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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

http://www.connellandassoc.com/articles
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Non-Cash Assets What is in taxable estates 2009

Source:  I RS 2010 Statistics of I ncome Bulletin

$16 billion

Where do you start?
Start with the value of your real estate, 
home, lots, farm, investment property

Policies and Procedures
n Generals and Chefs have plans and recipes for 

success…. Development department also needs a 
plan
n What types of real estate and non-cash gifts to take?
n What outright gift strategies and life income plans to be 

offered?
n Limits of authority and authority for disposition
n Reporting requirements
n Appraisal requirements
n Environmental requirements
n Disposition procedures
n Donor reporting procedures
n Real estate information check list
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n Appraisal requirements
n Qualified appraiser
n Property description
n Fair market value
n Comparable sales and

other specifics
n Environmental issues

What is your real estate worth?
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n IRS 8283 form
n $500 or more of property

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

n IRS 8282 form for charity
n 125 days of sale of property
n When sale is within three years of gift date

n Appraisal requirements
n 60 day rule or tax filing rule

n Charity disqualified party and restricted from doing 
appraisal

What is your real estate worth?The penalty imposed on the appraiser is the smaller of: The greater of: 10% of the underpayment due to the misstatement, or $1,000, or 125% of the gross income received for the appraisal.
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n Personal residence
n Vacation home

n Non-rental
n Rental property

n Commercial property
n Used in taxpayers business

n Motels, recreational parks
n Condominium
n Farmland
n Investment real estate

n Apartments, office buildings
n Raw land

Types of Real Estate
n Bargain Sale
n Life Estate
n Gift Annuity for 85% FMV
n 18 month Deferred Annuity
n Installment Sale
n Unitrust

n Net Income, FLIP
n Unitrust and Sale
n Charitable Lead Trust

Gift Strategies

Jim and Ann
Sale and Unitrust

n Jim an investment advisor
n Ann a retired school teacher
n Own 239+  acres in Jasper 

County, Iowa
n Inherited from mother, bought 

out sister’s interest
n Tenant farmer, sharecrop 

agreement, Sharpe Farms, Inc.
n $33K annual income
n Value $944,400, cost $194,709
n No mortgage 

Objectives
n Keep 100% of asset working for 

them during retirement years

n Cash in hand to improve 
Minnesota lake property

n Lessen taxes and administrative 
expenses

n Support two charities, College and 
Hospital

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

Jim and Ann, 
Sale and Unitrust

n Multiple proposals, 
multiple reviews

n Two life gift annuity
n FLIP CRT
n Gift and sale
n FLIP CRT and Sale

n How much to sell?
n How much to CRT?

$47,930 tax
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SALE AND UNITRUST
Jim  - Age 73     Ann  - Age 69

Property

$944,400

Cash Received

$566,640

6.5% Unitrust

$377,760 Foundation

$517,194Two Lives
1. Gift $377,760 to trust.
    Bypass up to $299,876 gain
    may save $66,752.  Tax
    deduction $129,575. Taxable
    gain $449,815 on cash part.
    Net Cash to donors $518,678.

2. Unitrust Income of $24,554.
    Increased  income $13,221 over
    prior $11,333 income.  Estimated
    income in 21.1 years $604,216.
     Effective return rate 7.54%.

3. If trust earns 8%, pays 6.5%,
    then grows by 1.5%. After
    two lives, trust passes
    without probate to charity.

Joanna and her C-corp
n Joanna,  DOB April 25, 1928
n Initial contact: January 2007, physician group buyer in waiting, 

falls through, search for new buyer
n Date of gift: March, 2008
n Age at gift date 70, Florida resident
n Parents deceased, divorced

n C corp owns property in Morgantown, WV
n Files WVA corporate tax return

n Desires freedom from management, taxes, gift to hospital

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

Joanna and her C-corp
n Advisor team

n Morgantown attorney
n Florida attorney
n Morgantown CPA
n Florida CPA
n Investment advisor
n Real estate broker
n Philanthropic advisor

n Shifting and unsure objectives

Joanna and her C-corp

n C corp facts
n 75 shares
n Cost basis of shares 

individually owned, 
inherited from father, 
divorce settlement =  
$100,114 or $1,334 per 
share

n C corp asset: Multiple 
Properties, cost basis 
$242,536 almost fully 
depreciated



Susquehanna Valley Planned Giving Council June, 2011

Page…..7

Joanna and her C-corp

n Property facts
n Two adjoining 

parcels .5963 acres 
and 1.224 acres

n 10 townhouse 
apartments

n 2 two bedroom 
duplex units

n Fair Market Value
n Income approach 
n Sale approach
n $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
n 1.  Gift corporate stock to hospital for gift annuity

n Stock redeemed by C corp, retired as treasury stock
n Valuation discounts required

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

(Joanna)
n C corp real estate sells for $713,000, proceeds to CRT, net 

cash after settlement charges $684,254, buyer finances 
$652,500

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

Charitable
Gift Annuity

Charitable Gift Annuity
Joanna - Age 70

5.84% AnnuityProperty

$67,946
Principal

$67,946
Charity

$67,946One  Life
(Approximate Value)

1. Gift property to charity.    
   Partial bypass $30,572 gain
   may save $2,047.  Income
   tax deduction of $30,325
   may save $8,491.

2. Annuity of $3,968.06
   for one life.  Tax-free
   amount $1,309.48.  Estimated
   one life payout of $67,457.
   Effective payout rate 7.9%.

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

Term Charitable
Remainder Unitrust

TERM OF YEARS UNITRUST
Prepared for Manor Heights, Inc.

7% UnitrustProperty

$775,000
Principal

$775,000
Charity

$945,647Term of 20 Years

1. Transfer and sell Tax-Free.
   Bypass up to $532,464 gain
   may save $186,362.  Income 
   tax deduction $188,907 may
   save taxes of $66,117.

2. Unitrust Income of $54,250.
   Increased  income $31,000 over
   prior $23,250 income.  Estimated
   income in 20 years $1,194,531.
   Effective return rate 7.65%.

3. If trust earns 8%, pays 7%,
   then grows by 1%. After
   the term of 20 years,
   trust assets pass without
   probate to charity.
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Rita and her 
proposed Mineral CRT

n Work in progress for Mansfield University
n Rita dob 3-13-1934 (77), Philadelphia 
n Widow with two estranged children
n 180 acres in Tioga county

n Purchased in 1958,1961,1963 – cost basis $6,000
n Rental trailer and rustic cabin on property
n Original intent was to develop a school/camp for children
n 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
Rita - Age 77

Payouts Start on December 31, 2015

5% Unitrust

Principal

$1,012,453 Mansfield

$1,011,897
One Life

Initial Amount

$1,013,000

Accumulation Model

1. Transfer and sell tax-free.
   Bypass up to $1,007,000 gain
   may save $181,965.  Income
   tax deduction of $641,654
   may save $180,112.

2. Unitrust Income up to 5% to
   donor for one life.  Annual
   income at payout $50,627.
   If trust earns 4.99%, pays 5%
   income during one life, total
   lifetime income is $384,675.

3. Income for estimated
   period of 12.1 years.
   After one life, trust
   principal paid to charity.

n 7% payout =  $544,538 
deduction, larger 
makeup account

n 10% payout =  
$433,635 deduction, 
larger makeup account

n

Capital gains offset 
strategy, $1 deduction 
offsets $1.86 (28% 
bracket)

What is a Charitable Gift Annuity?
n Contract with 

Charity…gift 
arrangement

n Assets are irrevocably 
transferred

n Donor receives fixed 
guaranteed lifetime
payments

n Payments begin 
immediately

n Payments may be 
deferred to a specific or 
variable date

n Payments depend upon 
age, number of 
beneficiaries and type 
of annuity

n Part Gift –
Part Investment

n Charity agrees to pay 
fixed guaranteed 
annuity using 85% of 
the property appraisal

n Rate reduction by 0.5% 
to maximum of 7%

n Charity assumes market 
risk, market wait and
expenses

n Donor benefits
n controls timing of 

annuity closing
n no closing costs
n no commissions
n no selling stress
n lifetime income

n Tax-free portion

n Double deductions
n Outright gift portion
n Gift annuity deduction

Gift Annuity for 85% FMV
and ACGA rate discount
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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
n Sold net $37,786, March, 

2010

n Rady Children’s Hospital, San 
Diego, California

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

n House, investment property, 
Columbia, SC

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

n Annuity $825k, 5.10%, (rate 
controlled), April, 2011

n Taxes $15,000
n Listed for sale

Gift Annuity for 85% FMV
and ACGA rate discount
n FirstHealth of the Carolinas, 

Pinehurst, NC
n Robert 9-22-24 (80) and 

Jane 9-3-14 (90), $50 
donors, attended seminar

n Ski Cottage, Stratton Mt., 
VT(1972) 1.2 acres, 3,300 
sq. ft.

n Appraisal 2004 - $425,000
n Annuity for Robert (80), 

Sept., 2004 for 85% 
$361,250 @ 7.5% (8.0%)

n Sold $388,233 net (2005)
n Deductions $63,750 & $188,709

n GBMC, Baltimore, MD
n Martin 3-4-32 (71) and Dawn 

11-27-32 (71)
n New Jersey vacation property, 

April 2003 gift
n Appraisal: $1,330,000, cost 

$50,000, fully depreciated, 
rented, depreciation recapture 
issues

n Buyer in the wings
n Strategy:  Outright gift 

(2.75%), Sale (60%), CGA 
(37.25%) @ 6.2% two-life

n Deductions:  $113,301 CGA, 
$36,480 outright

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

n Payments begin 18 
months from closing or 
beyond

n Deferred payment 
increases payment
n 0.10% increase for each 

18 months
n Crescendo has program 

to percentage of 
payment

n Deferred payment 
increases deduction

n Can defer payments 
beyond 18 months

Deferred CGA 18 months Gift Annuity Give Up and Get
n Single life agreement dated 

December 17, 1997 funded 
with $50,000 cash

n Established by husband for 
his spouse, investment 
banker

n Nancy born 12/26/41
age at agreement 56

n Payment rate $4,000 or 8%
n ACGA rate was 5.9%

n Donor designated as fund 
manager for annuity

n I t is now 2010 and annuity 
has a current balance of 
$90,000

n Annuitant wants to withdraw 
$35,000 from annuity

n Give $55,000 to charity
n Present value of future 

interest $49,773
n Withdrawal is 70.319% of 

present value
n Tax-free withdrawal $16,278
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Gift Annuity Give Up
n Washington State donor, dob 

8/12/26 (84) contributes 
$100,000 cash to a 
Massachusetts charity on 
July 1, 2005 to establish an 
8%, monthly payment CGA

n ACGA rate was 7.8%

n Donor wants to give up 
annuity after receiving her 
July 31, 2010 payment

n What is her charitable 
deduction and taxability of 
payments to date?

n Deduction is difference 
between the original gift 
amount and the remainder 
interest of the charity which 
represents the present value 
of her remaining income 
interest

n Deduction $46,385.83
n 30% of AGI deduction
n Taxability of payments

n Ordinary $1,577.55
n Tax-free $3,089.35

Handling Complex Gifts
A Professional Advisor’s Perspective

Mark A. Vergenes, President & Thomas W. Bergen, Esq. 

Gifts of Mineral Interests

n New technology has made the Marcellus 
shale in the Northeast and Bakken shale 
in North Dakota/Montana very valuable 
mineral interests

n Many donors with New-Found wealth 
and may now have a greater interest in 
charitable giving

Gifts of Mineral Interests
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But…
n How should they 

give?  
n What are the rules?  
n Should the gift be 

outright or in trust?  
n Who is a qualified 

appraiser?

Gifts of Mineral Interests Gifts of Mineral Interests
Ownership….
§ 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
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Gifts of Mineral Interests
n I f the donor owns the 

land w/  oil & gas under 
the surface…the donor 
cannot contribute less 
than the donor’s entire 
interest.

n Contributions of partial 
interests in property are 
not deductible 
Section 170(f)(3)(A).

Gifts of Mineral Interests
n However, under an exception to the partial interest 

rule, a deduction is permitted for a gift of an 
undivided portion of a donor’s entire interest in the 
property Section 170(f)(3)(B)(ii).

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

Gifts of Mineral Interests

n The donor must own the interest for more 
than one (1) year to take deduction based 
on fair market value (FMV)
n I f the FMV interest is $500 or more, Form 8283 

must be included with the donor’s tax return to 
permit a charitable deduction. 

n I f gift of interest is over $5,000 in value it will 
require a Qualified Appraisal, or the charitable 
deduction may be denied.

Gifts of Mineral Interests

n Land with mineral rights…
n An outright gift to charity or to fund a life 

income arrangement, such as: 
n CRAT
n CRUT
n CGA
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Gifts of Mineral Interests

n Donor owns only mineral interest…
n The donor can gift the minerals alone to charity 

or to a CRT.
n Because the donor is gifting the entire 

ownership interest, the partial interest rule is 
not implicated Section 170 (f)(3)(A).

Gifts of Mineral Interests

n Remember…
n 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
n Even if the donor has leased the mineral 

interest, they may assign the royalty stream to 
charity or fund a CRT.

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

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

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

Gifts of Mineral Interests

n CRT or CGA Transfer Issues
I f 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.
n NIMCRUT or FLIP; because future income stream is 

uncertain.
n CGA, which requires a fixed payment, may be a more 

difficult obligation.
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Gifts of Mineral Interests
n Because royalties are considered passive income, 

the income is generally not subject to UBIT.
n IRS has held that income is not subject to UBIT as 

long as the royalty interest is not a “working 
interest” controlled by the charity.

(i.e. the charity is liable for operational expenses associated 
with developing minerals)

Gifts of Mineral Interests
n The donor could, of course receive the royalty 

payment, pay the taxes that are due then make a 
deductible of some or all cash to charity.

n Third option, donor transfers the lease to charity 
or a CRT. (established with a NIMCRUT or FLIP payout if the interest is 
held in trust)

n Investigate if “Wealth Replacement Strategies” are 
viable.

Gifts of Mineral Interests

n Gift Acceptance & Environmental 
Concerns.
n Establish minimum gift values you are 

willing to accept.
n Conduct environmental inspections.

Handling Complex Gifts,
Real Estate, Mineral Rights

and other assets

Questions?

Thank you for having us.


