Opportunities and Challenges of Real March, 2014
Estate and Hard to Value Gifts

A Case Study in the Opportunities and Challenges

Real Estate & Hard to Value Assets ‘ What do donors look like?

o ) = 1. Mission oriented
Susquehanna V:III:ryCII:IaZIg:l&d Giving Council = 2. Aging property owners
4

= 3. Desire for tax benefits
James E. Connell FAHP, CSA

Connell & Associates = 4. Relief from headaches of ownership and
Charitable Estate and Gift Planning Specialists management

www.connellandassoc.com L .

= 5. Desire income from non-performing assets
= 6. Big deduction to offset other gains
= 7. Simplify family distribution decisions

Il

for PDF of presentation
www.connellandassoc.com/articles

2 Tax Basics :‘ Income tax considerations

= Tangible personal property = Related use
= Fair market value
= ..any property other than land or = 30% or 50% AGI deduction
buildings, that can be seen or touched. = Related use but sale planned
= Examples: furniture, books, jewelry, gems, » Cost basis deduction
coins, paintings, cars, boats, aircraft, = Unrelated use
livestock, crops, timberland = Cost basis

= Or fair market value whichever is less
= Auctions always an unrelated use

= Real property = Donor required to prove it was not given for an

= Land, buildings, of all types unrelated use _
= Qualified appraisal for gifts over $5,000

= ...other than cash, securities, real estate

James E. Connell & Associates

Charitable Estate and Gift Planning Specialists

Box 3335, Pinehurst, North Carolina 28374

Phone 910-295-6800 .... Fax 910-295-6866
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If I gave you $100,000 and you could
make $50,000 in the next 6 months What you want-
would you take that deal? * Castello di Casole, Tuscany

Take my
real estate..

lf‘DO Please?

/X

i What you get offered?

- . National Geographic

launches first ever
real estate gift ad

GIFTS OF REAL ESTATE:
Give a Home. Give Hope.

www.nationalgeag raphic.arg/donate

wma
A25) svensocor xnmron
T&

anam L ———
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Do you really want to do Real Estate
i — Board Objections

= How do we know what it is worth?
= Real estate values are going down we will get stuck
with it!
= REAL ESTATE - The average single-family home nationwide peaked in value on 6/30/07 but has
dropped by 17% from that maximum value as of 6/30/12
= HOUSING VALUES - The average home price in the USA dropped by 19.4% (in aggregate, not per
year) over the 5-years ending 3/31/12 (source: Office of Federal Housing Enterprise Oversight)
= I know someone who has been trying to sell property
for over 4 years, why would we take it?
= Itis costly to keep and costly to sell, just get cash
Enhancing The ~sm instead. Too much unknown liability exposure.
Donor/Charity Relationship = Lack of qualified staff for the intake, management
and sale of property

www.secretpowerbehindrealestatedonations.com

Do you really want to do Real Estate Do you really want to do Real Estate
i — Staff response i — Staff response
= We get many gifts of non-cash assets = Opportunity for donor to make a significant gift with
an asset no longer needed

= Unlike stocks where we know the value we will have = Sell
to get at least two appraisals to know the value = Downsize
= Offload management responsibilities

= Most real estate gifts will be $100,000+ Give outright for deduction to offset other income

= HOMES - The average sales price of an existing home sold in the USA
during April 2012 ($177,400) was +7% greater than the average sales price = We can use charitable strategies to acquire land

of an existing home sold in April 2009 (source: National Assoc. of Realtors) around our campus/ofﬁce or for new facilities
’

= A charity can hold real estate until the market comes
back = A knowledgeable consultant can assist with this gift

James E. Connell & Associates

Charitable Estate and Gift Planning Specialists

Box 3335, Pinehurst, North Carolina 28374

Phone 910-295-6800 .... Fax 910-295-6866
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Opportunities and Challenges of Real

Estate and Hard to Value Gifts

1. The fear of accepting
real estate is misplaced
and misguided

2. If offered a real
estate gift there must be
something wrong with it
3. Staff time and expense
are not worth it
4. Most real estate gifts
are deferred so we will not
have cash for many years

3 Real Estate Myths

5. Most properties have a
mortgage

6. Owners do not like to
have development folks
talk about their real estate
holding, it is a job for their
attorney

7. Never accept real
estate for a gift annuity

= Source: Debunking Myths about Real
Estate Gifts, Dennis Bidwell,
www.bidwelladvisors.com

March, 2014

Why Real Estate?

= Intergenerational transfer of wealth

= 75% of individuals over age 65 own one or more
homes

= Many retired seniors have a mortgage on their real estate. Back in 1989,
just a little over a quarter of all households (26.4%) were living as "retired
with a mortgage"

= By 2007, nearly half (46.5%) of all households could be considered as living
"retired with a mortgage." This is a 76% increase in just 18 years

= Most seniors have no debt on property
= 48% of households headed by individuals 65 to 74 had no debt
(Source: Federal Reserve 2007 study of consumer finances)
= Personal residences comprise about 10% of all estate
assets
. Othetr real estate comprise about 7% of all estate
assets

:‘ Discovery Process )

3 Why Real Estate?
= How property is owned

" ngheSt percentage Of mortgage-free = Individual, trust, partnership, corporation
homeOWI"lerS, 29.30/0 (Source: Zillow.com) = Existing or potential liens

- Pittsburgh = Expenses to carry property
= Electric, water, maintenance, insurance taxes
- Tampa = Clear title report
= New York = Paperwork process
= Internal and external
= Cleveland = Parties involved
= Miami = Multiple ownership

= Easements or other restrictions
= Zoning issue

James E. Connell & Associates

Charitable Estate and Gift Planning Specialists
Box 3335, Pinehurst, North Carolina 28374
Phone 910-295-6800 .... Fax 910-295-6866
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Steps to Take Before Accepting
Real Estate...when you don't have a policy

= Get an appraisal

= Ask a professional broker to evaluate the
appraisal

= Hire a lawyer to review contracts

» "Kick the tires”Inspect and have the property
inspected

= Mention/urge donor to pay for environmental
evaluation

= Figure out how much income a commercial
property could provide

Steps to Take Before Accepting
Real Estate...when you don't have a policy

= Determine monthly costs of keeping the
property and project future maintenance
costs

= Identify all potential risks owning the
property and selling it in the future

= Figure out how to manage the property once
it is gifted and purchased

urce: Chronicle of Philanthropy, August 2009

= NO TIMESHARES

3 Mortgage on property

= Reduces equity of fair market value and creates a

bargain sale

= Recourse — against the property and the owner

= Non-recourse — solely against the property
= Mortgage removal strategies

= Pay off

= Transfer to other property

= Charity short term low interest loan

= Charity purchase percentage interest

:-‘ CERCLA statue

= Comprehensive Environmental Response,
Compensation, and Liability Act of 1980 (Superfund
Act)

= Any person, or entity in the chain of title (even
briefly) can be held liable for environmental cleanup,
even if it did not in any way contribute t the
hazardous waste

= Solutions:
= Single Member Charitable LLC
= Supporting Organization
= FLIP charitable remainder unitrust

James E. Connell & Associates

Charitable Estate and Gift Planning Specialists
Box 3335, Pinehurst, North Carolina 28374
Phone 910-295-6800 .... Fax 910-295-6866
“Building Endowments for American Charities”
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March, 2014

Getting the Word Out

3 Marketing Matrix

= Take advantage of all marketing strategies
= Internal
= External

= Web site
= Personal Visits | viumes

Opportunities “Good" Gift Inquiries

:‘ What is Real Estate Worth?

= Assessment date is available on all US
properties

= The kind of home a family owns usually
reflects its economic status

= Primary source is the assessor for the
county or township where the prope

“Bad” Gift Inquiries |S Iocated
Level of Marketing/Outreach Activity = " Assessed Value AR \ 9
= Market value i rorsoe {

3 What is Real Estate Worth?

= Links to assessor’s websites:

= Www.pulawski.net

= Www.publicrecoreds.netronline.com
= Rough idea of market value

= Wwww.zillow.com
= Spend a little money?

= www.knowX.com has indexed real estate
information from most counties across the
country, costs $7 per record.

:‘ What is Real Estate Worth?

= Appraisal requirements
= Qualified appraiser
= Property description
= Fair market value

= Comparable sales and
other specifics

= Environmental issues

James E. Connell & Associates

Charitable Estate and Gift Planning Specialists
Box 3335, Pinehurst, North Carolina 28374
Phone 910-295-6800 .... Fax 910-295-6866
“Building Endowments for American Charities”
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Sample Assessor Printout
' ROB TURNER, CF

o hepafl org

oo TAMPA, FL

JUEGH GOUNTY PREPE
ABOUTHCPATL  IPORTANT WECRMATION. <GB PROVERTY RECORD SEARCH  ODERMARS  LWICS _ EMPLOYMENT OPPORTUNATIES.

PROPERTY RECORD -
d Mumni Address

s search o gt el ats when bstngs b he
A7 2T 20 STRA0025A.00003.0
059403 4152

A16.27 20 ZZZ000001.91660.0
593990000

THTAMPA

Nty Cites

VALUE SUMMARY

Nt | T e
Take my real estate... L':?Lé'AsE
please!!!! *Types of Real Estate™ Eowire;

» Opportunity = Opportunity = Personal residence A

= charitable motivation
= donor has excess real

sale would mean significant = Vacation home
taxes = Non-rental

= Rental property

estate = own property without debt :
. ) Commercial prope
= residence, vacation home, = desires debt forgiveness - . Usedin taanyeEs Etzlsiness
land ) o = desires tax reduction = Motels, recreational parks
. Plannlng estate distribution =« desires life simplification = Condominium
. I|f§5tyle change = major $100k gift = Farmland
= children have no use for opportunities = Investment real estate
prope!‘ty = may fund a life income = Apartments, office buildings
= no heirs plan for self or others = Raw land

James E. Connell & Associates

Charitable Estate and Gift Planning Specialists

Box 3335, Pinehurst, North Carolina 28374

Phone 910-295-6800 .... Fax 910-295-6866
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3 Gift of Real Estate

= QOutright or Fractional Interest
= Bargain Sale
= Installment Sale
= Installment bargain sale
= Life Estate
= Gift Annuity for 85% FMV
= 18 month Deferred Annuity
= Simultaneous Closing
= Unitrust and Sale

+

Bargain Sale
York College of Pennsylvania
800 South George Street

Bargain Sale
York College of Pennsylvania

= Surviving spouse, mid 70s

= Inherited building, former physician office, two
tenant apartments

Attorney driven bargain sale

Appraised value $91,000

Bargain sale price $20,000

Income tax deduction $71,000

IRA rollover gift $25,000

Avoided capital gain and depreciation recapture (if
any)

= Life simplification

Real Estate CGA — Case Study

Why a gift annuity strategy?

Donor objectives

Charity objectives

Evaluation strategies

Decision matrix

= CEO, CFO, Board, Development

IRS requirements

Detail information in Newsletter at link--

= www.connellandassoc.com/Newsletters/October2012issue.htm

James E. Connell & Associates

Charitable Estate and Gift Planning Specialists
Box 3335, Pinehurst, North Carolina 28374
Phone 910-295-6800 .... Fax 910-295-6866
“Building Endowments for American Charities”
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What Does It Take to earn $1,000

2 Why a CGA

H H HEH = It took $24,000 invested in a taxable money market earning
= Most popular life income split interest +4.18% (the national average at Thanksgiving 2007) to
agreement generate a yearly return of $1,000
u Simple to set upl no trust draﬂ:ing = It now takes $5,000,000 invested in a taxable money market

earning +0.02% (the national average today) to generate yearly
taxable income of $1,000 (source: BTN Research).

= Negotiated with donor and/or advisors
= Convenience factors for donor

= Commentary: One of the major advantages of a charitable gift

= Risk factors for cha rity annuity for those individuals who have charitable intent is to
) increase their income and decrease their taxes. Prime
= Longevity candidates for CGAs are those individuals who have
= Investment remembered your charity in their will.
' ™

Real Estate Evaluation Form for Charities Accepting Homes, Land
or Other Real Estate for Charitable Gift Annuity Agreement

Douor: Donor Age:
Donor: Donor Age:
Normal Charitable Gift Annuiry Rate: D n r # 1
Real Estate gift annuity rate = ACGA rate -05% _____
PLANNING TOPIC(A) PLAN1(B) | PLAN(C) | FormulaD) | EXAMPLEE)|
Appraised value for tax deduction $0.00 $0.00 D2 $150.000.00

Selling adjustment(% of value) 000% 0007 3 10.00% = Juneisa 85 year old
Selling adjustment value 50.00 $0.00 D2°D3 $15,000.00 - | id d
Gross Sale Price 000 50.00 DD 513500000 = Recently widowe
e el R i . = Good health
expenses) . )
ol wm  [sow  |pems 105000 = Financially secure
Cash eceived by charicy 5000 s0.00 D07 12420000 . . .
Carrying cxpewes before saleofasee [S000 |so00 |09 0000 = Prior experience with
il o gift annuities
g;’;:.“m!::2::1;";;"":’”'“"““ e [ e ‘X = Florida resident
escimate one vear payment) N ) i
Total cach received by chariy to fund | $0.00 s0.00 SDS-D9-D18) | $113,200.00 COnS|der|ng relocation
anuuity agreement
Anuual aunuity paymeat 5000 s0.00 o1z 800000 to be closer to
Aunuity rate on appraisal value 2 ) D122 5330 fam”y/fnends

= Considering retirement

community

James E. Connell & Associates

Charitable Estate and Gift Planning Specialists

Box 3335, Pinehurst, North Carolina 28374

Phone 910-295-6800 .... Fax 910-295-6866
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March, 2014

Donor Asset

= Built in 2004
= 3 bedrooms
= 2 baths
= Large lot
= 2,500 square ft
= Appraisal #1
= $180,000
= Appraisal #2
= $185,000
= No mortgage

Charity: fn

Chapters Health System SHAPTERS

= Hospice that took care of deceased
husband

= First real estate gift annuity

= Guidelines

= FMV discount 10-15%
= Considered outright gift, fully deductible

= Rate discount -.05% of ACGA rates to max
of 7.0%

Proposal and
Memorandum of Understanding

= Rights and responsibilities of each party
= FMV of asset for annuity $164,250

= Average value of two appraisal $182,500

= 10% discount = $18,250

= Net value $164,250
= ACGA annuity rate for age 85 = 7.80%
= Maximum rate offered = 7.0%
= Two charitable deductions

= One for discount $18,250

= One for gift annuity $101,666
= Skip first short payment

Proposal and
Memorandum of Understanding

= Legal description of property

= Free and clear of all encumbrances

= Draft gift annuity agreement with values and
payments

= Responsibility for closing costs, taxes, transfer fees,
transfer of utilities

= Final inspection of deeds, documents, property prior
to transfer

= Statement of IRS rules on transfer, charitable
deduction value and reporting responsibilities

James E. Connell & Associates

Charitable Estate and Gift Planning Specialists
Box 3335, Pinehurst, North Carolina 28374
Phone 910-295-6800 .... Fax 910-295-6866
“Building Endowments for American Charities”
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Estate and Hard to Value Gifts

March, 2014

Charitable Gift Annuity

June Cotrell - Age 86

7.00% Annuity

Property

$164,250

Principal

$164,250

One Life

2. Annuity of $11,497.52
for one life. Tax-free
amount $9,772.89. Estimated
one life payout of $81,632.
Effective payout rate 10.6%

1. Gift property to charity.
Donor receives contract for
annuity payments. Income
tax deduction of $101,666
may save $25,417.

[SLHETIETS
$82,125

3. Quarterly payments for
one life. Property passes
to charity with no probate
fees. There are also no
estate taxes.

IRS Reporting

Gift Annuity
Tax substantion letter
Crescendo life income

Outright Gift
= Outright gift receipt
= IRS form 8283 completed

calculations = Appraiser

IRS form 8283 completed = Charity

= Appraiser = Donor

« Charity = Appraisal attached
= Donor

Appraisal attached

Donors #2

= David and Peggy
= Active retirees, ages 77 and 80 -
= Moving from NC to MD into a
retirement community for her
health reasons

Former marketing executive,
one son employed by world
bank in India
No gift annuity experience
David initiated call to retirement
community on what they could
do if they gifted home for life
income
Preliminary attorney suggest
gifts that were unworkable

=« Issues
Retirement Foundation
contracted with consultant on
November 1, 2013

Donor requirements

= Complete by December 31st
= Development director
retirement 12/31/13

= No real estate gift
experience

= Solution: 90%-10% CGA,
5% payment
= Foundation attorney drafted
CGA agreement
= Issues
= Appraisals $549K, $540K
= Completed 12/27/13

= Home listed for sale, $650K,
$625K, then $599K

= Local attorney recruited for
paperwork

= One personal visit, balance by
email and phone

James E. Connell & Associates

Charitable Estate and Gift Planning Specialists
Box 3335, Pinehurst, North Carolina 28374
Phone 910-295-6800 .... Fax 910-295-6866
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Real Estate & Hard to Value Assets
‘ A Case Study in the Opportunities & Challenges

i Charitable Gift Annuity

David B.-Age 77 Peggy B. - Age 80

Cash 5.00% Annuity
$494,100 i
Principal

$494,100

Foundation
Two Lives
1. Gift property to charity. 2. Annuity of $24,705.00 3. Quarterly payments for
Donor receives contract for for two lives. Tax-free two lives. Property passes
annuity payments. Income amount $18,800.51. Estimated to charity with no probate
tax deduction of $232,845 two lives payout of $370,575. fees. There are also no
may save $58,211. Effective payout rate 7.1%. estate taxes, if married.

m‘mn Charltable Contributions

Seeeee |

P s I
ahich rou o
i 1 = e
ol [ T

[T IO
[EREESENEEEEREEIN}
[T COTEITET

What is your real estate worth?

= IRS 8283 form — new for 2012

= $500 or more of property
= $5,000 or more signed by appraiser
= Charity signature to acknowledge receipt of property

= IRS 8282 form for charity

= 125 days of sale of property

= When sale is within three years of gift date
Appraisal requirements

= 60 day rule or tax filing rule
= Charity restricted from doing appraisal

oo eielelellg | o] ] =]

James E. Connell & Associates

Charitable Estate and Gift Planning Specialists

Box 3335, Pinehurst, North Carolina 28374

Phone 910-295-6800 .... Fax 910-295-6866
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HOW WE MAKE GIFTS OF REAL ESTATE
BETTER TO GIVE & RECEIVE

Giving
fundraisers
new reasons
to aim

higher

ng tt
HIGHER FORM
OF GIVING PROGRAM

For Gifts of Real Estate

James E. Connell & Associates

Charitable Estate and Gift Planning Specialists
Box 3335, Pinehurst, North Carolina 28374
Phone 910-295-6800 .... Fax 910-295-6866
“Building Endowments for American Charities”

The all-in-one solution that's good for all

HIGHER POTENTIAL
THROUGH LOWER RISK

- Hmnsten of property muntennes o ot
chitguors
~ Ehminanion of abidiy and inseances

e, chim cigerces processes wih ll

« Indivi trun,
can now advise on the fiscal advantages of

donstions for any qualified charity

ettiements

BUILDING DONATIONS ON
ASOLID FOUNDATION

EVERYONE BENEFITS FROM
GIFTS OF REAL ESTATE

Evetycre agres that chartable fund rsing & 3

dapaing of
contribuon

LET'S GET MOVING

+ The Higher Form O diowes h
[

charmics and non-profis, the

Anciber avenwe for chariable contributions s

econormy 1o progper

Director of Res £
(B77) COMER1 224-6331;
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Do You Own Property?

Yes, I'm Interested.

O Please send me more information

GW accepts gifts of
sbout gits of Real Esate

all types of real estate.

For +  DOlami tri
how you ca'r;yhlu:! & Real Estate
your property into a - p
lasting legacy at GW, Aepirbuns Ve
lookon the opposite 3
side of this page and D Name
return the coupon
on the right. Lddee
Phone: —
E-Mail:
FormoteInformation, please contact: Clip & Mail 1o

The George Washingion Univensity
Offce of Planned Givirg — Real Estate
2100 M Street, NW, Suite 310
‘Washingtan, DC 20037

Chase Magnuson,
ector of Planned Givingfor Real Estate
944979 or chasemegwu.edu

v.gwu edulglve/waystogive/plannadgifts

v

Yes, rm s uCSO siumnus

Yo, 11m seing s hors 6rfooking o
bova home

Yos, | want & hugs cash rebate

Introducing the Alumni
Rebate Program
- :

March, 2014

Say Yes Three Times and
Receive a Huge Cash Rebate

How huge Is huge?

Visit
www.alumnirealestateservices.com

Call
(800) 6154639

The Amazing Charitable Gift Annuity
Trading One’s Home for Cash and a Gift Annuity
= 4y Peggywaseagertomoveintoher  Ratosfor One Life Gift Annuities*

dream unit at Rose Villa but couldn't s —

sell her home in West Vancouver, [ e [T ate |

She then read an article in the Serior Sl Sk R A%,

Messenger about the real estate program st 61 | 51% | 77 | 66% |
Fort Vancouver National I @ | 51% | 78 | 6%

cash and ty. I’cw 63 | 52% | 7 | 69%

inqulred and the exchange was executed withina sheweek period. |62 | 5.2% |
As the illustration shows, Peggy reccived cash that she used 85 53% 73%

for her down payment a Rose Vil and,beginning in Decermber S S
of 2010, will : i

(Poggy's Ta s highr at 72% by defiring payments for oneyear)
is r me. Il b

FEIEIEIEAFIET
g
®

testamentary eridowrnent gilt to the Trus that wil bar oy name 6 | 56% |
and p to their very 0| 57% 83%
Peggy’s Gift Plan Pegay - Age 78 ] SE%| W | 6%
i 72 59% B89%
 casho%E6250 ) 7.2% Annuity L e —
Home _Cnh “6'2—’” 73 6.0% L 9.2%
;"" 4| 6% 904 95%

Nammil an s 63%
LH! & * Rates for W Litw Annuities are slightly kower

Tom Bashwiner
Director of Gift Planning,

ko Js o ¥ 360-992-1815

tom bashwiner@fortvan.org

Annual payout of $11,520 for one life. Tax free portion of §7,880.

Homa address

(S8 FORTVANCOUVER
\['5/ National Trust

Approimate vaue: 3. Ageishfor it anauity
Owner’s contact information General 0,0, Howard House
(phone or email 750 Anderson St.

Vancouver, WA 98661

Maitphone or emai your information ta Tom.
v FortVan.org

P o B o o

James E. Connell & Associates

Charitable Estate and Gift Planning Specialists
Box 3335, Pinehurst, North Carolina 28374
Phone 910-295-6800 .... Fax 910-295-6866
“Building Endowments for American Charities”

* Consultants for Real Estate Gifts

= Chase V. Magnuson CCIM, CIPS, SRES

Real Estate for Charities

www.realestateforcharities.org

= Dennis Bidwell
Bidwell Advisors,
19 Forbes Avenue

Northampton, MA 01060 www.bidwelladvisors.com
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