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The charitable gift annuity is one 

of the most popular life-income 

gift techniques offered by charities 

to their donors.  A charitable gift 

annuity is simply a contract between 

a donor and a charity in which the 

donor exchanges a gift of cash or 

securities for a fixed income amount 

each year for life.  In addition to 

lifetime payments for one or two 

annuitants, the gift annuity offers:

• tax deduction savings – a portion 

of any gift to create a gift annuity is a 

deductible charitable gift;

• tax-free payments – a portion of 

each year’s annual payment may be 

tax-free return of principal during 

the recipient’s life expectancy;

• reduced capital gains tax – if 

the annuity is funded with 

appreciated securities, only 

a fraction of the gain will be 

reportable, and that amount 

is prorated over the donor’s life 

expectancy.

Part of the popularity of gift 

annuities is their versatility and the 

ability to address clients’  financial 

concerns while also providing 

meaningful support for charity.  

The University of California, 

Berkeley Foundation has been 

offering charitable gift annuities for 

decades, with minimum contribution 

amounts as low as $20,000.  Annuity 

rates, which are based on the 

annuitant’s age, range from 4% at age 

55, 6.8% at age 80, and upwards if the 

annuitant is older.  Gift annuities can 

be an excellent way to:

Fully realize investment gains

Clients may own stocks or mutual 

funds that have appreciated 

significantly in recent years.  

Contributing securities owned 

more than one year to create a gift 
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Big Give, Big Thanks
On November 20, 2014, Berkeley held its first-ever 24-hour fundraising blitz – Big Give. Fueled by a variety 
of contests, widespread social media participation and a collective desire to keep Berkeley the No. 1 public 
university in the world, donors made 7,336 gifts totaling $5,309,418. This global outpouring of support 
touched every school and college, and programs as diverse as our great university.  The 2015 Big Give (Give 
Bigger) will take place on Thursday, November 19. Learn more at BigGive.Berkeley.edu.
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UC Berkeley Planning Pointer:

Save More for Retirement with Gift Annuities

Many individuals, especially those 
in their peak earning years, may 
be looking for ways to save more 
for retirement than the $18,000 
allowed for 401(k)s (plus an ad-
ditional $6,000 if age 50 or older) 
or the $5,500 for IRAs (plus an ad-
ditional $1,000 if age 50 or older).  
A deferred gift annuity may be the 
answer.  For example, a donor, age 
55, could arrange a charitable gift 
annuity today that begins making 
payments at retirement. If pay-
ments begin at age 65, not only is 
the annuity payout larger than it 
would be for an immediate pay-
ment annuity, but the charitable 
deduction is also enhanced.  There 
are several advantages to using a 
series of deferred gift annuities to 
augment retirement savings:

• Unlike an IRA, gift annuities can be 
funded with appreciated securities.

• There is no contribution limit.

• Gift annuities can be structured to 
give donors a window within which 
they can elect to have payments 
begin – i.e., a flexible deferred gift 
annuity. Although the charitable 
deduction is fixed, based on the 
earliest date payments could begin, 
the annuity amount can fluctuate, 
depending on the annuitant’s age at 
the elected payment start date.

• The individual is entitled to a signif-
icant charitable deduction and also 
makes a significant gift to charity.

The following chart shows the  
benefits of a series of ten $25,000 

annual transfers to arrange 
deferred payment charitable gift 
annuities, starting in 2015 at age 
55 and assuming payments for all 
the annuities will begin at age 65. 
(Assumes §7520 rate of 2% and 

quarterly payments.)

annuity locks in the gains, with 

payments likely higher than current 

dividends, and based on the full value 

of the shares, not the net value after 

payment of capital gains taxes.  Capital 

gains taxes are reduced and spread 

over the donor’s life expectancy. 

Provide support for parents

A client who is providing financial 

support for a parent could transfer 

funds to Berkeley in exchange for 

a gift annuity that would make 

the payments for life to the parent.  

The child would be entitled to the 

income tax deduction at the time of 

the gift and would be able to provide 

the same level of support to the parent 

at a reduced after-tax cost for the child. 

Reinvest savings bond proceeds

The Treasury reports that billions 

of dollars are locked in U.S. savings 

bonds that are no longer earning 

interest.  The only way to reinvest 

these funds is by redeeming the 

bonds and paying income tax on 

the interest.  Using the redemption 

proceeds to arrange a gift annuity 

gives the client payments for life – a 

large portion of which will be tax-

free – and a charitable deduction that 

can offset the income tax owed on the 

redemption.

Create a tax-wise bequest to family members

Assets remaining in IRAs at death 

are subject to the tax on income in 

respect of a decedent.   The IRS has 

approved an arrangement in which 

the IRA would be used to fund a gift 

annuity based on the recommended 

rates in effect at the donor’s death 

and the age of the named annuitant 

(Letter Ruling 200230018).  

 Age Annuity Deduction 
 55 $1,525 $7,614 
 56    1,475     7,733 
 57   1,425     7,860 
 58   1,400     7,685 
 59   1,350     7,818 
 60   1,300     7,961 
 61   1,250    8,112 
 62   1,225     7,924 
 63   1,175    8,082 
 64   1,150     7,87 7 

 Total $13,275 $78,666



Tax Planning Pointer  

Normally, a charitable remainder 

trust payable for the life of an in-

dividual cannot make payments 

to a trust for the benefit of that 

individual [Reg. §1.664-3(a)(5)].  

However, the IRS does allow 

trust payments to be made to a 

second trust where the individu-

al beneficiary is incompetent  

or “financially disabled,” as de-

fined in Code §6511(h)(2)(A) 

(Rev. Rul. 2002-20).  This per-

mits parents and grandparents 

to direct charitable remainder 

trust payments to be made to a 

special needs trust that makes 

payments to or on behalf of the 

beneficiary, at the discretion of 

the trustee, without jeopardiz-

ing any governmental benefits 

to which the individual may be 

entitled.

Charitable organizations that solicit 

tax deductible contributions in 

California are required to register 

and file an annual report with the 

state’s Registry of Charitable Trusts.  

An organization’s IRS Form 990 

Schedule B must be included.  The 

Center for Competitive Politics 

(CCP) is a 501(c)(3) organization, 

with a mission of defending “First 

Amendment rights of free political 

speech, assembly, association and 

petition, through research, educa-

tion and strategic litigation.”  CCP, 

which first registered with the state 

in 2008, had filed redacted Form 

990s, omitting the names of “signifi-

cant donors” (those giving more than 

$5,000 in a single year).  In 2014, the 

attorney general’s office required CCP 

to submit an unredacted Form 990.

CCP sued to enjoin the Attorney 

General from requiring it to file the 

unredacted form. Disclosure infring-

es on CCP’s and its supporters’  First 

Amendment right to freedom of  

association, CCP argued.  The attorney 

general noted that while documents 

filed in the Registry are open to 

public inspection, the Schedule B of 

Form 990 is confidential, accessible 

only by in-house staff.  The informa-

tion was necessary to “determine 

whether a charity is actually engaged 

in a charitable purpose, or is instead 

violating California law.”

The attorney general should be 

permitted to demand the names of 

significant donors only if a subpoena 

is issued, CCP claimed.  The attorney 

general countered that there is a 

“compelling law enforcement inter-

est” in the disclosure of the names 

and that having the information  

immediately available enables the of-

fice to identify “suspicious behavior.”  

The district court denied CCP’s  

motion for a preliminary injunction, 

saying the organization was unlikely 

to succeed on the merits of its claim 

and could not show that it would suffer 

irreparable harm.  The U.S. Court of 

Appeals, Ninth Circuit, affirmed, not-

ing that CCP produced no evidence 

to suggest that significant donors 

would “experience threats, harass-

ment, or other potentially chilling 

conduct” as a result of the disclosure.  

The disclosure requirement bears a 

substantial relation to a significantly 

important government interest, said 

the Court. Center for Competitive Politics 
v. Harris, 2015-1 USTC ¶ 50,295.

Charity Must  
Disclose Significant 
Donors’ Names on 
Form 990
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Estate Loses Income Tax Charitable Deduction
Eileen Belmont’s will left $50,000 to 
her brother, David, with the residue 
of her estate passing to a charitable 
foundation.  Her estate included 
a retirement account and her per-
sonal residence, both of which were 
liquidated, and a condominium in 
California.  As of March 31, 2008,  
the estate had a checking account 
balance of $285,009.

On its Form 1041, U.S. Income Tax 
Return for Estates and Trusts for 
2008, the estate claimed a charitable 
contribution deduction of $219,580, 
based on the residue passing to char-
ity.  Nothing had been transferred to 
the charity and the funds were not 
segregated from other amounts in 
the checking account.

Ancillary probate proceedings were 
opened in California to administer 
the condominium.  David, who had 
been living in the unit for about 
nine months prior to Eileen’s death, 

refused to vacate the unit, claiming 
that he had an oral agreement with 
Eileen giving him a life estate.  David 
filed suit, asserting a life tenancy 
interest.  The probate court’s judg-
ment in favor of David was upheld 
by a California appellate court.  The 
estate incurred expenses in the litiga-
tion, leaving it with approximately 
$185,000 in the checking account.

The IRS disallowed the estate’s  
income tax charitable deduction,  
saying the $219,580 was not  
permanently set aside for charity, as 
required under Code §642(c)(2).  An 
amount is not considered perma-
nently set aside “unless under the 
terms of the governing instrument 
and the circumstances of the particu-
lar case, the possibility the amount 
set aside will not be devoted to char-
ity is so remote as to be negligible” 
[Reg. §1.642(c)-2(d)].  The estate 
argued that its litigation expenses 

were not “reasonably foreseeable,” 
but the court agreed with the IRS 
that David’s legal claims were known 
prior to the filing of the estate’s Form 
1041.  The estate knew it had legal 
fees, as well as various fees associ-
ated with the condominium.  David’s 
litigation of his property rights cre-
ated “a real possibility that the funds 
set aside for the foundation would 
be depleted during the pendency of 
the lawsuit,” said the court.  Estate of 
Belmont v. Commissioner, 144 T.C. No. 6.

Accelerating charitable bequests into “deathbed gifts” may save income 

taxes, particularly for clients who are not subject to the estate tax.  For 

example, a donor could choose to make an inter vivos gift equal to the 

amount that was to have passed through a will or living trust.  In that case 

it should be made clear that the donor is satisfying the bequest, not mak-

ing the lifetime gift in addition to the bequest.  Accelerating the bequest 

will generate an income tax deduction on the donor’s final tax return.

Philanthropic clients should include the power to accelerate charitable 

bequests in their durable general powers of attorney, or give trustees of 

revocable living trusts the power to prepay testamentary charitable  

distributions.  The attorney-in-fact or trustee might also be given power 

to accelerate testamentary charitable trusts and gift annuities into inter 

vivos arrangements.

End-of-Life Charitable Planning


