CHARITABLE GIFT ANNUITY

I.  WHAT IS IT?   HOW DOES IT WORK?

A charitable gift annuity is a simple contract between a donor and the issuing charitable organization.  The donor transfers property, usually cash or appreciated securities, to the organization in exchange for a fixed dollar payment every year for life to one or two annuitants.  The payments are guaranteed by the general unencumbered assets of the charitable organization.  Payments may be made annually, semi-annually, or quarterly.

The older the annuitants are at the time of the gift, the greater the fixed income that the organization can agree to pay.  Generally, part of each payment is tax free – thus increasing each payment’s after tax value.  If appreciated property is used to fund the gift annuity, the donor will pay capital gains tax on only part of the appreciation. In addition, if the donor is the annuitant, the capital gains tax will be spread out over many years rather than be all due in the year the gift is made.

A donor can name him/herself as the sole annuitant or designate another annuitant solely, concurrently, or consecutively.  One cannot set up a gift annuity for a term of years, and there cannot be more than two people named as annuitants.
Donors can elect an immediate payment gift annuity or a deferred payment gift annuity.  The deferral period must be for a minimum of one year.  

A charitable gift annuity is part gift and part sale.  The gift portion is the value of the property transferred by the donor minus the present value of the annuity.  The sale portion is the present value of the annuity.  The reason that the gift annuity pays less than a commercial annuity is because part of it is a gift.  It is not an investment; there must be charitable intent on the part of the donor.  A donor cannot fund a charitable gift annuity unless the charity offers them, and the gift benefits only the sponsoring charity. 

The Philanthropy Protection Act of 1995 requires charitable organizations to provide a federally mandated disclosure statement to donors who participate in the charity’s gift annuity program.  In brief, the federal disclosure statement explains to the donor the operation of the gift annuity, describes the governance of the charity, and includes general information about how the charity manages its assets.

 II. THE CHARITY’S PERSPECTIVE:
A gift annuity payment is a legal obligation or debt of the charitable organization.  The obligation to make the annuity payments remains – no matter what might happen to the gifts in their segregated annuity account. In fact, even if the organization reinsures its annuities with a commercial insurance company, it remains liable for the payments if the life insurance company should go bankrupt. (If the charity goes bankrupt, it retains the annuitants as creditors.)

III. THE DONOR’S PERSPECTIVE:
The donor qualifies for a federal charitable income tax deduction. (Gifts of long-term appreciated property are limited to 30% of donor’s adjusted gross income and gifts of cash and non-appreciated property are limited to 50% of adjusted gross income.)  Deductions may be spread over the succeeding five years, subject to adjusted gross income limitations.

The annuitant[s] will receive fixed annual incomes for life.  The annuity payments are backed by the full faith and credit of the issuing charitable organization.  The payments are partially tax-free, and any capital gains tax will be paid only on part of the gain (and may be spread out over a number of years).

The donor’s estate may enjoy reduced probate costs and estate costs as a result of assets having been removed from his/her estate.  Importantly, the donor is able to satisfy a philanthropic intent by making a generous contribution to a charitable organization he/she cares about, while still providing for him/herself and/or a loved one.

11/11/2005









PAGE  
1
Charitable Gift Annuity

