Information about Gift Annuities

A Gift Annuity is a contract obligating a charity to pay someone (the “Annuitant”) a fixed dollar amount for life in exchange for the Donor’s original contribution.  When the contract terminates, whatever is left of the original contribution is distributed to ministry. 

Who are the beneficiaries of a Gift Annuity?  

Traditionally, it is the charity that issues the Gift Annuity.

What assets can be used to fund a Gift Annuity?  

Cash and Publicly Traded Securities are always acceptable assets to use for a Gift Annuity.  Funding a Gift Annuity with appreciated property is an excellent way to minimize and spread out capital gain.  Some of the gain will escape taxation entirely and the rest will be spread out over the Donor’s life expectancy. 

Real estate and other unmarketable assets are not acceptable assets for a Gift Annuity because of state regulation of the Gift Annuity Reserve Fund and the administrative difficulties of valuing and paying the annuity amount with an illiquid asset.

What else should I know about state regulation of Gift Annuities?  

Many states regulate Gift Annuities and you should be familiar with the regulations in your state.  Many states have special disclosure requirements.

Regulations are continually changing and you should try to stay current with the ones that affect your region.  For the most recent status on any particular state, please check with the National Council on Gift Annuities (www.ncga.org).

How long can a Gift Annuity last?  

A Gift Annuity can last one or two lives.  The lives can be concurrent (run at the same time) or successive (one after the other).  It is not possible to do a term of years Gift Annuity.  

If the Donor is the only Annuitant there is no gift tax liability with a Gift Annuity.  If someone other than the Donor is named as an Annuitant then a gift tax liability is incurred equal to the value of that income stream, unless the Donor retains the right to revoke the income stream.  If the Annuitant is the Donor’s spouse, then the marital deduction can be used to offset any gift tax liability.  The $12,000 annual exclusion is also available for regular Gift Annuities, but not for deferred Gift Annuities.

Who are the best prospects for a Gift Annuity?  

The best prospect for a Gift Annuity is an older Donor (over 65).  Fixed payments for life generally make the most sense for individuals with a shorter life expectancy.  Over the long term the annuity payments, which do not increase or decrease, will lose ground to inflation and that makes them less attractive for younger Donors.

What are the tax benefits of a Gift Annuity?  

Donors who fund Gift Annuities are eligible for a double tax benefit.  

· The first tax benefit is an income tax deduction equal to the present value of the remainder (the present value of what is estimated will be distributed to charity).  The present value of the remainder will depend on the amount of the Annuity, the expected life expectancy of the Annuitant, and the assumed Federal Interest Rate.  

· The second tax benefit is the avoidance, or deferral, of gain for gifts of appreciated property.  Generally, no gain is recognized on the property when it is transferred to the charity to fund the Gift Annuity.  Part of the gain will be returned and reported to the Annuitant as part of the Annuity payments.  The rest will be avoided completely. However, there are situations where the donor must report capital gain immediately. For more specific information, see if the Gift Annuity is funded with an appreciated asset, above. 

There is no current tax benefit to a Gift Annuity that will be funded at death because the funding is revocable. At death, there is an estate tax deduction equal to the present value of the remainder on the date of death.

Are there any limitations to these tax benefits?  

The tax deduction is subject to a percentage limitation.  The IRS will not allow Donors to use charitable deductions to reduce their income tax to zero.  The most that the IRS will allow a Donor to deduct with a charitable deduction is 50% of the Donor’s adjusted gross income. If the Donor is also avoiding gain by transferring appreciated property, then the limitation may be lowered to 30%.  Any deductions not used in a given year can be carried over for the next five years. The limitations apply to total contributions made in a given year.  Cash contributions must be taken first.  

