PLANNED GIVING GLOSSARY
The following discussion is for informational and educational purposes only.  It is not intended to be, and shall not be, relied upon as legal advice.  The tax and non-tax issues associated with charitable gift planning can be complex, and the consultation with qualified professional advisers is strongly recommended.  The SouthWest Florida Planned Giving Council shall have no liability for reliance on the information below.
501(c)(3):   The Section of the Internal Revenue Code that sets forth the types of charitable organizations contributions to which are deductible for federal income tax purposes.  Section 501(c)(3) organizations can be broadly divided into two types:  so-called “public charities,” and “non-public charities.”  Organizations described in Section 501(c)(3) are generally exempt from federal income taxes.

Section 170:  The Section in the Internal Revenue Code that sets forth the rules and restrictions applicable to the Federal income tax deduction for gifts to charity.  The amount of the deduction available for a lifetime gift to charity may be limited, depending on the type of property donated, the organization to which the property was donated, and the donor’s income during the year of the gift.

Section 2055:  The Section in the Internal Revenue Code that sets for the rules and restrictions applicable to the Federal estate  tax deduction for gifts to charity.  Generally speaking, gifts to charity are deductible without limitation for estate tax purposes, and such gifts can significantly reduce estate taxes on a decedent’s assets.
Section 2522:  The Section in the Internal Revenue Code that sets for the rules and restrictions applicable to the Federal gift tax deduction for gifts to charity.  Generally speaking, gifts to charity are deductible without limitation for gift tax purposes.

Form 1023:  The IRS form that must be filed, with supporting documentation, by an organization seeking recognition by the Internal Revenue Service as a Section 501(c)(3) charity.
Form 8283:  The IRS form that donors must file when they make gifts of non-cash property to a charitable organization having a value in excess of $500.  Appraisals, or appraisal summaries, with regard to the donated property must be included.  The donor’s charitable deduction will be disallowed if Form 8283 is not filed as required.

Form 8282:  The IRS form that charitable organizations must file to report the receipt, and subsequent sale by the organization of, non-cash donations. 

Determination Letter:  The document received by the charitable organization upon the IRS’ acceptance of the organization’s Form 1023.  Donors and other organizations making grants to the charity will frequently require a copy of the charity’s determination letter.      

Public Charity:  A charitable organization that normally receives a substantial part of its support from contributions from the general public.  Donations to public charities are generally deductible for Federal income tax purposes to a greater extent than donations to non-public charities, such as private foundations. 
Private Foundation:  A charitable organization, usually formed as a corporation or trust, contributions to which come from a narrow group of donors and not from the general public.  A private foundation is a non-public charity.  Income tax deductions for contributions to private foundations may be restricted in amount and timing.  

Long-Term Capital Gain Property:  A capital asset that has been held by the donor for more than one year prior to its contribution.  The amount of the Federal income tax deduction for a contribution of long term capital gain property to a public charity is the value of the property at the time of the gift, subject to certain limitations discussed below.  On the other hand, the amount of the Federal income tax deduction for a contribution of long-term capital gain property (other than “qualified appreciated stock”) to a non-public charity must be reduced by the amount of gain that would be long-term capital gain had the donor sold the property.
Short-Term Capital Gain Property:  Any capital asset held by the donor for less then one year.  For Federal income tax  purposes, a contribution of a capital asset to charity must generally be reduced by the amount of gain that would be short-term capital gain had the donor sold the property.

Ordinary Income Property:  Property (for example, certain copyrights, works of art created by the donor, and accounts and notes receivable acquired in the ordinary course of a business for services rendered) that would produce ordinary income for the donor if sold.  For Federal income tax purposes, if a donor contributes ordinary income property to a charity, he or she must reduce the amount of the charitable contribution by the amount of ordinary income that the donor would have recognized if he or she had sold the property.
Qualified Appreciated Stock:  Stock of any corporation for which market quotations are readily available on an established securities market and which is long-term capital gain property.  Whether stock is “qualified appreciated stock” is relevant in the case of donations of stock to non-public charities; the value of such stock does not need to be reduced to cost basis for these kinds of contributions.
Contribution Base:  The donor’s adjusted gross income for the year of contribution found on line 37 of the 2007 Form 1040, determined without regard to any net operating loss carried back for the year.

Percentage Limitations:  Charitable contributions may not be fully deductable for Federal income tax purposes in the year in which made.  The availability of the deduction may be capped at a certain percentage of the donor’s contribution base, generally as follows:

(1) The maximum allowable deduction in any year for charitable contributions by a donor is 50% of his or her contribution base.  The 50% limitation generally applies to contributions of cash, ordinary income and short-term capital gain property to public charities.  
(2) Contributions of long-term capital gain property to public charities are deductible up to 30% of the donor’s contribution base.  A donor may elect to reduce the value of the contributed property, for purposes of determining the amount donated to charity, to the cost basis of the property, and not its fair market value; if so, contributions of long-term capital gain property subject to the election are deductible up to 50% of the donor’s contribution base.

(3) Contributions of cash, ordinary income and short-term capital gains property to non-public charities, e.g., private foundations, are deductible up to 30% of the donor’s contribution base.  The 30% limitation will be reduced even further if contributions were also made to public charities.
(4) Contributions of long-term capital gain property to non-public charities are deductible up to 20% of the donor’s contribution base.  The 30% limitation will be reduced even further if contributions were also made to public charities. 
Five-Year Carry Over:  If the donor’s deduction cannot be taken in full in the year of the gift, the unused deduction may be carried over for the next five years or until fully used.  The donor’s ability to fully use the deduction carried over may be affected by additional charitable gifts the donor may make during the five-year term.  

UTBI:  A charity must pay tax on its “unrelated trade or business income” or “UTBI.”  The mere presence of taxable UBTI does not normally terminate the charity’s status as a tax-exempt organization, but if the charity is carries on an active trade or business not in furtherance of its charitable purposes its exempt status may be lost.   
Charitable Remainder Annuity Trust (“CRAT”):  An irrevocable trust established when the donor transfers property in trust, reserving an annuity for non-charitable beneficiary or beneficiaries (which may include the donor), and dedicating the remainder interest in the property to one or more charitable organizations.  
The remainder gift generally qualifies for the income, gift and estate tax charitable deductions.  These deductions are only available, however, if the agreement establishing the trust meets certain criteria, and if the trust is consistently administered as required by the trust agreement and applicable state and Federal rules.  
The amount of the annuity paid to the non-charitable beneficiaries (e. g., the donor or one or more other individuals) is a fixed percentage of the initial fair market value of the assets transferred to the trust, which a fixed percentage may not be less than 5% or be larger than the amount that makes the amount of the charitable remainder too small.
The amount of the annuity does not change from year to year.
A CRAT is exempt from Federal income taxes, but is taxable on any UTBI.  A CRAT is also subject to the private foundation excise taxes (see below).
Charitable Remainder Unitrust (“CRUT”):  An irrevocable trust established when the donor transfers property in trust, reserving the right to receive an annual “unitrust amount” for non-charitable beneficiary or beneficiaries (which may include the donor), and dedicating the remainder interest in the property to one or more charitable organizations.  The donor may retain the right to select charities different from those initially designated in the trust agreement.  

The remainder gift generally qualifies for the income, gift and estate tax charitable deductions.  These deductions are only available, however, if the agreement establishing the trust meets certain criteria, and if the trust is consistently administered as required by the trust agreement and applicable state and Federal rules.

The “unitust amount” is a fixed percentage (no less than 5%) of the value of the assets in the CRUT, as that value is re-determined on an annual basis.  Thus, if the value of the CRUT assets goes down, the amount of the annual unitrust payment also goes down, and if the value of the CRUT assets goes up, the amount of the annual unitrust payment goes up.
There are several types of specialized CRUTs (but not CRATs), chief among which are:  

(1) a so-called “NIMCRUT,” which pays the trust income (and not a unitrust amount) until the occurrence of an event provided for in the trust agreement, after which time the CRUT begins to pay a standard unitrust amount together with additional amounts to make up any shortfall from prior years when the trust paid only income; and

(2) a so-called “FLIPCRUT,” which, like a NIMCRUT, pays only income until the occurrence of an event provided for in the trust agreement.  However, unlike the NIMCUT, when the trust begins payment of the unitrust amount after the triggering event, thee are no make up payments. 
A CRUT is exempt from Federal income taxes, but is taxable on any UTBI.  A CRUT is also subject to the private foundation excise taxes (see below).
Charitable Lead Trust:  A charitable lead trust is the fraternal twin of the charitable remainder trust.  To establish a charitable lead trust transaction, the donor transfers property to a trust, creating an interest in the property in favor of a charitable organization for a period of years or the life or lives of one or more individuals.  The remainder interest in the trust is either retained by the donor, or given to an individual, non-charitable, beneficiary, usually one of the donor’s family members.

In a “charitable lead annuity trust” or “CLAT”, the charity’s initial interest in the trust takes the form of a guaranteed annuity, the amount of which is a function of the initial fair market value of the assets transferred to the trust and which does not increase or decrease during the term of the charity’s interest.  The amount of the annuity does not need to meet the minimum 5% payout rules applicable to a charitable remainder annuity trust.  
A “charitable lead unitrust” or “CLUT” the charity’s interest is a function of a fixed percentage of the value of the assets in the trust, as that value may fluctuate up of down from year to year.

Unlike charitable remainder trusts, charitable lead trusts are not exempt from federal income taxes.  Like charitable remainder trusts, charitable lead trusts are taxable on items of UBTI.  Certain charitable lead trusts are not subject to certain of the private foundation excise taxes (see below).
Bargain Sale:  A bargain sale occurs when a donor sells property to a charitable organization at a price that is less then the property’s fair market value.  Generally speaking, the excess of the fair market value of the property over the sale’s price is a charitable contribution to the purchasing organization.
Charitable Gift Annuity:  To establish a charitable gift annuity, the donor transfers cash or other property to a charitable organization in exchange for the organization’s promise to pay the donor a specific amount, in the form of an annuity, each year during the remainder of the donor’s life.  The annuity can begin immediately, or can be deferred until some time in the future.

Because the value of the donor’s annuity is less then the fair market value of the property transferred to the charitable organization, the donor will make a charitable contribution in the amount of the excess.  The American Council on Gift Annuities has recommended rates adopted by many charities, although a charity can establish its own rates based on its individual investment returns.
If the donor transfers appreciated property to the charity in exchange for the annuity, he or she may have to recognize gain for Federal income tax purposes under the bargain sale rules.

Gift of Remainder Interest in Personal Residence:  The donor signs a deed to his or her residence, pursuant to which the donor (and the donor and his or her spouse) retains the right to live in the home for the rest of his or their lives.  At the death of the last surviving individual occupant in the home, the home automatically passes to the charity designated in the deed.

For the arrangement to work to the satisfaction of both the donor and the charity, an agreement should be entered into at the time of the gift that address issues like payment of property taxes, responsibility for maintenance and improvements, the possibility of the donor’s residence in a nursing home or assisted living facility, and the like.

Donor Advised Fund:  A fund operated as a separate account within a 501(c)(3) charitable organization in furtherance of the organization’s charitable purposes.  The donor who established the fund, and any other persons designated by the donor, may make suggestions to the charitable organization that operates the fund as to payments from the fund for charitable purposes, but the charitable organization must have the legal power to accept or reject the donor’s suggestions.

Lifetime contributions to donor advised funds are treated as contributions to public charities, and subject to the 50% (and not 30%) of contribution base income tax deduction limitations (see above).

Most community foundations offer donor advised funds.   
Pooled Income Fund:  An irrevocable trust held and administered by a public charity to which a donor transfers property in exchange for the lifetime income attributable to property contributed by the donor.  At the donor’s death, the charity removes the pro rate portion of the trust that is attributable to the donor’s contribution and pays it to itself.  The donor cannot change the identity of the charitable recipient.

The charitable contribution made by the donor is equal to the value of the charity’s remainder interest in the contributed property.  The remainder interest is valued under methodology prescribed by the IRS. 
Private Foundation.  An income tax-exempt corporation or trust organized and operated exclusively for charitable purposes.  Unlike a public charity, a private foundation does not have a broad base of public support; instead, most, if not all, of the private foundation’s contributions come from the donor or the donor’s family.

Because Congress believes there are opportunities for abuse, private foundations are subject to several excise taxes imposed on certain discouraged activities; for example, failure to make sufficient charitable distributions, excessive investments in businesses owned by the donor or the donor’s family, and provision of goods and services to the private foundation by the donor, the donor’s family and affiliated businesses.  These taxes can be onerous and, in some cases, can effectively terminate the foundation’s existence.  Great care in the operation of the private foundation must therefore be taken.

Contributions to private foundations are less-favored for Federal income tax purposes, but are on equal footing with contributions to public charities for Federal gift and estate tax purposes.     
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