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• If you are asking yourself what is a split-interest agreement, 
then you are in the right place!

• Does your organization receive yearly contributions from 
various charitable giving sources?

• If the answer is yes, do you fully understand the nature of 
these sources?
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• These sources might be split-interest agreements established by 
donors.

• Why is it important to understand where these contributions are 
coming from?

• By the end of this session, you will understand why!
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• Split-interest agreements are giving arrangements for which a nonprofit 
organization shares the benefits of assets with other beneficiaries, which 
are typically not charitable organizations.

• The beneficiary entities or individuals receive either cash or other assets 
during the term of the agreement or a portion of the assets remaining at 
the end of the term.

• Split-interest agreements have several potential structures and 
characteristics. These include either being revocable or irrevocable and 
the term of the agreement, which can span for a specified number of 
years or a period that ends upon a specified event. 
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• From a donor’s vantage point, these planned giving options aid in their 
individual and estate tax planning, wealth management and 
philanthropic legacy.

• From a nonprofit organization’s perspective, these agreements can assist 
in long-term growth and prosperity.

• The accounting standards surrounding these agreements are challenging 
and estimating the value of these agreements requires subjectivity and 
judgment.  
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Some common types of split-interest agreements are:

– Charitable lead trusts

– Perpetual trusts held by third parities

– Charitable remainder trusts

– Charitable gift annuities

– Pooled (life) income funds

– Life interests in real estate
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To properly account for a split-interest agreement it is essential to consider 
the following:

– Whether the split-interest agreement is revocable or irrevocable;

– Whether the nonprofit organization is the lead beneficiary of the 
agreement or has a remainder interest; and

– Whether the donor transferred assets to either an unrelated third 
party such as a trust, a fiscal agent, a foundation, or directly to the 
nonprofit organization.
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Is the agreement revocable or irrevocable?

– Some agreements do not allow donors to revoke their gifts; other 
agreements may be revocable by donors in certain situations.

– Others may be irrevocable by the donor; however, the donor may 
retain the right to change the beneficiaries.

– Why does this matter? These considerations affect the accounting 
for these agreements. Remember, under generally accepted 
accounting principles for nonprofit organizations, only irrevocable 
promises are recognized as contribution revenue.
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Is the nonprofit organization the lead or remainder beneficiary?

– Under a lead interest type of an arrangement, the nonprofit 
organization received distributions during the term of the agreement 
and another beneficiary specified by the donor receives the amount 
remaining when the agreement terminates.

– Under a remainder interest type of an agreement, the donor (or 
others designated by the donor) receives the distributions during the 
term of the agreement and the nonprofit organization receives all or 
a portion of the assets remaining at the end of the agreement term.
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Is the nonprofit organization the lead or remainder beneficiary?

– Under either type of agreement, the donor may impose restrictions 
on the use of all or a portion of the assets.

– The time period as specified by the donor and covered by the 
agreement can be expressed either as a specific number of years (or 
in perpetuity) or as the remaining life of an individual or individuals 
designated by the donor.

– The assets are invested and administered by the nonprofit 
organization, trustee or other fiscal agent and distributions are made 
to a beneficiary or beneficiaries during the term of the agreement.
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Is the nonprofit organization the lead or remainder beneficiary?

– For the time period covered under the agreement, a donor will 
establish in the trust agreement whether distributions are to be 
based on a fixed amount (annuity) or based on a percentage of the 
invested assets.

– At the end of the agreement’s term, the remaining assets covered by 
the agreement are distributed to or retained by either the nonprofit 
organization or another beneficiary or beneficiaries.
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Measurements – Initial Recognition

– Revocable agreements – Should be accounted for as intentions to give.

– Assets received by a nonprofit organization acting as a trustee under a 
revocable agreement should be recognized at fair value when received as 
assets and as a liability (refundable advance).

– Contribution revenue for the assets received should be recognized when 
the agreement becomes irrevocable or when the assets are distributed 
to the nonprofit for its unconditional use.

– Income earned on assets held under revocable agreements that are not 
available for the nonprofit’s unconditional use and any subsequent 
adjustments to the carrying value of those assets, should be recognized 
as adjustments to the assets and the refundable advance.
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Is the trustee the nonprofit organization or an unrelated third party?

If the nonprofit organization is acting as trustee, this not only imposes 
some legal and fiduciary responsibilities to act in accordance with the 
donor’s directives, but also the nonprofit organization may need to 
record a liability on its books to reflect its obligation to beneficiaries of 
the agreement.
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Measurements – Initial Recognition

Irrevocable agreements – Recognition and measurement varies 
depending on the following three factors:

1. Whether the nonprofit organization’s rights to distribution in 
accordance with the agreement are revocable or irrevocable;

2. Whether the assets are held by the nonprofit organization or a third 
party; and

3. The type of agreement that is used.
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Measurements – Initial Recognition

Irrevocable agreements 

• If a nonprofit organization serves as the trustee or if the assets 
transferred by the donor are otherwise under the nonprofit 
organization’s control, the following is recorded:

– The assets received from the donor;

– A liability for the future payments to be made to the donor 
or third parties designated by the donor, and

– The contribution revenue for the difference (assuming the 
right to those assets is irrevocable).
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Measurements – Initial Recognition

Irrevocable agreements

• If a third party is appointed by the donor, the following is
recorded:

– The beneficial interest is the assets held by the third party;
and,

– The contribution revenue (assuming the right to those
assets is irrevocable).
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Subsequent Measurements

During the term of the agreement, certain transactions and events 
should be recognized as “changes in the value of split-interest 
agreements” in the statement of activities and classified as net assets 
with donor restrictions or net assets without donor restrictions 
depending on the classification used when the contribution revenue 
was recognized initially.
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Subsequent Measurements – Nonprofit is the Trustee

When the assets held in trust and related liabilities are recognized 
under lead and remainder interest agreements, the liability for future 
payments to be made to other beneficiaries is measured based on 
changes to the following:

• Amortization of the discount associated with the contributions;

• Revaluations of future payments to the beneficiaries, based on 
changes in life expectancy and other actuarial assumptions; and

• The discount rate should not be revised subsequent to initial 
recognition unless the nonprofit organization has elected the 
fair value option. 

19 - PJR

Split-Interest Agreements



PAG
E 20

Delivering Confidence

Subsequent Measurements – Nonprofit is Not the Trustee

– Subsequent measurement should be at fair value when cash or other 
assets contributed by donors under split-interest agreements are held by 
third parties or otherwise not controlled by the nonprofit organization.

– The amount recorded as a change in the value of split-interest 
agreements is the change in the fair value of the nonprofit’s beneficial 
interest. This amount should be determined using the same valuation 
technique that was used to measure the asset initially. 

– Typically, fair value is measured at the present value of the future 
cash flows. All elements of the calculation, including discount rate 
assumptions, should be revised at each measurement date to reflect 
current market conditions.
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Subsequent Measurements – Nonprofit is Not the Trustee

Amounts should be reclassified from net assets with donor restrictions 
to net assets without donor restrictions as distributions are received by 
the nonprofit organization under the terms of the agreement unless 
those assets are otherwise further restricted by the donor. In that case, 
they should be reclassified to net assets without donor restrictions 
when the restrictions expire.
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Recognition Upon Termination of the Agreement

Upon termination of the agreement, asset and liability accounts related 
to the agreement should be closed. Any remaining amounts in the asset 
or liability accounts should be recognized as changes in the value of 
split-interest agreements. If the donor restrictions are removed from 
assets previously distributed to the nonprofit organization upon 
termination of the agreement, appropriate amounts should be 
reclassified from net assets with donor restrictions to net assets 
without donor restrictions.
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Types of Split-Interest Agreements

Charitable Lead Trusts

• A charitable lead trust is an arrangement in which a donor 
establishes and funds a trust with specific distributions to be 
made to a designated nonprofit organization over a specified 
period of time.

• The use of the assets distributed may be restricted by the donor.

• The distributions may be for a fixed dollar amount, referred to as 
a charitable lead annuity trust, or for a fixed percentage of the 
trust’s fair value as determined annually, referred to as a 
charitable lead unitrust.

• Upon termination of the trust, the remainder of the trust assets 
is paid to the donor or to the beneficiaries designated by the 
donor.
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Types of Split-Interest Agreements

Perpetual Trusts Held by Third Parties

• An arrangement in which a donor establishes and funds a 
perpetual trust administered by an individual or entity other 
than the nonprofit organization that is the beneficiary.

• Under the terms of the trust, the nonprofit organization has the 
irrevocable right to receive the income earned on the trust 
assets in perpetuity but will never receive the assets held in 
trust.

• Distributions received by the nonprofit organization may be 
restricted by the donor.
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Types of Split-Interest Agreements

Charitable Remainder Trusts

• An arrangement in which a donor establishes and funds a 
trust with specified distributions to be made to a designated 
beneficiary or beneficiaries over the trust’s term.

• Upon termination of the trust, the nonprofit organization 
receives the assets remaining in the trust.  The use of those 
assets may be with or without donor restrictions.

• The distributions to the beneficiaries may be for a specified 
dollar amount, referred to as a charitable remainder annuity 
trust, or for a specified percentage of the trust’s fair value as 
determined annually, referred to as a charitable remainder 
unitrust. Obligations to the beneficiaries are limited to the 
trust’s assets.
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Types of Split-Interest Agreements

Charitable Gift Annuities

• An arrangement between a donor and a nonprofit organization 
in which the donor contributes assets to the nonprofit in 
exchange for a promise by the nonprofit to pay a fixed amount 
for a specified period of time to the donor or to individuals or 
entities designated by the donor.

• The agreement is similar to charitable remainder annuity trusts 
except that no trust exists.

• The assets received are held as general assets of the nonprofit 
and the annuity liability as a general obligation of the nonprofit.
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Types of Split-Interest Agreements

Pooled (Life) Income Funds

• Some nonprofit organization’s form, invest and manage pooled (or 
life) income funds. These funds include the contributions of many 
donors’ life-income gifts which are pooled and invested as a group.

• Each donor is assigned a specific number of units based on the 
proportion of the fair value of their contributions to the total fair 
value of the pooled income fund on the date of their entry to the 
pooled fund.

• Until a donor’s death, the donor (or the donor’s designated 
beneficiary or beneficiaries) is paid the actual income earned on the 
donor’s assigned units. 

• Upon the donor’s death, the value of the assigned units reverts to 
the nonprofit organization.
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Types of Split-Interest Agreements

Life Interest in Real Estate

• A nonprofit organization can receive a contribution of real estate 
(such as a personal residence or farm) and the donor retains the 
right to use the real estate until his or her death (referred to as 
an irrevocable life interest).
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Financial Statement Presentation

Statement of Financial Position

• If a split-interest agreement is in trust form, such as a unitrust or
annuity trust, or if the assets held are required by state law to
be separately invested, the assets should be displayed
separately on the statement of financial position or should
display the assets with similar assets of similar liquidity.

• Cash and investments held in trust should not be combined with
cash and investments that are available for operations.
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Financial Statement Presentation
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Financial Statement Presentation
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Financial Statement Presentation

Statement of Activities

• Contributions may be reported as revenues or gains, depending 
on whether they are part of the nonprofit organization’s ongoing 
major activities or are peripheral or incidental transactions.
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Financial Statement Presentation

Disclosures

• The notes to the financial statements should include all of the 
following related to split-interest agreements:

– A description of the general terms of existing split-interest 
agreements;

– Assets and liabilities recognized under split-interest 
agreements, if not reported separately from other assets and 
liabilities in the statement of financial position;

– The basis used for recognition of assets;

– The discount rates and actuarial assumptions used, if present 
value techniques are used in reporting assets and liabilities 
related to the split-interest agreements;
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Financial Statement Presentation

Disclosures, continued

– Contribution revenue recognized under such agreements, if 
not reported as a separate line item on the statement of 
activities; and

– Changes in the value of split-interest agreements 
recognized, if not reported as a separate line item on the 
statement of activities.
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Financial Statement Presentation
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Financial Statement Presentation
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Financial Statement Presentation
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Financial Statement Presentation
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Financial Statement Presentation
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That is why it is important to understand 
where your contributions are coming from!
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Email: prowe@dmcpas.com

Web:  www.dmcpas.com

Address:
DM Financial Plaza
221 S. Warren St.
Syracuse, New York 13202-1628

Phone: (315) 472-9127, ext. 216 

Peggy J. Rowe, CPA, CFE
Audit Partner and Partner in Charge of the 

Accounting & Advisory Services Department
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Email: ajanack@dmcpas.com

Web:  www.dmcpas.com

Address:
DM Financial Plaza
221 S. Warren St.
Syracuse, New York 13202-1628

Phone: (315) 472-9127, ext. 224 

Angela R. Janack, CPA
Audit Manager
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This presentation is © 2024 Dannible & McKee, LLP. All rights reserved. No part of this
document may be reproduced, transmitted or otherwise distributed in any form or by any
means, electronic or mechanical, including by photocopying, facsimile transmission,
recording, rekeying, or using any information storage and retrieval system, without written
permission from Dannible & McKee, LLP. Any reproduction, transmission or distribution of
this form or any material herein is prohibited and is in violation of U.S. law. Dannible &
McKee, LLP expressly disclaims any liability in connection with the use of this presentation
or its contents by any third party.
This presentation and any related materials are designed to provide accurate information
in regard to the subject matter covered, and are provided solely as a teaching tool, with
the understanding that neither the instructor, author, publisher, nor any other individual
involved in its distribution is engaged in rendering legal, accounting, or other professional
advice and assumes no liability in connection with its use. Because regulations, laws, and
other professional guidance are constantly changing, a professional should be consulted if
you require legal or other expert advice.

Copyright / Disclaimer
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Any tax advice contained herein was not intended or written to be used,
and cannot be used, for the purpose of avoiding penalties that may be
imposed under the Internal Revenue Code or applicable state or local tax
law provisions.

Circular 230
71
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