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The Charitable
Gift Annuity

What Is a Charitable
Gift Annuity?

The name says it all. It’s both a charitable
gift and an annuity. The donor contributes
property to charity and receives back an annuity
for life. It’s a very uncomplicated gift, and one
that is very popular because both parties — you
and us — benefit from the arrangement.

The charitable gift annuity is similar to a
commercial annuity, but differs in that the
present value of the annuity received from
charity is less than the value of the property

transferred. Therefore, the transfer is in part a
gift to charity and in part the purchase of an
annuity — and that is exactly how federal tax
law views the gift annuity.

Why It's Popular

Gift annuities allow many donors the oppor-
tunity to make significant gifts they may have
thought impossible. Unlike charitable trust
arrangements, gift annuities require only mod-
est funding. And, the opportunity exists to set
up additional gift annuities in the future.
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When you set up a gift annuity, you do not
sacrifice income from your gift. In fact, you may
very well be able to increase your income. Gift
annuities pay a lifetime income to you and/or
your designated beneficiary (up to two lives
total). The payments are fixed, and therefore
not affected by changes in the stock market.

In addition, gift annuities qualify for major
tax benefits. You can expect to receive an
immediate charitable tax deduction in the year
of your gift. At the same time, if you transfer
appreciated property in exchange for a gift
annuity, any capital gains tax liability (recog-
nized because the transfer is in part a taxable
disposition of property) will be spread out over
your life expectancy if you name yourself as the
beneficiary. Plus, part of your payments will be
tax-free until you reach your life expectancy
(after which the payments become entirely
ordinary income).

Finally, and most importantly, your gift will
support our institution in a significant way.
And, in doing so, you can have an important
impact on our future.

How Gift Annuities Work

A gift annuity is a contractual relationship
between you and our institution. When you
make an irrevocable transfer of cash or proper-
ty to us, we agree to pay you and/or your desig-
nated beneficiary a fixed amount periodically
(monthly, quarterly, semiannually or annually)
for the lifetime of one or two annuitant(s). The
arrangement is designed so that about half of

the transfer goes toward the annuity. The other
half goes to support our charitable purposes.

Who Can Receive Annual
Payments

You or any person you designate — within
reasonable limits — can be the beneficiary of
your gift annuity. Indeed, you can direct that
the annuity be paid to one person for life and
thereafter to a second beneficiary for as long as
the second beneficiary may live.

Keep in mind that it is the age of the benefi-
ciary(ies) — not necessarily the age of the
donor — which determines the amount of the
annuity and the charitable deduction.

Example: Robert purchases a $10,000 gift
annuity from us and directs that the payments
be made to his 80-year-old mother. The annuity
payments will be based on the mother’s age,
not Robert’s. However, Robert will receive an
immediate income tax charitable deduction.

How Charitable Gift Annuities Work
o
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* The donor irrevocably transfers proper-
ty to the charity.

e The donor receives an immediate feder-
al income tax charitable deduction, sub-
ject to limitations, based on the differ-
ence between the value of the property
transferred and the present value of the
annuity.

* The charity makes lifetime annuity pay-
ments to the annuitants, usually the
donor and/or a named beneficiary (lim-
ited to two non-charitable annuitants),
part of which may be income tax-free.

The Charitable Gift Annuity — A GIFT THAT GIVES BACK
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If you name a third party as your beneficiary,
you cannot spread out the capital gain you real-
ize when appreciated property is used to set up
the gift annuity.

How Your Annual Payout
Is Determined

The amount of the annuity payout is based
on the age of the income beneficiary (often,
but not always, the donor) and the amount or
value of the gift made to our program.
Generally, the older the annuitant, the higher
the payout rate. The table on page 5 shows sam-
ple annuity payments and charitable deductions
for single-life, immediate gift annuities.

How Your Annual Payments
Are Taxed

A portion of each and every annuity pay-
ment will be income tax-free until you reach
your life expectancy. The exact amount of the
tax-free payment depends upon the age of the
beneficiary.

If long-term appreciated property is trans-
ferred in exchange for a gift annuity, a portion
of each payment will also be taxed as long-term
capital gain. Under normal tax rules, this gain
would be recognized all at once in the year of
the transaction. But by using a gift annuity, you
typically may spread the gain over your life
expectancy (if you are the sole or joint annui-
tant). If you are not the sole or joint annuitant,
the capital gains will be recognized all at once
in the year of the gift.

After the capital gain and tax-free portions
of an annuity payment have been determined,
the balance of the payment represents ordinary
income. Should you outlive your life expectan-
cy, subsequent payments are taxable entirely as
ordinary income.

How You Determine Your
Charitable Deduction

A portion of the amount you transfer to our
gift annuity program is deductible as a charita-
ble contribution on your federal income tax
return. Generally, you may claim the deduction
in the year of the gift, subject to limitations.

Any excess deductions not deductible in the
year of the gift may be carried over for up to
five tax years. When you take into considera-
tion your tax deduction, your effective payout
may be higher than the rate of return from
investments like money market funds or CDs.

IS A GIFT ANNUITY RIGHT FOR YOU?

If you can identify with any of the
following statements, you may want to
consider a gift annuity.

* You would like an easy-to-under-
stand, user-friendly way to help make
a difference in our institution.

* You have a modest amount of cash or
property to give, but you want to
make a significant gift.

* You want a significant income tax
deduction this year.

* You would like to receive income pay-
ments for life.

* You want to receive fixed payments
that are immune from the volatility of
the stock market.

* You wish to give a friend or family
member income payments for his or
her life.

* You would like to spread out the capi-
tal gains tax liability over your life
expectancy, rather than paying it
immediately in a lump sum.

* You wish to receive tax benefits now,
but delay your payments until retire-
ment.

Other Tax Considerations

A taxable gift may occur if you name a third-
party annuitant (someone other than your
spouse) as a beneficiary. The annual exclusion
(set at $12,000 in 2008) may be used to shield
some or all of the gift from federal gift tax
liability.

The estate tax consequences of a gift annuity
generally depend upon the beneficiary designa-
tion, and whether the annuity is for one or two
lives. Each gift annuity document should be
examined to explore the potential estate tax
results.

The Charitable Gift Annuity — A GIFT THAT GIVES BACK
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Deferred Gift Annuities:
New Planning Opportunities

Deferred gift annuities permit you to post-
pone the start date of the annuity for a specified
period of time and still receive an immediate
charitable deduction. Deferring the start date of
the annuity increases both the annuity amount
and the income tax charitable deduction as
compared to a regular gift annuity.

Deferred gift annuities are attractive supple-
ments to IRAs or other retirement plans, and
can be used to increase your retirement
income. Deferred gift annuities allow you to get
greater tax relief in high income years and a
higher income stream later on when, usually,
you will have a greater need for the annuity
income (e.g., after retirement).

John is a good example. He’s a successful
dentist (age 55) and a consistent annual sup-
porter of ours who doesn’t need more income
right now, but he is concerned about having
enough income in his retirement years to main-
tain his current standard of living. In his 35%
federal tax bracket, he would welcome an
immediate tax deduction. After talking with his
financial advisor and our staff, John establishes
a gift annuity that will start in ten years and
provide income to supplement his retirement.
John is able to accomplish several of his goals:

¢ Generate a substantial charitable deduction
which will reduce his income taxes in the
year of his gift.

® Increase his retirement income each year for
life beginning at age 65.

® Receive annual payments that will be partial-
ly income tax-free.

® Make a significant gift to support the future
work of his favorite charity.

Ease of Implementation

As donors have discovered time and time
again, gift annuities are mutually beneficial and
easy to set up. Unlike complex trust arrange-
ments, gift annuities typically are less time-con-
suming and less expensive. And, you are
relieved of administrative burdens and fees
associated with other giving arrangements. This
simplicity is why even some very large gifts are
made in the form of a gift annuity rather than
a charitable remainder trust.

Consider the Benefits

In summary, a charitable gift annuity offers
many benefits to the donor and charity:

¢ It provides an immediate income tax charita-
ble deduction to the donor in the year the
property is transferred to charity.

® It pays a lifetime income to one or two indi-
viduals, which can include the donor, part of
which is federal income tax-free until the
donor reaches life expectancy.

¢ The income payout from the gift annuity
can begin immediately or can be deferred
until some future start date.

¢ The charity’s promise to pay the annuity is
backed by the general assets of the charity.

* When appreciated property is transferred in
exchange for a gift annuity, the resulting
capital gains tax liability can be spread over
life expectancy if the donor is the annuitant.

¢ It removes the transferred assets from expo-
sure to the federal estate tax (unless there is
a second annuitant).

¢ It can be used to make a significant one-time
gift, or a series of smaller, repeat gifts.

The Charitable Gift Annuity — A GIFT THAT GIVES BACK
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e Itis easier to implement than other gift
vehicles.

¢ The minimum gift amount usually is suffi-
ciently low to make the gift annuity attractive
to a large number of donors.

An Invitation to
Investigate Further

In today’s fluctuating market and lower-yield
investment environment, an assured higher
income for life is an opportunity worth explor-
ing — especially when the income is favorably
taxed. And that’s what you get with a gift annu-
ity. That’s not all, however. A gift annuity also
gives you the opportunity to make a personal
statement about your commitment to our insti-
tution. It’s nice to know you can make a differ-
ence in the lives of others while also making a
difference in your own.

Figuresin our examplesare based
on averageinterestrates,and may
bedifferent at the time of a gift.
Thefederalestatetax is scheduled
to berepealedor oneyearin 2010.
Tax information providedhereinis
not intendedastax or legal advice
and cannotberelied on to avoid
statutorypenalties. Alwayscheck
with your tax and financial advisors
beforeimplementingany gift.

ANNUITY PAYOUT AND CHARITABLE
DEDUCTION FOR $10,000 SINGLE-
LIFE, IMMEDIATE GIFT ANNUITY

(Based on ACGA rates)

Age of Annual Charitable
Annuitant Annuity Deduction*
65 $ 570 $3,364
70 $ 610 $4,075
75 $ 670 $4,551
80 $ 760 $5,012
85 $ 890 $5,446
90 $1,050 $5,952

*This assumes quarterly payments and an
Applicable Federal Rate (AFR) of 4.4%. The
charitable deduction will vary with the current
AFR and the frequency of payments (annually,
semiannually, quarterly, etc.). The annuity rate
will be lower for two-life gift annuities. Gift
annuity rates are subject to change. \We'll be
happy to provide you with the exact figure for
your situation.

University of Illinois Foundation

Office of Gift Planning
1305 W. Green St., Rm. 214
Urbana, IL 61801-2962

(217) 244-0473
GPInfo@uif.uillinois.edu
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