The Planned Giving Course

Session 3: Gifts That Pay Income
Charitable Gift Annuities
&
Charitable Trusts
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Learning Objectives
• What is a Charitable Gift Annuity (CGA)?
• What is a Charitable Remainder Trust (CRT)?
• Understand the fundamentals of CGAs and CRTs and their
uses.
• Understand the differences and benefits of the various
types of CGAs and CRTs.
• Recognize the best prospects for CGAs or CRTs.
• Discover how to use CGAs or CRTs to help your donors
meet their philanthropic goals .
• Understand the best type of property to use to fund CGAs
and CRTs.
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Case Study
• Gomez and his wife, Morticia, have been loyal donors to your charity, averaging gifts
of about $100 a year for more than 25 years. Additionally, he has made year-end
gifts of stock in the $500 range twice over the past five years.
• Both Gomez and Morticia are retired.
• They have two grown children, Wednesday and Pugsley, who are well-established in
their own careers; one of their children is married and has two young children.
• You’ve talked to Gomez and Morticia about including your charity in their wills and
they have agreed to consider it. However, they have made it clear that their children
and current (and future) grandchildren will be their priority in their estate plans.
• Gomez would like to support your charity in a more significant way but is hesitant to
make a large cash gift. He shares concerns about “outliving their money” and he
talks a bit about his investment portfolio – he and Morticia have a number of highly
appreciated securities that pay them little income, but the threat of capital gains
taxes make them very hesitant to consider selling the shares.
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What’s your next step?
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Recognizing the concerns
presents opportunities
• “Outliving their money”
• Highly appreciated securities that
pay them little income
• Threat of capital gains taxes
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First Option

Charitable Gift Annuity
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What is a Gift Annuity?
An initial gift is
exchanged for
lifetime income

CGA

Donor makes a
gift to charity.

Donor(s) receives an
income tax deduction
and lifetime income.

CHARITY
After Donor(s) dies
the remainder goes
to charity.
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Benefits of a CGA for the Donor
• Fixed annual income for life
• Federal income tax deduction
• Ordinarily, part of each payment is tax-free,
because it is a return of the “Investment in
Contract”
• If funded with appreciated assets, the donor
usually avoids all immediate capital gains tax
• Reduced probate costs and estate taxes
• Recognition by the charity
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How are the annuity rates
determined?
Can they be changed?
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Example donor ages & rates
January 2020, American Council on Gift Annuities
Single Life Chart

40
45
50
55
60
65
70
75
80
85
90+

3.3%
3.5%
3.7%
4.0%
4.3%
4.7%
5.1%
5.8%
6.9%
8.0%
9.0%

Charity agrees to pay one or two
annuitants a fixed sum each year for
life. The older the annuitant(s) are at
the time of the gift, the higher the
rate.
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Example donor ages & rates
January 2020, American Council on Gift Annuities
Two Life Chart
Younger
Age

45
50
55
60
65
70
75
80
85
90+

Older
Age

48-95+
55-95+
59-63
64-67
69-73
75-78
79-80
86-87
88
91-95+

Rate

3.2%
3.5%
3.7%
3.9%
4.4%
4.8%
5.3%
6.3%
7.3%
8.8%

Charity agrees to pay one or two
annuitants a fixed sum each year for
life. The older the annuitant(s) are at
the time of the gift, the higher the
rate.

© PGCGP 2020

12

4

ACGA rates are designed to
leave about half of the initial gift
for the charity at donor’s death.
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Example: a 70 year-old donor donates $100,000
and the charity pays $5,100 per year for life:
40
45
50
55
60
65
70
75
80
85
90+

3.3%
3.5%
3.7%
4.0%
4.3%
4.7%
5.1%
5.8%
6.9%
8.0%
9.0%

Initial Gift

4/2/2021
4/2/2022
4/2/2023
Donor

$5,100

Annual
Payments
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Taxation of CGAs
Charitable
Deduction
Tax Free
Return on
Investment
Ordinary
Income
Capital
Gains

Gift Taxes
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Taxation of CGAs
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Not to Worry
There is help to do the calculations
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PG Calc Illustration
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Taxation of CGAs
Charitable
Deduction

CGA
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Example: a 70 year-old donor donates $100,000 and the
charity pays $5,100 per year for life:
Charitable
Deduction

Charitable
Deduction
$40,017.00

CGA
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Taxation of CGAs
Initial
Gift

Tax Free
Return of
Investment

Charity

$100,000

Annual
Payments
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Example: a 70 year-old donor donates $100,000 and the
charity pays $5,100 per year for life:
Initial
Gift

Tax Free
Return of
Investment

Charity

Tax-free
Portion
$3,774.00*

$100,000

Annual
Payments
*After 15.9 years, the entire annuity becomes ordinary income.
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Taxation of CGAs
Initial
Gift

Charity

$100,000

Ordinary
Income

Annual
Payments
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Example: a 70 year-old donor donates $100,000 and the
charity pays $5,100 per year for life:
Initial
Gift

Charity

Ordinary
Income
$1,236.00

$100,000

Ordinary
Income

Annual
Payments
*After 15.9 years, the entire annuity becomes ordinary income.
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8

Taxation of CGAs
Initial
Gift
Appreciated
Securities

$100,000

Capital
Gain
Annual
Payments

© PGCGP 2020

25

Taxation of CGAs
Tax-free Portion - $1,887.00
Capital Gain Income - $1,887.00
Ordinary Income - $1,326.00

Initial
Gift
Appreciated
Securities
50% Basis

$100,000

Capital
Gain
Annual
Payments
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Appreciated Assets
Sale v. Donation for CGA
Apple
Stock

Cost

FMV

Gain

Capital
Gain Tax
20%

Left To
Invest

Investment
Income
5.1%

Sale

$50,000

$100,000

$50,000

$10,000

$90,000

$4,590

CGA

$50,000

$100,000

$0

$0

$100,000

$5,100
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Stock or Cash to Fund a CGA?
A 70 -year-old funds a Gift Annuity
Funded with

Cash

Stock (50%)

Gift amount

$100,000

$100,000

Deduction

$40,017

$40,017

Rate

5.1%

5.1%

Payment

$5,100

$5,100

Ordinary income

$1,236

$1,326

Tax free

$3,774

$1,887

Capital gain

$0

$1,887
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Taxation of CGAs
If a donor names a different annuitant, the
donor has made a gift to that person

CHARITY

3RD Person

Donor

Gift Taxes
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Practice #1
Alice is an 80 year-old loyal donor to your charity. She
asked you for an illustration for a $100,000, 1-life CGA
to be funded on October 1, 2020.
Give the following information:
Her annuity rate: _____
Tax deduction: _____
Annuity payment your charity will make to her: _____
If she asks for a quarterly payment, when will you make the
first payment to her? _____
How much will that payment be? _____
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Practice #2
Gomez is 78 and Morticia is 74 years old. They asked
you for an illustration for a $10,000, 2-life CGA to be
funded on April 1, 2020.
Give the following information:
Their annuity rate: _____
Tax deduction: _____
If they ask for an annual payment schedule, the regular
payment they receive will be: _____
How much of that payment will be tax-free? _____
If they fund it with stock that has appreciated by 50%, what will
the tax-free portion be? _____
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Why would a donor
want to do a CGA?

© PGCGP 2020

32

I want to make
a gift, but
I am afraid I
will outlive my
assets.
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I am leaving an
estate gift, but
would like an
immediate tax
deduction
and source of
income
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I have appreciated
securities that
I want to convert to
income.
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Other CGA Options
Deferred/Flexible charitable gift annuity – If the donor does
not need income payments to begin immediately, the donor
may choose to postpone the start of the annuity payments.
The longer the donor waits to begin receiving payments,
the higher the payout rate.
Effective
Start Date

Age at
start date

Annuity
Rate

Total
Annuity
Payment

6/30/2021

72

5.6%

$5,600

6/30/2022

73

5.9%

$5,900

6/30/2023

74

6.2%

$6,200

6/30/2024

75

6.6%

$6,600

6/30/2025

76

7.0%

$7,000

6/30/2026

77

7.5%

$7,500
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Other Gift Annuity
Options/Uses
• Gift for your spouse – higher rate for a 1-life
annuity
• Gift for your parent – higher rates, a double
gift
• Gift for your child or grandchild - the “college
tuition CGA”
• Not just for relatives
© PGCGP 2020
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Case Study
• Gomez and his wife, Morticia, have been loyal donors to your charity, averaging gifts
of about $100 a year for more than 25 years. Additionally, he has made year-end
gifts of stock in the $500 range twice over the past five years.
• Both Gomez and Morticia are retired.
• They have two grown children, Wednesday and Pugsley, who are well-established in
their own careers; one of their children is married and has two young children.
• You’ve talked to Gomez and Morticia about including your charity in their wills and
they have agreed to consider it. However, they have made it clear that their children
and current (and future) grandchildren will be their priority in their estate plans.
• Gomez would like to support charity in a more significant way but is hesitant to make
a large cash gift. He shares concerns about “outliving their money” and he talks a bit
about his investment portfolio – he and Morticia have a number of highly appreciated
securities that pay them little income, but the threat of capital gains taxes make them
very hesitant to consider selling the shares.
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Getting Into the Conversation
•

“Many of your fellow supporters of XYZ Charity have been able to make
a gift to support the Charity that provided them guaranteed fixed
income payments for life. Is this an option that might interest you?”

•

“If I can show you a way to make gift and receive income for life, is that
something we can explore together?”

•

“You indicated that you will be hit with significant capital gains taxes if
you sell shares of your appreciated stock portfolio. Did you know that
you can use a Charitable Gift Annuity to convert some of that stock into
a guaranteed source of fixed income for life AND eliminate the upfront
capital gains tax? Let me show you how that works.”
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Second Option

Charitable Gift Annuity
© PGCGP 2020
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Charitable Remainder Trusts
(Unitrust or Annuity Trust)

Introduction

CHARITY

Donor makes a
gift into their
trust.

Donor receive(s) an
income tax deduction.
Donor and/or other
individuals receive
income now.

After Donor dies or
after a set number
of years, the
remainder goes to
charity.
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Benefits of a Charitable Trust
to the Donor
• A Charitable Remainder Trust (CRT) is the most
•
•
•

flexible charitable planning vehicle available to
donors.
Tax advantages
Freedom to address the needs of the most exacting
client with unique preferences
Unlike CGAs, CRTs are individually created to
match the plans and preferences of the donor can
provide income to more than 2 individuals and
multiple generations.
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FLEXIBILITY DOES COME AT A COST
• Cost of specifically constructing the Trust.
• Annually maintaining the Trust.
• For large transactions, these costs can be relatively
consequential.

• Must comply with the framework of IRS code.

© PGCGP 2020

44

Flexibility
Choice of
Beneficiaries

CRT

CHARITY

Donor

Payments can go to donor and/or other people,
and a charity.
Rules
• Beneficiary must be alive when trust is created.
• There must be one individual beneficiary
if charity is included.
© PGCGP 2020
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Flexibility
CRT
Period of time
Trust exists

CHARITY

Donor

Payments during life or lives or
payments fixed for a period of
20 or fewer years
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Flexibility
CRT

CHARITY

Donor
Payments either
fixed dollar or
Fixed % of trust assets

Charitable Remainder Annuity Trust (CRAT)
Pays a fixed dollar amount each year (minimum 5% of
Initial trust value)
Charitable Remainder Unitrust (CRUT)
Payments can be a fixed percentage (5%- 50%) of all
trust assets
© PGCGP 2020
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Flexibility

Trustee

CRT
Donor

Management of
trust

CHARITY

The Trust is managed by the Trustee who
manages the assets.
Trustee can be:
Donor*, family member, friend, a trust company,
or even a charity.
(*donor must not receive additional benefit from trust or engage in self dealing)
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Charitable Deduction
CHARITY

CRT

Donor

NPV of
anything Left
at Death

Charitable Deduction: Donor receives a charitable
deduction for the present value of the amount that may
Go to Charity

Tax Benefits
© PGCGP 2020
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Capital Gains

CRT

$100,000

There are no capital gains taxes when a donor
makes a transfer of securities to fund a CRT.
A CRT is a nonprofit entity and pays no capital gains
tax when it sells appreciated property.

Tax Benefits
© PGCGP 2020

50

Sell Appreciated Assets or Transfer to CRT

Market Value
Basis
Amount subject
to Capital Gain
Tax
Capital Gain Tax
(20%)
Amount left to
invest
6% return

Sell Asset
$100,000

Transfer to CRT
$100,000

$30,000

$30,000

$70,000

$0

$14,000

$0

$86,000

$100,000

$5,160

$6,000*

*Don’t forget the $100,000 charitable deduction
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Taxation of CRT Distributions
4. Return of Principal
3. Exempt Income
2. Capital Gain
1. Ordinary Income

The tax treatment of payments coming out to the
Beneficiary depends in part on the characteristics
of the money held by the CRT.

Tax Benefits
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The “Rules” for Charitable Remainder Trusts
(according to Internal Revenue Code 664)
• The actuarial value of the charity’s remainder interest (i.e.,
the amount that ‘remains’ for the charity) at the time of
creation must be at least 10% of the CRT’s fair market value
• 5% probability rule: There must be less than 5% chance
that the corpus (principal) will be exhausted
• At the end of the trust term, the qualified charity specified in
the trust document receives the property in the trust and any
appreciation (donor may retain a power to change charitable
beneficiaries)
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Example: 70-year-old, 5% rate (Passes 10% Test)
Drexel University

March 3, 2020

Summary of Benefits
5% Charitable Remainder Unitrust
ASSUMPTIONS:
Beneficiary Age

70

Cash Donated

$100,000.00

Payout Rate

5%

Payment Schedule

quarterly
3 months to 1st payment

BENEFITS:
Charitable Deduction

$52,325.00

Estimated Payments in First Full Year
(future payments will vary with trust value)

$5,000.00

The charitable deduction displayed above is based on an IRS discount rate for a month prior to the month of gift. To
take your deduction based on this rate, you must specify it in an election statement that you file with your tax return.

Prepared by: David Toll

IRS Discount Rate is 2.2%

These calculations are for illustration purposes only and should not be considered legal, accounting, or other professional advice. Your
actual benefits may vary depending on several factors, including the timing of your gift.
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Example: 70-year-old, 50% rate (Fails 10% Test)
Drexel University

March 3, 2020

Summary of Benefits
50% Charitable Remainder Unitrust
ASSUMPTIONS:
Beneficiary Age

72

Cash Donated

$100,000.00

Payout Rate

50%

Payment Schedule

quarterly
3 months to 1st payment

BENEFITS:
Charitable Deduction

$4,687.00

Estimated Payments in First Full Year
(future payments will vary with trust value)

$50,000.00

The charitable deduction displayed above is based on an IRS discount rate for a month prior to the month of gift. To
take your deduction based on this rate, you must specify it in an election statement that you file with your tax return.
*** WARNING ***
This trust does not qualify as a CRT because its charitable remainder value is less than 10% of the funding amount.
The trust can qualify by lowering the payout rate or shortening the term.

Prepared by: David Toll

IRS Discount Rate is 2.2%

These calculations are for illustration purposes only and should not be considered legal, accounting, or other professional advice. Your
actual benefits may vary depending on several factors, including the timing of your gift.
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CRT vs. CGA
CRT

CGA

• Is a life-income gift
• Allows donors to choose
between a fixed dollar
amount (Annuity Trust)
or a fixed percentage
rate (Unitrust)
• Usually requires a high
gift amount
• Varying rates of return
• Multiple Beneficiaries

• Is a contract
• Offers fixed dollar
amount only
• Rate set by the
American Council on Gift
Annuities
• Lower gift amount
• Guaranteed annuity
amount for life
• Maximum 2 annuitants
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Flexibility:
Different Types of CRUTs
• Charitable remainder net-income trust
(NICRUT)
• Charitable remainder net-income with makeup (NIMCRUT)
• FLIP CRUT (IRS created in 1998)
• Lead Trust
© PGCGP 2020
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Net Income CRUT (NICRUT)
CHARITY
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Net Income Makeup CRUT
(NIMCRUT)
CHARITY
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“Flip CRUT” A NICRUT/NIMCRUT that
converts to a CRUT at a trigger event
Transfer Asset
to Trust
Rate 5%

Anything Remaining
at Death

$25,000

$25,000

Trigger Event

$0

CHARITY

House
sold
for
$500,000
2020

2021

2022
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Charitable Lead Trust

Donor
transfers
property into
lead trust.

CHARITY

At end of time period
remainder of the trust
is delivered to the
Donor’s family.

The lead trust makes
fixed yearly payments
to the charity for a
fixed period of time.
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Why would a donor
want to do a CRT?
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I have appreciated
securities that
I want to convert to
income.
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I am in second
marriage.
I want to provide
support for my
wife if I die first
and ensure that
funds go to my
favorite charity
after her death.

© PGCGP 2020

64

I want to provide support for
my wife if I die first, and then
my children. After their
deaths, I want the rest to go
to charity.
© PGCGP 2020

65

Advantages of CRT Revisited
•
•
•
•
•
•

Immediate Income Tax deduction
Maximize asset income
No capital gains tax on transfer to CRT
Retirement planning
Lifetime income
Provide income streams for designated
beneficiaries
• Fulfill your philanthropic goals by providing the
remainder to the charity of your choice
© PGCGP 2020
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CASE STUDY:
In discussions with Gomez and Morticia, you learned that
Morticia has accumulated hundreds of shares of stock from
her employer, including incentive stock options. Upon
retirement, after talking to her financial advisor, she
realized she had two major issues:
•
•

her holdings were not diversified
she would owe a lot of capital
gains tax is she were to sell in
order to diversify

How could they safely solve this
problem and continue to enjoy the
comfortable lifestyle of their working
years?
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Sell Appreciated Assets or Transfer to CRT
Sell Asset

Transfer to CRT

Market Value

$700,000

$700,000

Basis
Amount subject
to Capital Gain
Tax
Capital Gain Tax
(20%)
Amount left to
invest
5% return

$100,000

$100,000

$600,000

$0

$120,000

$0

$580,000

$700,000

$29,000

$35,000*

*Don’t forget the $700,00 charitable deduction
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CASE STUDY:
Situation: Gomez and Morticia own a house in a desirable
vacation location. Currently, they are finding that the burden of
maintenance and rental duties is hindering their freedom to
travel. There are tax concerns with a simple outright sale of their
property. They want to know if a charitable plan makes sense.
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Discussion with Donors
• Possible Plan: Donate the property to their favorite
charity using a CRUT.

• Details: The property is valued at $1,000,000 with
capital gains of $400,000. As an investment real
estate property they would not be able to use the
$250,000 gain exclusion per person; additionally, the
property has been depreciated and there will be
recapture of taxes.
• Use of a CRUT will bypass those gains, diversify the
investments, give a charitable deduction and
potentially increase their retirement income.
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• Donate the property to a CRUT (attorney writes
document)

• They get an income tax deduction of approximately
•
•
•

$400,000, saving about $135,000 in taxes for the year
of the gift or for a five-year carryover period
The CRUT sells the property tax-free
Gomez and Morticia selected a 5% payout from the
trust
They traded maintenance, insurance, bookkeeping
and being tied down for a $50,000 annual payout.

© PGCGP 2020

71

• Their payment is partially tax free with an effective rate
of return of 5.8%.

• The estimated lifetime income for Gomez and Morticia
•
•

from the trust could be $1,300,000 based on their ages
of 70 (nearly 22 years).
The trust assets are valued every year and 5% of that
balance becomes the new yearly payout. This allows
their payment to keep up with inflation.
The payments lasts for both of their lives!
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• When they pass, their chosen charity receives the

•

remaining trust amount which could be approximately
$1,400,000 based on normal lifespans and market
performance.
As an irrevocable trust, this is outside of probate and
not included in Gomez and Morticia’s estate.
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Ethical Considerations:

• A lawyer says he can have your
organization named as a vested 20-year
income beneficiary in a $3 million
charitable lead trust that his client is
about to create… IF you pay him only
$10,000.
• What do you do?
© PGCGP 2020

74

Ethical Considerations:
•

•

•

Mr. and Mrs. Legacy are happy to do a CRT to benefit
your charity because they believe that their two children
are both financially secure.
You have been talking to their daughter about a
$100,000 gift for your capital campaign. She tells you
she can’t make the gift now because she has just been
diagnosed with a long-term debilitating illness and will
need the money for her care, and for her husband and
her children when she is gone.
What do you do?
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Ethical Considerations:
• Mr. and Mrs. Legacy are concerned about the
legal fees that will be involved in drafting estate
documents that will provide an estate gift for
your charity.
• Do you offer to have your organization’s lawyer
draft the documents?
• Do you offer to pay the legal fees for their
lawyer to draft the documents?
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Thank You!
David J. Toll, JD
Senior Associate Vice President
Office of Gift Planning
Drexel University
dtoll@drexel.edu
215-895-4982
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