
Others

Remainder

The donor can be the recipient of the income stream of the annuity, or the donor
can name another individual as the annuitant, including a spouse, parent, or other
family (or non-family) member. Selecting an annuitant other than the donor or the
donor’s spouse, however, will have gift tax implications. Charitable gift annuities
can be established to last for the lives of either one or two individuals, but they are
not available for a term of years. Thus, there is no compensation to the donor or
the donor’s family for the early death of the annuity recipient. Upon the death of
the annuitant (or upon the death of the surviving annuitant if there are two), the
charity’s obligation to make annuity payments ends.
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Charitable gift annuities can be a good choice for donors who wish to make a
significant gift, and who also would like the security of regular, fixed income
payments as a component of retirement planning. This guaranteed income can be
particularly attractive in times of market volatility. Because the income payment of
a charitable gift annuity is the charity’s obligation under the annuity contract, the
donor will need to assess the charity’s financial stability. Not all charities are large
enough or sophisticated enough to be able to enter into a charitable gift annuity,
so donors may have more limited options for choosing recipient charities than with
direct gifting or conduit gifting strategies. In addition, a charitable gift annuity will
benefit only one chosen charity. On the spectrum of charitable giving vehicles, gift
annuities are generally less complex to establish and administer than other options,
and in many cases can be established for contributions as little as $5,000.
Charitable Remainder Trusts
Charitable remainder trusts (CRTs) are similar to gift annuities in that they provide
a recurring income stream to the individual making the contribution, or to other
chosen beneficiaries, with a remainder to charity. A CRT, however, is not a contract
between the donor and a charity; it is a tax-exempt, irrevocable trust established
entirely by the donor. While a CRT generally is more complex to establish than a
charitable gift annuity and requires the involvement of an estate planning attorney,
it also provides the donor with more control and more flexibility. There are two
types of CRTs: charitable remainder annuity trusts (CRATs), which distribute a
fixed annuity amount each year during the payment term, and charitable remainder
unitrusts (CRUTs), which distribute a fixed percentage of the trust assets, revalued
annually, during the payment term.
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A donor’s flexibility when establishing the terms of a CRT is restricted by IRSproscribed limits. The donor may name himself or herself as the income recipient,
and may include a spouse as a concurrent or successor income recipient. The
donor may also name non-spouse family members or others who are living at the
time the trust is created, but doing so will create gift tax considerations. The donor
may choose the payment term, which may be for the lifetime or lifetimes of one
or more beneficiaries, or for a term of years not to exceed 20 years. The annuity
amount (for CRATs) and the unitrust amount (for CRUTs) may also be selected
by the donor, but must be within 5% and 50% of the value of the trust assets,
valued at the date the trust is created for CRATs and valued annually for CRUTs.
The trust term and annuity amount must also be set so that the value of the CRAT
or CRUT remainder interest is projected to be high enough and not likely to be
exhausted before the charity receives it. The IRS interest rate, the ages of the trust
beneficiaries, and the length of the payment term all will affect these calculations.
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Video:
View our video on charitable
giving vehicles at:
fidtrustco.com/giving-video
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CRTs enable the donor to have a certain level of control. So long as the CRT is
drafted with appropriate terms, the donor may serve as the CRT’s trustee and
thus continue to control the trust’s investment of its assets. In addition, the donor
may retain the ability to remove trustees and name successor trustees. CRTs also
provide the donor flexibility. The donor can identify more than one charity to receive
the remainder, and can name both public charities and private foundations. The
CRT can also be drafted so the trustees have the power to name or change the
charitable beneficiary during the term of the trust.

The CRT is
particularly
attractive for
diversifying a
concentrated
investment position
as there is no tax
due at the time
of the asset sale

When a donor transfers assets to a CRT, the donor is eligible for a current income
tax deduction on a portion of the gift, even though no assets will be going to
a charity at that time. The deduction will be based on the term of the trust, the
projected income payments, and certain IRS interest rates reflecting the assumed
rate of growth of trust assets. Donors can only make one contribution to a CRAT
(when the CRAT is established), but donors are permitted to make multiple
contributions to CRUTs.
As with other charitable gifting vehicles, the use of appreciated assets increases the
tax efficiency of the donor’s gift. The CRT is particularly attractive for diversifying a
concentrated investment position as there is no tax due at the time of the asset sale.
Thus, the value of the income stream to the non-charitable beneficiaries and the
amount remaining for charity will be higher than if the donor sold appreciated assets,
paid tax on the gain, and then contributed the remaining cash. One advantage of a
CRT is that the trustee, not the remainder charity, will control the timing of the sale of
contributed assets and also the ongoing investment of trust assets.
Charitable Lead Trusts
Similar to CRTs is the somewhat less-popular charitable lead trust (CLT). A CLT
is essentially the reverse of a CRT. For a CLT, the donor establishes a trust where
income is paid first to a charity, for a term of years or for an individual’s lifetime,
and then upon expiration of that term the remainder passes outright or in trust to
the donor’s named beneficiaries. Unlike CRTs, CLTs have no limit on the number of
years for the charitable term, and there is no minimum or maximum to the annuity
or unitrust payment amount.
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CLTs also differ in their taxation. The donor is not entitled to an income tax
deduction upon creation of the CLT (unless it is structured as a grantor trust), but
is entitled to an estate or gift tax charitable deduction for the value of the charitable
lead interest. The CLT is a taxable entity that will receive charitable deductions for
the amounts it pays to charity. CLTs are useful in a low-interest-rate environment
because the lower IRS designated rate generally increases the value of the charity’s
lead interest, and thus the amount of the donor’s charitable deduction.
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News & Notes

A Comparison of Charitable Giving Vehicles
Direct
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Direct
Gift

Conduit
DonorAdvised
Fund
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Charitable
Deduction

The FTC mobile app has
been launched, expanding
access to our client portal

Ongoing
Control

FTC is moving to 53 State
Street, Boston, in June
Jody King, VP & Director of
Financial Planning, named
a Thought Leadership
Award Finalist by Family
Wealth Report (FWR)

Flexibility
Cost
Efficiency
Income
Stream

Other
Highlights

No

Simple

No

No

Broader uses
Anonymity
of funds
available
permitted

Less

Yes

Yes

Payments
to charity

Simple,
significant
gift plus
income
stream

Flexible
terms

Remainder to
non-charity
beneficiaries

Stacy Mullaney, VP & Chief
Fiduciary Officer, named
a Top Women in Wealth
Award Finalist by FWR
FTC a finalist for five
Private Asset Management
Awards

More

Applying a Strategic Approach
When it comes to optimizing individual or family philanthropy, there is no one-sizefits-all approach. Sophisticated donors need to assess the various aspects of direct
gifts, conduit gifts, and split-interest gifts that are important to them to determine
which approach will best meet their goals. It may be best for a donor to combine
several gifting structures in order to achieve these goals and to increase charitable
impact. For example, a donor may designate a donor-advised fund as the remainder
beneficiary of a charitable remainder trust. A donor may also use distributions to
a DAF to help the donor’s private foundation meet the foundation’s 5% minimum
distribution requirement. An individual may wish to use an approach that results in
gifts exceeding the standard deduction in any one tax year to be able to itemize the
gifts and utilize the income tax charitable deduction.
Given the nuance and technical considerations that accompany these giving
strategies and their role within a comprehensive wealth management and estate
plan, individuals and families should consult their financial and tax advisors to
understand which alternatives are most appropriate for their particular situations. ■

1

Spectrem Group, 2 The Giving Institute, 3 Giving USA, 2017

Disclosure: The opinions expressed
in this publication are as of the date
issued and subject to change at any
time. Nothing contained herein is
intended to constitute investment,
legal, tax, or accounting advice, and
clients should discuss any proposed
arrangement or transaction with their
investment, legal or tax advisers.

A Letter From Our President & CEO
Dear Friends and Clients,
“Well begun is half done.” A little over four years into my tenure at Fiduciary, I
believe this old adage aptly articulates the status of our multi-year reinvestment
program. We have made material progress to date and we continue to see further
opportunities to enhance and expand our services to clients.

Austin V. Shapard
President & CEO
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2018 was an active year. We maintained our 98% client retention rate, achieved
our second-best new business year ever, completed what we believe to be our 90th
consecutive year of profitability, and delivered strong relative investment results for
our clients. Most importantly, we helped many clients achieve their personal goals
and became better positioned to assist them and their children for years to come.
During 2018, we continued our focus on enhancing our client experience, including
the rollout of a new online client portal and the launch of our first mobile app.
Guided by our conviction that this is a “people business,” dependent upon the
identification, empowerment, and retention of high-quality professionals, we added a
number of professionals to our team during the year. They included Hans Olsen, our
Chief Investment Officer; John Morey, our Head of Client Service and New Business
Development; and Kristen Manning, our Head of Human Resources. In addition, Jody
King was promoted to the new position of Head of Financial Planning, underscoring
our long-standing belief that a detailed understanding of clients’ aspirations, paired
with analytically rigorous financial planning and investment strategy, will lead to better
client results. We were also pleased with the continued growth of our New Hampshire
trust activities and our dedicated custodial services for family offices and boutique
registered investment advisors.
The year ahead looks to be even more active. One particularly important event will
be moving our offices a few blocks to Exchange Place, located at 53 State Street.
Even though we have never owned the building, our tenancy in the “Fiduciary
Trust Building” over the last 41 years has been an important part of our history.
Unfortunately, the building has not been maintained to the level we expect. As a
result, we undertook a comprehensive search for a more modern office last year.
We prioritized client meeting space, accessibility for our employees, parking for
our clients and the efficient use of space. Fortunately, we found and negotiated a
favorable lease at Exchange Place that begins in June 2019. As Robert Gardiner
stated in 1979 on the eve of the company’s move to 175 Federal Street from 10
Post Office Square, it was “the right building in the right place at the right time.”
Today, we see 53 State Street with much the same anticipation.
My colleagues and I take pride in the work we have done on behalf of clients
during 2018 and energetically look forward to furthering Fiduciary’s long history of
distinctiveness into 2019 and beyond.
Best,

