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Gifts of Appreciated Stock

Introduction

PUBLICLY TRADED SECURITIES are the most popular asset to give fo
charity aside from cash. And, over the past several decades, an increasing number
of Americans have invested in stocks and mutual funds as opposed to certificates of
deposit from their banks. Many of these people feel locked into their stock
investments because of the capital gains tax due upon the assets’ sale. They may also
feel uncertain about reinvesting the money. One great solution is to invest stocks
in the community through a gift to the community foundation. This gives donors
immediate tax benefits on the full market value of their gifts and also helps them

avoid capital gains tax.

Gifts of stock are also very appropriate to use when establishing a life income
gift, such as a Charitable Gift Annuity or a Charitable Remainder Trust. These
“charitable instruments” pay a donor an income for the rest of his or her life and
provide substantial tax benefits. Donors who give in these ways have the added
benefit of knowing that, after they die, the remaining principal of their gifts will
go to the community foundation to support community needs in perpetuity.

When determining policies and procedures for accepting gifts of stock, the
community foundation must consider ways to make this transaction easy and
attractive to donors, yet highly beneficial to the community. Part of doing this
means establishing relationships with local brokerage firms and working with
each one to ensure that every stakeholder involved in a stock transfer clearly
understands the process.

This document offers initial policy and procedure considerations as a starting
point for community foundations interested in accepting gifts of stock.
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Gift Acceptance Considerations

First, determine whether the securities are publicly traded (on an exchange) or
whether they are closely held (typically a family business in which securities are
not highly marketable).

If the securities are publicly traded or are shares of a mutual fund, and if they
are not subject to any restrictions in the hands of the donor, they can be easily
accepted as a donation to the community foundation.

If the securities are closely held, the community foundation must determine
its willingness to accept the gift. To determine acceptance, you should review
your foundation’s preexisting acceptance policy and also consider the following
issues:

Does the donor have the right to transfer the securities; or is the transfer
restricted by a buy-sell agreement, right of first refusal, or some other
restriction?

Following receipt, will the sale of the securities by the community foundation
be restricted by law under a preexisting agreement?

Is there a procedure in place for funding the purchase of the securities by a
third party (e.g., another shareholder) or the company at some future date?
Does the company pay dividends?

Is the company an S corporation, the income from which would be subject
to unrelated business income tax (UBIT)? Is there a source of revenue to pay
the tax?

Has the donor provided an appraisal on the value of the securities? An
appraisal is required if the gift is to be deductible.

Note: Legal counsel or an established policy should be consulted before accepting closely held securities.
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Transfer Procedures

Stock Transfer

1. The donor and/or the donor’s broker notifies the community foundation.

2. The appropriate community foundation representative discusses the transfer of
appreciated stock (to the community foundation custodial account) with the donor
and/or broker.

3. The donor and broker determine when the stock will be transferred.

~

. The transfer process is different depending on the type of documentation. One type
is actual share certificates recorded in the donor's name; another type is securities
held with a broker in the donor’s account (so-called “street name,” meaning generic
shares for “paperless” transactions).

For actual share certificates: The donor signs the back of the certificate (or signs an
“assignment separate from certificate” form provided by broker) and delivers the
certificates — preferably in person or mailed by express courier — to the
community foundation or the custodian of the community foundation’s assets.

For “street name” shares: The donor instructs his/her broker by letter to transfer
the specific securities to the community foundation’s broker or agent (include
brokerage house, broker's name, and community foundation account number);
this correspondence can also be done electronically.

For closely held securities: The donor guides this process and provides the name
and address of the transfer agent or the officer at the company in charge of
stock transfers.
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. If the certificates are sent to the community foundation’s custodian, the donor should
include a letter instructing that the shares be deposited into the account of the
community foundation. The custodian representative should contact the community
foundation to confirm receipt.
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. The publicly traded stock is usually sold immediately (preferably the same day) and
the funds are deposited in the community foundation’s general investment account
and credited to the fund they will comprise.

~

. Price per share at the time of transfer is documented. The community foundation
should confirm stock transactions in terms of number of shares rather than dollars.

oo

. The community foundation mails a thank you letter to the donor that also confirms
the gift transfer specifics (number of shares, fund balance, etc.). A fund may be
set up in the donor’s name in the agreed upon amount — or the gift can transfer
into an existing fund. The entire process documentation is then filed at the
community foundation.
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Mutual Fund Transfer
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Gifts of mutual funds require some special considerations on the part of the
community foundation. Accepting a mutual fund will increase the community
foundation’s administrative costs, so a minimum contribution should be considered.

Mutual fund gift transfers can be expedited if accounts are already established.
Otherwise, a transfer can take several weeks. The procedure for receiving a gift of
mutual fund shares is detailed below.

. The donor (and/or the mutual fund representative) notifies the community foundation.

. The appropriate community foundation representative discusses the transfer of
mutual fund shares.

. The community foundation will be required to open an account with the same
mutual fund company to receive the contribution if it has not already done so.
The mutual fund company will require a board resolution to open the account.

. The donor and mutual fund representatives determine when the mutual fund
shares will be transferred to the community foundation account.

. The donor obtains a transfer form from the mutual fund company and completes
the form, indicating the number of shares or the dollar amount he/she wishes to
transfer to the community foundation’s account (include the community foundation’s
account number).

. The community foundation’s mutual fund account is typically liquidated and the funds
are deposited in the community foundation’s general investment account.

. The community foundation mails a thank you letter to the donor that also confirms
the gift transfer specifics.

. The entire process documentation is then filed at the community foundation.

Note on charitable gifts of mutual funds: Mutual fund gifts usually provide fewer
opportunities to eliminate capital gains tax (on investment appreciation) than do gifts
of individual stocks. A mutual fund investor is taxed annually on recognized capital
gains inherent to the fund itself, while individual stocks have their appreciation
deferred until they are sold or given as charitable gifts.
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Gift Valuation

In order to document the donor’s gift, it is best to acknowledge the amount of
shares only. The donor should establish a value for the shares for tax deduction
purposes. The donor’s deduction is based on the fair market value of the securi-
ties on the date the gift is made. This amount may be higher or lower than the
price at which the shares are subsequently sold.

If the securities are closely held or otherwise subject to restrictions, then the
donor must provide the community foundation with an appraisal or completed
IRS Form 8283 indicating the securities’ value.
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Resources

AssetStream Corporation Stock Calculator — this corporation offers a stock gift
calculator you can place on your website for donors and professional advisors to use
<www.assetstream.com>.

The content of this development brief was generated largely from the contributions of
members of the Community Foundations Re&D Incubator and several other community
foundation practitioners representing organizations across the country. Special thanks to
these individuals. Thanks also to the Legal Services and Community Foundation Services
groups within the Council on Foundations for their legal review of this content.




