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i Why Real Estate

n Intergenerational transfer of wealth

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

n Most seniors have no debt on property

n Personal residences comprise about
10% of all estates

n Other real estate comprise about 7% of
all estates
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NetWorth of US. Households 2000- 2010
®
5«
x|
Individual Non-Cash Contributions 2005 ' Highlights of the Data
EEEEEEEE N + Due primaily to increases in the filing threshold, the number of estate tax returns filed decreased from more than
Appreciated | Numberof Numberof|  Total Amount | Average e 10,000 in 2001 1o fewer than 34.000 in 2009,
Property 2005 Retums  Donations Amount Per Return Gift. - & Year 2009, estates with gross assets above the filing
ComporateStock | 181,192 399828 | $16336601,000  $90162 | $40859
Mutual Funds 7736 11007 | S669.646000 86557 | $60.401
Real Estate 7654 8203 | $1183888000 | SIS4676 144320 ]
Land 9883 10447 | $2915322.000 | $294974 5278265 3 persent
bequests, as well expense: 5 Of the estate, less than half of the
A& Colectioles | 110632 | 174891 | $1244906.000 | $11.253 | $6079 ates il in 3000 owed cate tax. T cormimea evtate tu: oblgation of these <oaten was neasly $21 bilion
Totals 37007 | 608376 | $22,350363000 | S7044 536738
Products
Bequests for 2005 $23 450,000,000 Assets a5 » Percentage of * Read a report about estate tax renums filed between 2001
SourcesStaiaics o inome Bt 5p1ing 2008 Ghing USA ross Estate, Filing Year 2009 007
e et ek e, o st 1o i
Age 2004 2005 Difference .
lay data for retums filed for
Under3s | $2045066 2231510 $186444 o e s s
35-44 $5,605,235 $6,071,559 $466,324 £ the personal wealth of part of the living
45-54 58.510.992 38.949.908 s438.g]6 are derived from estate tax data
55-64 58,475,131 $9,756,707 $1,281,576
- 65+ $12,552,736  $14,060,948  $1,508,212 Source: IRS 2010 Statistics of Income Bulletin

i Policies and Procedures

Where do you Start? n Generals and Chefs have plans and recipes for

Start with the value of your real estate, success.... Development department also needs a
home, lots, farm, investment property plan
» What types of real estate and non-cash gifts to take?

» What outright gift strategies and life income plans to be
offered?

» Limits of authority and authority for disposition
Reporting requirements fr

» Appraisal requirements plannediMg

» Environmental requirements

» Disposition procedures

» Donor reporting procedures

» Real estate information check list
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CHARITABLE PLANNING  <"nifHi @
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i . IRS
REAL ESTATE Donate Real Estate to Charity! E:-—-,,,EE

2 W — E It = ind - 2 r r ——
March 2004 WITH CAUSES Houses - Land - Rental Property Tax Geduction
i el gty con ey [y poratc [ ow vou nenstc | onarinow | our mision | ~Contoctus — |
e 2000 Bighs snd who sace funded Donatiens: Donate o Houss | Donats Lan | Demate Rerta Propaaty | Commercial PropertyDanation » 888-228-7320
Real estate, Xy gkt be

the ideal property for them to gift DONATE REAL ESTATE.... Help Yoursef & Make o Difference!

. -’ ol s For Donate a house, land, property, land contracts, & -
that Or it could b - doate real estate you know longer wish to own. -
—

To aats RAEStAtg PAeaso clck s Bk cn CMESS.278.7320

What are the tax advantages?

offers sgmficant financial advantages. -

= For donatioas to-a public charity the cliet can dedoct the frir market valoe of the
property docated, up .30 paccent of the individaal's sdjusted groes income [ HowYouwillBenefit [ Support Many Worthy Causes |
*  Any deduction that can't be taken w the yeas of the donaticn - for instance, of the clieat’s An Incomparable Way of Liquidating el A Derveloper
contrsbution pr Unwanted Real Property Assets. sl Reswanch, Disase

five years.

Donations of real estate can take a varicty of farms

o ) ,the
doation can'be st up as
= Anoutright gift of the catire property We Make a Living by
- A giftof a emmainder i personal esidence or farm. Benefit Worthy Causes.

o ust T &

youita new 15 Real Estate Danations, the quick 1o below will hlp 04 discover in 3 nutshes

ot past | e roves | 100

Ehe Newlork Times

arch | vioes | wast popusn | Taaes Tomts

Real Estate

WORLD U5, M.T.JREGION DUSINESS TECHNGLOGY SCINGE MEALTH SPORTS OFf

FROPERTY SEARCH COMANTES POEFIANE CONTER  GREATHOMES G

— What is your real estate worth?
Giving to C_lmm'. ﬂ}l‘olxgj) Rfal smte .

n Appraisal requirements
n Qualified appraiser

n Property description

n Fair market value

n Comparable sales and

o - other specifics
Correction Appended 4 T - .
n Environmental issues
SIDNEY AND ELISABETH GARVAIS had a listime of mamncries o
tied up in thei second home,a small cotage on 4 Vs acreson Block. o,
b R et e v g2

sumnsmr vacations and to entertain guests o weshends, OF eourss, it
alsa turned sut to be one of their best investments. D sane

B e

Butwhen it came tims 1o move on
about three years ago — “the upkedp.
b b )
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* What is your real estate wortR?

n |IRS 8283 form

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

n IRS 8282 form for charity
» 125 days of sale of property
» When sale is within three years of gift date
n Appraisal requirements
» 60 day rule or tax filing rule
n Charity disqualified party and restricted from doing
appraisal

Donee Information Return

or Tt v ach o1 for o wm E0E G o
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Types of Real Estate

n Personal residence
» Vacation home

» Non-rental

» Rental property
» Commercial property

» Used in taxpayers business
.« Motels, recreational parks

» Condominium
» Farmland
» Investment real estate

» Apartments, office buildings

» Raw land

Gift Strategies

Bargain Sale

Life Estate

Gift Annuity for 85% FMV
18 month Deferred Annuity
Installment Sale
Unitrust

» Net Income, FLIP
Unitrust and Sale
Charitable Lead Trust

n

n

n

Jim and Ann

iSale and Unitrust

Jim an investment advisor n
Ann a retired school teacher

Own 239+ acres in Jasper
County, lowa

Inherited from mother, bought
out sister’s interest "

Tenant farmer, sharecrop
agreement, Sharpe Farms, Inc.

$33K annual income
Value $944,400, cost $194,709
No mortgage n

Objectives

Keep 100% of asset working for
them during retirement years

Cash in hand to improve
Minnesota lake property

Lessen taxes and administrative
expenses

Support two charities, College and
Hospital

Attorney first time doing a CRUT,
lowa attorney for property
transfer, CPA review

‘ SALE AND UNITRUST -- DATA ENTRY
Jlm and Ann’ Fact Sl ik haesTad 1025 %]
. Gift Date: 1112672008 Capital Gan% 2226 %|
Sale and Unitrust| ... .. T e
BimhDae 3161936 Cost Basis $184.708
IndPerscn Anne Curtert Retum 300 %
- BrmnDae 171940 Trust Retum 8198872 %)
n Multiple proposals o )
A ! ! Frequency  Quantetty UTPayash 5132. %
multiple reviews s 6020 o %
n Two life gift annuity s e
n FLIPCRT prever pm o pmmeeE
Cash Rucemed (£R) 566 400 Mo, Gain 2976
n Glft and Sale izt::::::e:m m;x: (CRPYV x CB) Unitrust Deduction 129521
.
n FLIP CRT and Sale el
» How much to sell? L I
n How much to CRT? s v v
Adusied Baes $154708 11685
s $47,930 tax Lol
Tax Sawvings: 0 B
Net To Boner W7 28 CASH $518470
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e

SALE AND UNITRUST A Joanna and her C-corp

Jim -Age73 Ann - Age 69

» Joanna, DOB April 25, 1928
n Initial contact: January 2007, physician group buyer in waiting,

= $566,640 falls through, search for new buyer
Froperty E\ n Date of gift: March, 2008
$944,400 > ° ) )
’ 6.5% Unitrust n Age at gift date 70, Horida resident

$377,760 = n Parents deceased, divorced
’ Foundation
! $517,194 )
Two Lives n  Ccorp owns property in Morgantown, WV

Cash Received

1. Gift $377,760 to trust. 2. Unitrust Income of $24,554. 3.1f trust earns 8%, pays 6.5%, » Files WVA corporate tax return
Bypass up to $299,876 gain Increased income $13,221 over then grows by 1.5%. After
may save $66,752. Tax prior $11,333 income. Estimated two lives, trust passes

n Desires freedom from management, taxes, gift to hospital
deduction $129,575. Taxable income in 21.1 years $604,216. without probate to charity.

gain $449,815 on cash part Effective return rate 7.54%.
Net Cash to donors $518,678.

n Net worth approx. $2.5 million
n Hospital has no interest in property

Joanna and her C-corp i Joanna and her C-corp

n Advisor team
Morgantown attorney
Horida attorney
Morgantown CPA

» Forida CPA

» Investment advisor
Real estate broker
Philanthropic advisor

Shifting and unsure objectives

n Ccorp facts
n 75 shares

n Cost basis of shares
individually owned,
inherited from father,
divorce settlement =
$100,114 or $1,334 per
share

» Ccorp asset: Multiple
Properties, cost basis
$242,536 almost fully P—
depreciated

n

n
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Joanna and her C-corp

n Property facts

» Two adjoining
parcels .5963 acres
and 1.224 acres

» 10 townhouse
apartments

n 2 two bedroom
duplex units

n Fair Market Value
» Income approach
» Sale approach
» $775,000

n Property contains a
right-a-way through the
hospital property
granted in the 70s
which the hospital
would like to go away

n Buys for $100,000,
proceeds to C corp

Solutions \

» 1. Gift corporate stock to hospital for gift annuity
» Stock redeemed by C corp, retired as treasury stock
» Valuation discounts required

n 2. Ccorp (Manor Heights, Inc) real estate donated to set
up a term FLIP Charitable Remainder Unitrust paying
7% for 20 years
» Income payable to C corp, distributed to shareholder

(Joanna)

» Ccorp real estate sells for $713,000, proceeds to CRT, net
cash after settlement charges $684,254, buyer finances
$652,500

» Ccorp personal property sells for $12,000, proceeds to C
corp

Charitable
Gift Annuity

Charitable Gift Annuity

Property

$67,946

may save $8,49L

1. Gift property to charity.
Partial bypass $30.572 gain for one lfe. Tax-ree
may save $2,047. Income  amount $1,309.48. Estimated  to charity with no probate
tax deduction of $30,325

Joanna - Age 70

5.84% Annuity

Principal

$67,946

Charity
$67,946

Approximate Valuy

2. Annuity of $3,968.06 3. Semiannual payments fo

one life. Property passes|

fees. There are also no
estate taxes.

one life payout of $67,457.
Effective payout rate 7.9%

Joana XXEYNNXY 5% XNXNORKX
‘Statesment atachied o S2hiduls A (Form 10405

OuMasch 15, 2008, L .

i Agy
fcopy anached i The Fomdation XXXNXXNINKY, b, Morgammowa, WY 2 Wese
i TheFou Inc s

RS e

“The gt securines e g e s the o §67 945 90
s ransternd: 5 Shares. Manar Height, L3 C corperation
ity 31. 3908 g

Asw costbasis 13737040
RS form 3233 atiacbed.

‘Thegiftprovides payoenss for et e foloeing,
s KXY XXX, dae ofbinth, Aprd 25, 1078

fep—

198403 om the st day of ) e September anel Decesnber The frst

£
.
pament i o chepersod Mareh 15, 2003 1o Deceber 51. 2608 51198415

Taration of Auwaity Payoesis
Weuw | Oulwry |Cwpial | TmFre | Toul
oo | Gom Inosoe | Inorme
008 swsel | g | e nesin
00e-
W | MR 0T N0 |50
| e 07| sees|sner
w8 | ss060s nw 3000 | 5396806

“Thedobir et the leruaie AFR ot arJaasry 208 620 Theclarisble

e sljund

donar b v o gods o

atkzowiedgment fs s g
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Term Charitable
Remainder UNItrUSL| .. s s seomgmsse

eincble ol 2
Swction d64{0) 0 0, . S 3

M OF YEARS UNITR) Feiiii

B

Maner Heights ¢ Furpleger Tensticaron Nuber EIN). 0455904

Prepared for Manor Heights, Inc.

e trust e The o b
Morgwsonn, Wes Virgsa 36505
g =55 057033 3 nrvocablebene by,

7% Unitrust

Property

Unigrusis 3 FLIP Terw o Vears Uit Unierst e s 20 yeurs. The “wigserins
. Aol the Mos Feighis, b

$775,000

o
Cloriohle Remaisse Unitrust

Principal

20405775000

$775,000 feopy of spprailartached)

1
Term of | 20 Years omde e et conpbes i o et e

Icome payobe recpient Mamr Helghis. e

Clarichle Remaros Trust ot ot 709+ of e e prios o e sabof e
Sehodle T Evews” ol

1. Transfer and sell Tax-Fr@eUnitrust Income of $54,25. If trust €ars 8%, Pays T g e fur matketvalae s of (e Japmary L i stk vaboesach v
Bypass up to $532,464 gainincreased income $31,000 otieen grows by 1%. Afte
may save $186,362. Incomprior $23,250 income. of 0years, | « . quartaty
tax deduction $188,007 maincome in 20 years $1,194,53tust assets pass witho
save taxes of $66,117. Effective return rate 7.65%. probate to charity.

Chiarihle contribusnn o iom: £188.07 0

The niial rusee e dhe AFR.fo Jonaar, 2008 of 4 4%, e chonitble contrbntion
it
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Rita and her
proposed Mineral CRT

n Work in progress for Mansfield University -
» Ritadob 3-13-1934 (77), Philadelphia
» Widow with two estranged children
» 180 acres in Tioga county
» Purchased in 1958,1961,1963 — cost basis $6,000
» Rental trailer and rustic cabin on property
» Original intent was to develop a school/camp for children
» Has current wind and gas lease

n FMV appraisal $1,013,000, Dec 2010
n Goals: Preservation, income from gas royalties

Strategy: Net Income Makeup CRT

NET INCOME UNITRUST « 7% payout = $544,538

1. Transfer and sell tax-ree.

Rita- Age 77 deduction, larger

Payouts Start on December 31, 2015
596 Unitrust makeup account

> g—— » 10% payout =
51012453 NES $433,635 deduction,

$1,011,897 larger makeup account

Initial Amount
$1,0: 0

Accumulation Model
One Life

2 Unitrust Income up o 5%to 3. Income for estimated
Bypass up 0 $1,007,000gain  donor for one lfe. Annual period of 12.1 years,
may save $181,965. Income income at payout $50,627. After one ife, trust

Capital gains offset
i e et S pinc o strategy, $1 deduction

Iftime income s 5384675 offsets $1.86 (28%
bracket)

:-‘ What is a Charitable Gift Annuity?

n Contract with n Payments begin
Charity.. gift immediately
arrangement n Payments may be

deferred to a specific or
variable date

Payments depend upon
age, number of
beneficiaries al pe

» Donor receives fixed of annuity {=

guaranteed lifetime '\

payments n Part Gift — ’
Part Invest

n Assets are irrevocably
transferred

Gift Annuity for 85% FMV
and ACGA rate discount

n Charity agrees to pay n Donor benefits
fixed guaranteed » controls timing of
annuity using 85% of annuity closing
the property appraisal . no closing costs

» Rate reduction by 0.5% -
no commissions

to maximum of 7% ! )
» no selling stress
n Charity assumes market » lifetime income
risk, market wait and ¢ » Tax-free portion

Double deductions
» Outright gift portion
» Gift annuity deduction

expenses s

June, 2011
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Gift Annuity for 85% FMV
and ACGA rate discount

Gift Annuity for 85% FMV
and ACGA rate discount

n  Gardner-Webb University,
Boiling Springs, North
Carolina

n  Stephen, age 83

n  Condo Unit, Waco, TX

n Appraisal $45,000, March,
2009

n Annuity $38,000, 6% (7.7%),

quarterly
»  Sold net $37,786, March,
2010

Rady Children’s Hospital, San
Diego, California

Walter and Maureen, ages
66,66, non-donors, internet
search

House, investment property,
Columbia, SC

Appraisals $995k, $925K,
$900k

Annuity $825k, 5.10%, (rate
controlled), April, 2011
Taxes $15,000

Listed for sale

FirstHealth of the Carolinas,
Pinehurst, NC

Robert 9-22-24 (80) and
Jane 9-3-14 (90), $50
donors, attended seminar
Ski Cottage, Stratton Mt.,
VT(1972) 1.2 acres, 3,300
sq. ft.

Appraisal 2004 - $425,000
Annuity for Robert (80),
Sept., 2004 for 85%
$361,250 @ 7.5% (8.0%)
Sold $388,233 net (2005)
Deductions $63,750 & $188,709

GBMC, Baltimore, MD

Martin 3-4-32 (71) and Dawn
11-27-32 (71)

New Jersey vacation property,
April 2003 gift

Appraisal: $1,330,000, cost
$50,000, fully depreciated,
rented, depreciation recapture
issues

Buyer in the wings

Strategy: Outright gift
(2.75%), Sale (60%), CGA
(37.25%) @ 6.2% two-life
Deductions: $113,301 CGA,
$36,480 outright

Deferred CGA 18 months

n Charity agrees to pay
fixed guaranteed
annuity using 80% -
85% of the property
value

» Payments begin 18
months from closing or
beyond

Deferred payment
increases payment

» 0.10% increase for each
18 months

» Crescendo has program
to percentage of
payment

Deferred payment
increases deduction

Can defer payments
beyond 18 months

Single life agreement dated
December 17, 1997 funded

with $50,000 cash
Established by husband for
his spouse, investment
banker

Nancy born 12/26/41

age at agreement 56
Payment rate $4,000 or 8%
+ ACGA rate was 5.9%

Donor designated as fund
manager for annuity

Gift Annuity Give Up and Get

It is now 2010 and annuity
has a current balance of
$90,000

Annuitant wants to withdraw
$35,000 from annuity

Give $55,000 to charity
Present value of future
interest $49,773

Withdrawal is 70.319% of
present value

Tax-free withdrawal $16,278

Page.....9
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i Gift Annuity Give Up i Gifts of Mineral Interests

n  Washington State donor, dob » Deduction is difference
8/12/26 (84) contributes between the original gift

$100,000 cash to a amount and the remainder Handling Complex Gifts

Massachusetts charity on interest of the charity which A Professional Advisor's perspective

July 1, 2005 to establish an represents the present value

8%, monthly payment CGA of her remaining income

| ACGATale was 7'_8% lnterest. Mark A. Vergenes, President & Thomas W. Bergen, Esq.
n  Donor wants to give up n Deduction $46,385.83

annuity after receiving her
July 31, 2010 payment o Taxability of payments

n What is her charitable . Ordinary $1,577.55
deduction and taxability of . Tax-free $3,089.35
payments to date?

n 30% of AGI deduction

HARTMAN UNDERHILI
& BRUBAKER LLP
FINANCIAL PARTNERS ATTORNEYS AT LAW

i Gifts of Mineral Interests

- » New technology has made the Marcellus
™ shale in the Northeast and Bakken shale
Bl P in North Dakota/Montana very valuable
e e mineral interests
e e * - n Many donors with New-Found wealth

and may now have a greater interest in
charitable giving

Becoming a client
Wl US iS 35 easy

Hguse fre il 33 Worven, Obig
Our company
on 2 solid
four

. Ga.inraton e faces more chatenges
Commentary | Click here to il out
ouf hew account Snarichy NG owes wite on ssolay
form and we will Call Dem OK busost over GOP obinctions

Contactyou SRy, | puorny ey et o bkt siesi o

Jecicy gorole coul save Calt_ meons

Enecey arks ke o skobol
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!-‘ Gifts of Mineral Interests

But...

» How should they
give?

» What are the rules?

» Should the gift be
outright or in trust?

» Who is a qualified
appraiser?

!-‘ Gifts of Mineral Interests

Ownership....

8 The owner of a mineral
interest has the right to
exploit, mine and/or
produce any or all of
the mineral lying below
the surface of the

property

n Varying degrees of
ownership makes gifts
of oil/gas interests to
charity complex

!-‘ Gifts of Mineral Interests

Ownership....

n Some donors own
land with oil/gas
deposits

n Others own only the
minerals, not the
land

!-‘ Gifts of Mineral Interests

n Both types of owners may lease their mineral
interests to an energy company that will
extract the minerals in exchange for royalty
payments

n Oil/Gas interests are transferred to charity by
deed or, in the case of a testamentary
transfer, by will

June, 2011
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:-‘ Gifts of Mineral Interests :-‘ Gifts of Mineral Interests

n If the donor owns the n However, under an exception to the partial interest
land w/ oil & gas under rule, a deduction is permitted for a gift of an

the surface.. the donor
cannot_contribute less
than the donor’s entire
interest.

undivided portion of a donor’s entire interest in the
property section 170(f)(3)(B) ).

n The donor must gift the land together with the
minerals (oil & gas) to permit a charitable
deduction

» Contributions of partial
interests in property are

not deductible
Section 170(f)(3)(A).

:-‘ Gifts of Mineral Interests :-‘ Gifts of Mineral Interests

n The donor must own the interest for more n Land with mineral rights...
than one (1) year to take deduction based » An outright gift to charity or to fund a life
on fair market value (FMV) income arrangement, such as:
» If the FMV interest is $500 or more, Form 8283 » CRAT
must be included with the donor’s tax return to » CRUT
permit a charitable deduction. » CGA

» If gift of interest is over $5,000 in value it will
require a Qualified Appraisal, or the charitable
deduction may be denied.
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:-‘ Gifts of Mineral Interests

n Donor owns only mineral interest...
» The donor can gift the minerals alone to charity
or to a CRT.
» Because the donor is gifting the entire

ownership interest, the partial interest rule is
not implicated section 170 (1)(3)(A).

:-‘ Gifts of Mineral Interests

n Remember...

» The deduction is based on FMV if the interest is
held for more than 1 year.

The rule of thumb in the oil/gas industry is that
the value of a mineral interest = the annual
income produced by the interest X4.

Also, qualified appraisal will be required.

* May be additional issues for life income gifts.

:-‘ Gifts of Mineral Interests

n Donor leases mineral interest for royalties

» Even if the donor has leased the mineral
interest, they may assign the royalty stream to
charity or fund a CRT.

» There is no issue of income avoidance because a
royalty is not earned.

» Since the royalty payment is assigned, the donor
avoids income tax on the payment.

» “Fruit of the tree” analysis. Section 170(e)(1)

:-‘ Gifts of Mineral Interests

n CRT or CGA Transfer Issues
If the leased interest is transferred to fund a life income plan,
it is important to assess whether the royalty payment is
sufficient to sustain the desired payout.
» NIMCRUT or FLIP; because future income stream is
uncertain.

» CGA, which requires a fixed payment, may be a more
difficult obligation.

June, 2011



Susquehanna Valley Planned Giving Council June, 2011

:-‘ Gifts of Mineral Interests :-‘ Gifts of Mineral Interests

n Because royalties are considered passive income, n The donor could, of course receive the royalty

the income is generally not subject to UBIT. payment, pay the taxes that are due then make a
» IRS has held that income is not subject to UBIT as deductible of some or all cash to charity.

long as the royalty interest is not a “working n Third option, donor transfers the lease to charity

interest” controlled by the charity. or a CRT. (established with a NIMCRUT or FLIP payout if the interest is
(i.e. the charity is liable for operational expenses associated held in trust)

with developing minerals) n Investigate if “Wealth Replacement Strategies” are

viable.

Handling Complex Gifts,

:-‘ Gifts of Mineral Interests Real Estate, Mineral Rights
and other assets
n Gift Acceptance & Environmental

Concerns.

» Establish minimum gift values you are
willing to accept.

» Conduct environmental inspections.

Questions?

1’

Thank you for having us.




