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Disclosures These disclosures highlight some of the issues raised by the creation of a Sterling FundPower Trust and other issues potentially raised in this 

presentation. Sterling Foundation Management, LLC, (“Management”) and Sterling Donor Advised Fund, Inc. (“Fund”) (collectively, Management and Fund are 

referred to hereinafter as “Sterling”) provide this disclosure only for your convenience, and the convenience of your legal, tax and investment advisors in 

considering the creation of a trust. Any such creation would ultimately take place pursuant to the terms of a written trust instrument (“Trust”). References to 

“you” or “your” refer to the retirement plan owner, the assets of which plan are intended or contemplated to fund a Trust. There are a number of considerations 

related to the creation of a Trust that you should discuss with your advisors. The value of the financial interest in the Trust may be affected by a number of 

factors, including but not limited to: your age at death; the age(s) of Trust beneficiary(ies) upon your death; the health of your beneficiary(ies); the payout rate of 

the Trust; the future returns earned on Trust assets; the tax treatment of your Trust payouts (ordinary income, capital gains, state taxes) and the effective tax 

rates thereon. We note the following as a way for you to begin to consider along with your team of advisors including tax and legal advisors the suitability of a 

Trust. Life Expectancy. The Trust is a split interest trust and as such the ultimate financial value of the lead interest may be subject to mortality risk.  All such 

mortality risk will ultimately be borne by the beneficiary(ies) and/or their heirs. Upon the expiration of the term of the Trust, the remaining Trust assets, if any, 

will pass to Fund. While you or your heirs can nominate a donor advisor, such an advisor by law may have no ability to legally bind the donor advised fund 

account. Investment Rates of Return. The ultimate cash distributions from the Trust will depend, to a significant extent, on the investment returns earned by the 

Trust during its term. Such investment returns are inherently uncertain. The past performance of the markets is no guarantee of future performance. All 

projected investment returns in this presentation are for illustrative purposes only, and are not a prediction or guarantee of future performance, and may not 

accurately represent the future rates of return and/or the future rates of applicable taxation and/or various fees and/or excise taxes or other governmental or 

non-governmental fees or costs that might arise or apply in the future. Taxation. The Trust is expected to last for a period of multiple decades. Any illustration 

involving taxation is made under the assumption that current tax rates and policies continue into the future; however, no representation or warranty of any kind 

regarding the applicability now or in the future of such assumptions is express or implied. The actual tax impact of a Trust on beneficiaries may vary. You 

should consult with qualified tax advisors. Additionally, various assumptions, which may or may not be appropriate, have been made about current tax laws, 

current tax incidence, and likely future rates, laws and incidences. Expenses, Fees and other Charges. A Trust may be subject to certain setup and 

management or administration fees. Any such fees illustrated herein are believed to be representative of current fee schedules in place, but are not a 

guarantee or warranty of such current fees or future fees. NEITHER STERLING NOR YOUR INVESTMENT PROFESSIONAL IS PROVIDING YOU WITH 

TAX OR LEGAL ADVICE. Neither Sterling nor the Investment Professional nor the affiliated firm introducing this presentation is providing you any tax or legal 

advice in connection with any aspects of any proposed creation of a Trust or other disposition or plan with respect to your IRA, 401(k), 403(b), or other qualified 

or non-qualified plan or other assets. You should consult with your own tax and legal advisory team in connection with the proposed creation of a Trust, and not 

rely on Sterling, your financial advisor or the financial firm (whether broker/dealer or registered investment advisor) for such advice.
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Top 10% of Income Earners Pay 71% of Taxes
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Problem: Large 2023 tax bill

Solutions:
•642 Income Fund

•664 Tax Exempt Trust

•Donate to Donor Advised Fund

•Donate to Private Foundation
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No Free Lunch

Common Tradeoffs
•Access to Principal

•Control

•Liquidity
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Value of a Tax Deduction

Deductions Go Against Ordinary Income First

Limited to 30% of AGI

Valid for Federal and State Income Tax
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Good Planning Can Reduce, not Eliminate, the Pain



Example

Federal Rate: 40.8%

State:13.3%

Combined: 54.1%

Value of $100 writeoff = $54.10
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When Tax Has Been Incurred, Client No Longer Owns $100/$100



Value of Avoiding LT Gain Recognition

Federal Rate: 23.8%

State:13.3%

Combined State + Fed: 37.1%

Taxes Saved Per $100 Gain Avoided = $37.10
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Avoiding Tax Recognition is Valuable



Combined Value

Value of Deduction: = $54.1

Taxes Saved Per $100 Gain Avoided = $37.10

Total            $91.20

The cost of obtaining this deduction is 

only $8.80 per $100 of gain asset
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Avoidance Plus Deduction



Even Better

What if you could… 

Dispose of an asset… 

AND have it cost only $8.80 per $100…

AND get back a lifetime of income?
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You Can!

Sec 642

“Lifetime Income Fund”

Adapted specifically for HNW clients
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Sec 642 has been in the code since 1969, and is widely used
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Need at Least $5 Million

Could be one client

Or several clients with shared goals
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Fixed Costs Can Make 642 Less Interesting for Small Amounts
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Example

Single client, age 55

$1 million asset 

$200,000 basis
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Amounts shown are per million dollars
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Contribution to §642 Income Fund

Capital Gain Tax Avoided: $242,400

Income Tax Deduction: $675,000
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Low 2023 Interest Rate Makes 642 Attractive
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Sale of Asset vs 642 Income Fund



When 642 Works Best

Client/Spouse Age~ 50 to 80

Need large income tax deduction

Own appreciated capital asset

Equity in asset(s) > $5 million

Income is desired or acceptable
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642 works well with the right facts
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Asset Owner(s)
Contribution

No Tax

Sell and 

Reinvest 

No Tax

Children

Grand Children

5% Annual 

Income 

Distribution
Income for joint lives

Then income to:

Then income to:

Advisor Manages Trust Portfolio
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Client/Spouse Age > mid-30s

Own appreciated capital asset

Asset value is > $1/2 million 

When 664 Works Best
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Donor Advised Fund

=

Deferred Actual Ph(“F”)ilanthropy

Donor Advised Fund
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Key Features:

Irrevocable gift for charity

Assets can be invested by advisor

Tax deduction for FMV of qualifying assets

Can create a permanent legacy

No income for client or family

Donor Advised Fund
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Example

Key assumptions: FMV = $ 1 million; Basis=0

Client is in max. state + fed income tax bracket

Client has large ordinary income year

Net to client if sold: $629,000

Value of deduction if gifted to DAF:$540,000

Net Cost of $1million DAF Acct:$89,000

Donor Advised Fund
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Private Foundation

Key Features:

Irrevocable gift for charity

Assets can be invested by advisor

Tax deduction for FMV of qualifying assets

Can create a permanent legacy

Minimum size: $1 million

Can hire family, but “shouldn’t”

No income for client or family
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Private Foundation vs DAF

Private Foundation Donor Advised Fund

Deduction of Cash 
Contribution as Percent of AGI

30% 60%

Deduction of Non-cash Asset 
Contribution as % of AGI

20% 30%

Valuation of Deduction FMV for publicly traded 
stock; else basis

Fair Market Value (may 
require appraisal)

Required Annual Distribution 5% None

Ability to Preserve Privacy Limited Greater

Donor’s Degree of Control Full legal control No legal control

Net Investment Income Tax 1.39% None
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Technique Best Used When

642 Income Fund Big income tax bill, and little charitable desire

664 Exempt Trust Desire to sell appreciated asset w/o tax, and 
maintain maximum flexibility

Donor Advised Fund Maximum income tax deduction is needed

Private Foundation Long term charitable legacy is main driver
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Age(s) of Client/Spouse

Client Main Goal
• e.g. save taxes

• diversify appreciated asset

• support charity

• provide for children/family

• generate income

Client’s taxable income this year

Client state of residence

For Appreciated asset(s)
• type

• market value

• basis

• debt

• Location, if real estate
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Asset Gathering &

Retention Opportunities

Capture Non-AUM

Assets

High Net Worth

Seniors

Client Selling

A Business

Strategic Marketing

Partnership
Estate Planning

Business Interest

Real Estate

Concentrated

Stock Holding

Sr. Employees

(RMD)

Market Intelligence

Large

Retirement Plans
Deferred Annuities

Surveys

Advisor Guides

Books

Webinars

Charitable

Lead Trust

LLC

Existing CRT

Client Psych

Profiles

Inflation

Personal Investing

Personal Finance

Donor Advised

Fund

StretchIRA

Trust

“Still Working”

Exception 

Employment

AnnuityStretch

Trust

Business Owner

Trust

Real Estate

Shelter Trust

Stock Diversification

Trust

Business Sale

Advisory

Turnkey

Solutions

Client

Situation

Sale Brokerage

Tax-Free

Exchange

Marketing

Tools

Lifetime Perspectives

Solutions

Private

Foundation

642 Income Fund

664 Tax 

Exempt Trust
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Your Name Here

Forthcoming titles:

The Intelligent Layman’s Guide to 

Personal Investing

The Intelligent Layman’s Guide to 

Personal Finance
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Roger.Silk@SterlingFoundations.com

ConnorBarth@SterlingFoundations.com

RyanWhiting@SterlingFoundations.com

(703) 437-9720

www.SterlingFoundations.com

32


	Slide 1
	Slide 2
	Slide 3
	Slide 4
	Slide 5
	Slide 6
	Slide 7
	Slide 8
	Slide 9
	Slide 10
	Slide 11
	Slide 12
	Slide 13
	Slide 14
	Slide 15
	Slide 16
	Slide 17
	Slide 18
	Slide 19: §664 Tax Exempt Trust
	Slide 20
	Slide 21
	Slide 22
	Slide 23
	Slide 24
	Slide 25
	Slide 26
	Slide 27
	Slide 28
	Slide 29
	Slide 30
	Slide 31
	Slide 32

