Gifts of Residual Interests

GIVING YOUR PRINCIPAL RESIDENCE

Elise C., age 72, owns a home valued at $200,000. She
wants to continue living in it for many years to come, buit
she would like the Diocese of Ontario to have it at the
end of her life. She decides to give the home to the
Diocese of Ontario now, relaining a life interest for
herself. She receives a donation receipt for 385,421
which, assuming a 48-percent combined tax credit, will
reduce her income taxes by $41,002 over the next five
years. (The portion of the donation receipt that she may
claim in any given year is limited to 75 percent of her
income, but she has the gift year and five additional
years to use the full amount.)

Because Elise’s house is her principal residence, she
realizes no taxable gain at the time of the transfer, no
matter how much its value has increased since she
acquired it. During her continued occupancy, she will
be responsible for maintenance and such other
expenses as are specified in her gift agreement with
the Diocese. If it becomes necessary for her to give
up the house sometime before her death, she has
several options. She may rent the house and retain
the rental income, give her life interest to the Diocese
and receive an additional donation receipt, or, by
agreement with the Diocese, sell the house and receive
a share of the proceeds based on the value of her life
interest. :

GIVING OTHER TYPES OF REAL ESTATE

It’s easy to see how a residual interest in a personal
residence can be an appropriate gift, but in fact, other
property you own and use may also be a likely
candidate. In this case, you will be taxed on 50 percent
ofthe capital gain attributable to the residual interest,
but the tax savings from the donation receipt will

* always more than offset the tax on the gain.

Harvey M., age 73, has a cottage on a lake a fes hours
from his home in Kingston. He bought the cottage many
years ago for $40,000, and it is now worth $100,000.
He’s reluctant to sell it, both because he still uses it
frequently and because the sale would result in a taxable
gain of $30,000 (50 percent of $60,000). By
transferring it to the Diocese of Ontario with a retained
fife interest, only 50 percent of the gain aitributable to
the residual interest will be taxed. In Mr. M’s case, the
$53,608 donation receipt he receives for the overall
value of the residual interest will more than offset the
taxable gain of $16,082.

Whenyou give property that has appreciated in value,
the amount of the donation receipt creditable in any
one yearis 100 percent of the taxable gain in the gift,
plus 75 percent of your other income. This assures
that you will always realize net tax savings, no matter
how much the property has appreciated.

Note: With real estate held solely for investment
purposes, it generally makes more sense to contribute
the residual interest by means of a charitable remainder
trust.




But do not neglect to do good
and to share what you have,
for such sacrifices are pleasing to God.
Hebrews 13: 15, 16

Gifts of Residual Inferest

it’s like having your cake and eating it, too! You have
the satisfaction of making a major gift to the Anglican
Church of Canada now and receiving an immediate
tax benefit, yet you continue to use and enjoy the gift
property for the rest of your life!

It’s known as a gift of residual interest with retained
life use, and itusually involves your principal residence
or other personal use real estate, such as a cottage.
in making such a gift, you transfer the property
irrevocably to the Anglican Church but retain its
fifetime use. If you wish, the arrangement can include
use of property for your spouse’s life.

When the transfer is made, you will receive a donation
receipt for the present value of the “residual interest”—
the value, in today’s dollars, of the property the
Church will receive at your death. This is calculated

on the basis of the property’s appraised value, your .

age, and an appropriate discount rate.

“The call to stewardship
and the call fo mission
are part of one pilgrimage.”

a2 .
L

- {}'
ng;d.\
hh

¢, T
Gy copare

For more information, please contact:

The Ven. David Irving

1876 Richter Street,
Kelowna, BC V1Y 2M9
{250} 762-3306 {0)

(250) 762-4150 {)

Diocese of Kootenay
Anglican Church of Canada archdenkootenay@telus, net
www.keotenay.anglican.ca

The information in this paper does not constitute legal or
financial advice and showld not be relied upon as a substitute
for professional advice. The Office of Financial Development
ecouirages you to seek professional legal, estate planning, and
financial advice before deciding on a course of action. The
examples in this leaflet are based on a representative discount
rate.




