
 

 

AN INTRODUCTION TO CHARITABLE GIVING 
Lifetime Only! 

 
1. Gifts 
 Organization is a registered charity 501 ( c)(3) 
 No quid pro quo – i.e. church schools, meals at fundraisers, auction purchases 
2. Deductible 
 IRC §170 defines a deductible donation.   
 Part with ownership, not merely a pledge, no chance of return 
3. Non-cash gifts; limitations on deductions 
 What is the fair market value of the property (fmv)?  That is the price at which the 
property would change hands between a willing buyer and willing seller.  No gain or loss 
is recognized by the donor.  The taxpayers deduction may be limited by other factors.   
 The Basic Reduction Rule:  No deduction is allowed for that portion of the value 
of the property that would not have been long term capital gains had the taxpayer sold the 
property.  This excludes a deduction for short term capital gains property, inventory, and 
other ordinary income property (notes, come copyrights, market discount bonds, etc.). 
 Second Reduction Rule.  Donations of tangible personal property may not be 
deducted to their full market value to the extent that property is used by the charity for an 
unrelated purpose AND there would have been long term capital gain had the property 
been sold for fair market value.  Art donated to charity purchased for $2,000 and valued 
at $5,000 gives the donor a deduction of only $2,000 if the use of the art is unrelated  to 
the charity’s purpose. 
4. Limits on Deductions 
 50% limitation, taxpayer can deduct no more than 50% of the taxpayer’s 
contribution base which is typically the annual income without regard to any net 
operating loss carryback.   
 Contributions of long term capital gain property are deductible to 30% of the 
contribution base.  There are technical exceptions. 
 Contributions to 30% type organizations are more limited and to the extent long 
term capital gains are contributed then the limitation is 20%. 
5. Valuing the Charitable Gift 
 Stocks – weighted average of the means between the high and low if there were 
no stock sales that day.  For listed securities it may be the average price for that day.  
Unlisted stocks may be traded by other means and standard reports can be used.   
 Bonds – the closing selling price for that day or the average for the day before and 
the day of the donation at close.   
 Closely Held Stock – difficulties in valuing closely held stock require careful 
analysis and probably a professional appraisal:  nature of business, economic outlook, 
book value, earning capacity, dividend paying, goodwill or other valuable intangibles, 
controlling interests, similarly situated corporations, and anticipated sales of stock.   
 Real Property – value may be affected by more than market conditions.  Is the 
property condemned? Are there environmental problems with the property?  Are there 
tenants?  Is the tenancy long term or short?  Is it a fractional interest?  There are many 
valuing methods – highest and bet use, price paid if within 17months of contribution, etc.  
Best to get an appraisal. 



 

 

6. Substantiation and Disclosure – proof both that the contribution was made and 
of its value. To prove the records are reliable they should be contemporaneous, part of a 
regular procedure, tangible evidence (button, sticker, pin) and supported by a bank-type 
record if possible. 

Gifts of $250 or more require documentation and record keeping (i.e. cancelled 
check, receipt, etc.).  Contemporaneous Written Acknowledgment of the donee is 
required.  Electronic communications are acceptable, if stating nature of the payment, 
amount of the payment and the value of the goods or service received together with the 
bank type record of payment. 
 Donation of unreimbursed expenses of more than $250 requires the same kind of 
substantiation.  Written acknowledgement of the institution should include a description 
of the services, a statement of whether or not the organization provides any quid pro quo, 
a description of the good faith estimate of any quid pro quo provided and a statement of 
any intangible religious benefits.  See IRC Reg. 1.170A-13. 
 Tangible items require similar documentation.  If the property donated is valued 
over $500 then the donor must state the manner of acquisition, the cost basiss of the 
property other than publicly traded securities, Form 8283 must be attached, and a 
qualified appraisal to establish value if appropriate.   If the property donated is valued at 
over $5,000 then a qualified appraisal must be obtained but for publicly traded stock, 
some vehicles, etc.  If the donation is over $500,000 the appraisal must be attached to the 
donor’s tax return.  [Cars – Section 170(f)(12)(B)(iii).] 
 The rules as to what constitutes a qualified appraisal are throughout the 
Regulations under 1.170A and Notice 2006-96. 
 Donees must disclose any quid pro quo – meals, tickets – in a written statement.  
The IRS will accept a good faith estimate of the value of the quid pro quo.  Token 
benefits are deemed inconsequential and insubstantial so that no notice need be given (i.e. 
a book mark, pin, keychain, mug or t-shirt). 
7. Bargain Sale.  Sale of property in which the amount of the sales proceeds is less 
than the property’s fair market value (fmv).  The excess of the property’s FMV over the 
sales price is treated as a charitable contribution to the organization.  This is also called a 
donative sale.  If the basis of the property exceeds the fmv, there is no loss deductible to 
the donor.  The amount of the deduction may be reduced by unrealized gain from a 
contribution of ordinary income property.  The basis of the property is allocated among 
the sale and gift elements of the donation.  If the property is subject to debt then the 
transferor is considered to have received consideration in an amount equal to the debt.  
As in all cases, there must be donative intent. 
8. Deferred Giving.  Charitable remainder annuity trusts, charitable remainder 
unitrusts and pooled income funds.  There are limitations that are complex. 
 CRAT – pays annually to the noncharitable beneficiary a percentage of the trust 
principal based on the value of the trust at creation.  The donor can make a transfer to the 
trust, retainer or direct income for a term of years or lifetime(s) of individuals and deduct 
as a charitable contribution the present value of the remainder interest that will eventually 
pass to the charitable organization.  
 CRUT – pays a percentage of the trust principal revalued each year.  A CRUT 
allows a donor to retain a variable annuity payable for a term of years or for the life or 



 

 

lives of an individual or individuals and to obtain a deduction for the present value of the 
remainder interest that will ultimately pass to the charity. 
 Pooled Income Fund – a fund where assets are invested together and the donor 
retains a life interest or creates a retained life interest for the life of another.   
 Valuing the deduction – the charitable deduction is the present value of what the 
donee will ultimately receive.  Assumptions must be made as to life expectancy, rate of 
return and an appropriate discount rate to apply to the present value of a future stream of 
income.  The IRS provides the tables to make these calculations – See IRC § 7520 ( c)(3). 
The IRS has also issued sample documents to be followed and used. 
 For term trusts the limitation is 20 years.  Minimum value requirements are set by 
law.  These rules are beyond the scope of this presentation. 
9. Transfer Taxes (Gift and Estate).  In 2011 and 2012 we have a unified Gift and 
Estate Tax system.  Donors can give $5,000,000 during their lifetimes or upon death 
without any transfer tax.   The annual Gift tax exclusion is $13,000 in addition to the 
lifetime exclusion.  Gifts for medical care and education are not subject to any limits.  
Transfers to a spouse are not subject to taxation.  Query: what about same sex marriages? 
 Charitable deductions are not subject to any percentage limits.     
 Qualifications:  Lifetime giving through CRTs can have a gift tax consequence to 
the donor based upon the value of the income interest given to another person: fixed term 
non spouse as beneficiary, life term(s) non spouse as beneficiary, etc. 
 Estate tax consequence: if a fixed term annuity is chosen and the donor dies 
before the end of the term, the estate is taxable on the value of the income interest 
remaining at the donor’s death. 
10. Partial Interests.  Interests in property are divisible in time and space.  Present 
vs. future interests, and the division of ownership.   
 Remainder interests.  Can be a residence, vacation home, farm or yacht – the 
personalty is not included – but not in a trust.   There may be depreciable (structures) and 
non-depreciable portions (land) to the gift.   
 Undivided interests.  A deduction is allowed for a gift of an undivided portion of 
a taxpayer’s portion of an interest in property.  Beware IRS rules on the deductions for 
undivided interest (percentage) gifts of personal property (i.e. art).  See 1.170A-7(b). 
 Qualified Conservation Contributions.  A restrictive easement over property 
made during lifetime to create an income tax deduction restricting the use of the 
underlying property. 
11. Charitable Gift Annuities.  Donor transfers cash or other property to a charity in 
exchange for a commitment to pay the donor a specified amount each year for the 
donor’s life.    The value of the property donated must exceed the present value of the 
annuity guaranteed by the charity.  The excess is the charitable contribution.  Reg. 
§1.170A-1(d)(1) etc.  If the property donated is not cash, then more complex analysis is 
required involving the recognition of any gain to the donor on the transfer.   
12. Charitable Lead Trusts.  Really popular in a low interest rate environment, the 
donor transfers property to a trust and creates an income interest in favor of a charity for 
a period of years or a life span(s) or a combination.  The remainder returns to the donor 
or a noncharitable beneficiary.  Payments can be in the form of a qualifying guaranteed 
annuity or unitrust.  Income interest is a fixed percentage based upon the fair market 
value of the property.  There is an immediate charitable deduction for the current value of 



 

 

the income interest.  There is a gift tax charitable deduction for the annuity’s present 
value.  The CLT may be excluded from the donor’s estate.  The value of the donation is 
determined under IRC §7520.   
13. Special Property. 
 Art.  Valuation is the main challenge.  Are there conditions to the gift?  Some 
restrictions will reduce or invalidate the charitable deduction: display, sale, etc.   
 Life Insurance.  Paid up policy donations create a deduction equal to 
replacement value.  State law may interfere with an insurable interest requirement; that 
the charity has no insurable interest in the life of the donor.  The donor must relinquish all 
incidents of ownership (pledge for a loan, change of beneficiary, revoke assignment, 
etc.).  Merely naming a charity as the beneficiary does not yield an income tax deduction. 
 
 


