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HOW TO OBTAIN ANNUITY GIFTS

ROME A. BETTS
Associate Secretary, American Bible Society

In any program of promotion for an annuity plan, it is first of all
essential to have a satisfied constituency. That is to say, a family of
annuitants who have utmost confidence in the reliability and integrity
of the organization to which they have entrusted their funds. There
are several ways of developing this feeling.

First of all, if you have a house organ, make use of it on occasion
to publish accounts of your annuity plan, endeavoring to incorporate
from time to time testimonial letters that are particularly significant.
Your house organ should also carry frequent advertising notices of
your annuity plan with .coupon attached, so that your constituency
may be constantly reminded that the annuity plan is an onward mov-
ing department of your work.

Secondly, through the use of direct mail you can do much to build
up good relationships. Occasional letters at Easter time or Christmas-
tide without any reference to appeal—simply wishing them the greet,
ings of the season, perhaps bringing them up to date on recent devel-
opments in the work of your organization—can be exceedingly helpful.

The point next to be considered is that of attractive printed
material describing the plan. It is desirable to have at least one major
booklet giving full details, and answering the questions that people are
likely to ask when they are considering investing funds which may rep,
resent the savings of a lifetime. They must be assured of the safety and
security of their funds. In addition to this important piece, there should
be a variety of other material, which can be used as stuffers in various
kinds of mailings, calling attention to the value of your annuity plan.

Having your own constituency well pleased is one thing. They
will probably always remain the major source of your annuity busi-
ness, but it is always necessary to keep adding new members to the
family as old one,s pass on. Some well-confirmed policy should be set
up establishing a certain percentage of annuity income to be set aside
for promotion. This amount should probably not exceed five percent
of the total gross income.

The first obvious place to secure prospects is by advertising in the
religious or other kind of press. Your own house organ, of couise,
should be used or your own denominational papers. In addition to
that, there are certain interdenominational publications that have
proved productive over a period of years. A certain percentage of your
advertising budget should be set aside for experimental purposes to
test out publications for new blood.

5









REGULATION AND SUPERVISION 9

contracts is more stringent, to the extent of about 12 to 14 percent
higher reserves, than the standard which I presume will be used by the
a.nnuity corporations.

Another contingency is that the interest earnings may not meet
the rate at which the reserves must be accumulated. Further, there
may be losses in investments, and what is very important, there must
be provision for the future expenses of management. This cushion
or leeway is nothing more or less than the providing of capital funds
which every corporation needs. Once the capital funds are established,
it enables expenses in current annuities to be paid out of current
income.

The requirement that the annuity rates shall be noncompetitive
with those of life companies, does not appear in these exact words in
the law. What the statute does prescribe is that the rate of life income
to be paid shall be so computed as to leave with the corporation upon
the annuitant's death at least one half of the purchase money. Natu-
rally, this results in a substantial reduction in the life income which
could otherwise be paid, if there were no such requirement as to the
fifty percent residue.

Theoretically, on the basis of such rates the corporation would,
on the average, have a residue of 50 percent of the purchase price
upon the death of the annuitant. However, actually this is a rather
optimistic assumption. The factors which might prevent retaining 50
percent are problems which, I understand, will be discussed this after-
noon and tomorrow, and deal with longevity of annuitants, interest
rates, losses in investments, and expenses. Only recently I was in-
formed that one large religious annuity organization, on its operations
during the past twenty years, estimated its ultimate profits at only
15 percent of the aggregate purchase price, which is far different than
a 50 percent residue. It is, therefore, highly desirable that a corpora-
tion should be realistic as to its ultimate profits. In the case of a small
corporation with few annuitant risks, it is quite possible for all profits
to disappear if annuitants are unusually long-lived, and a manage-
ment of a small corporation might very well consider reinsuring or
transferring its annuity risks to a life company.

The third specification in the new code is that the annuity funds
must be segregated. I believe that the segregation contemplates three
things: First, that the corporation shall bind itself through appropriate
language in its charter, bylaws, or by resolution to provide and con-
tinue a segregation of the annuity funds, separate and apart from
the other assets of the corporation. Second, that there shall be a
trusteeship, with the title of ownership, of the annuity assets resting
with the annuity department; and third, that the assets belonging to
the annuity department shall be specifically designated and earmarked.













REGULATION AND SUPERVISION 15

Form of Resolution Approved at a Special Meeting
Held October 19, 1939

WHEREAS, Article IV, Section 45 of the Insurance Law of
New York State passed June 1939 and known as Chapter 882 of the
Laws of 1939, provides, among other things, in respect to the exemption
of Charitable Annuity Societies from certain provisions of the Insur-
ance Law of the State of New York, that every duly organized domestic
or foreign nonstock corporation or association conducted without profit
engaged solely in bona fide charitable, religious, missionary, educational
or philanthropic activities, which shall have been in active operation
for at least ten years prior to the application for a permit hereinafter
mentioned, and which issues gift annuity agreements, shall segregate
from its assets as separate and distinct funds, independent from all
other funds of such corporation or association, an amount at least equal
to the reserves and surplus as required therein on all gift annuity agree-
ments, and shall not apply said assets for the payment of the debts and
obligations of the corporation or association or for any purpose other
than the annuity benefits therein specified; and,

WHEREAS this Section provides for the issuance of a special
permit by the Superintendent of Insurance of the State of New York
for the purposes therein mentioned,

Now, therefore, Be it resolved, That, in order to meet the afore-
said requirements of the law and for the purpose of obtaining a specia 1
permit from the Superintendent of Insurance of the State of New York
to issue Gift Annuity Agreements in New York, there shall be set aside
and maintained assets of the corporation (or association) as a separate
and distinct fund independent of all other funds of the corporation (or
association) in an amount at least equal to the reserves and surplus of
ten percent of such reserves on all the corporation's (or association's)
outstanding gift annuity agreements required by Subsection 2 of Sec-
tion 45 of the Act, which shall be invested in securities permitted by
the provisions of Subsection 2* of Section 45 of the Act, and which
segregated funds shall not be applied for the payment of the debts and
obligations of the corporation (or association) or for any purpose other
than the annuity benefits herein referred to, and which fund shall be
known as (by a name that will clearly designate it as the reserve account
contemplated by this Section) .

Any assets heretofore segregated and held as separate funds on
account of annuity benefits shall be merged with the aforesaid segre-
gated assets to the extent required, in order to comply with the pro-
visions of Section 45.

*For foreign corporation or association add Subsections 2 and 3.









RATES FOR ANNUITY AGREEMENTS 19

spectively on the same mortality and interest bases as the New York
law prescribes, only they have been calculated so as to provide a 70
percent residuum instead of the minimum 50 percent residuum of the
law.

The one-year set-back in ages which is provided as a minimum
valuation basis in the New York law is related to the general experi-
ence of insurance companies among annuitant lives. Various studies
of mortality among gift annuitant lives which have been made in re-
cent years show that this particular group of lives is a slightly longer-
living group of lives even than the annuitant lives of insurance com-
panies. There is a logical explanation of this difference. The class of
people who make these annuity gifts is very select. Similar to other
annuitant lives, they are undoubtedly in good health or they would
not be interested in annuity agreements. This is what might be called
a natural selection, which is made consciously or unconsciously. But,
in addition to this particular type of selection, we have a group of
people who, by virtue of the fact that they are charitably minded, are
a class of people who undoubtedly live exemplary lives. They take
care of themselves, lead a very wholesome existence, and are thrifty
enough to have accumulated the money which they give away.

Because of all these factors, the Committee on Annuities has
deemed it advisable to recommend to the Conference that, in making
calculations of uniform rates for gift annuity agreements, the mortal-
ity basis should be the Combined Annuity Table with a set-back in
ages of two (2) years instead of the one-year set-back prescribed by
the New York law as a minimum basis. Accordingly, columns J and
K have been inserted in Schedule A to show the rates which would
be payable on the basis of the Combined Annuity Table with 31/7
percent interest on male and female lives with a set-back in ages of
two (2) years before entering the annuity table, and calculated to
provide a 70 percent residuum.

There may be those present who feel that the Conference should
adopt an interest rate of 3 percent instead of 3%2 percent in cal-
culating these annuity rates, and, therefore, columns L and M have
been inserted to show what the rates would be if a 3 percent interest
earning basis was used instead of a 31/2 percent basis, as shown in
columns J and K.

The last two columns, N and 0, show the uniform annuity rates
which are now being paid by many of the leading life insurance com-
panies which are in the annuity business. These rates are, of course,
calculated on the basis of absorbing the full amount of the considera-
tion paid to the insurance company by the time the contracts have
terminated. In other words, insurance companies, in calculating their
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remember that, although these annuity agreements should not be
entered into in a commercial aspect, nevertheless there is undoubtedly
a minimum point of annuity rate below which it would be difficult
to obtain new gifts. It would not be advisable to reduce the annuity
rates to such an extent, that our organizations would not be able to
obtain any more annuity gifts, so that, while we want to be as con-
servative as possible, we do not want to be so conservative that we
would feel the effects of the law of diminishing returns.

Schedule C has been made up for sample' ages, to show the an-
nuity rates payable on two-life agreements; i.e., where the annuity
to be paid to the donor and a beneficiary will be a joint-life and last-
survivor annuity, and where the agreement will not be terminated
until the death of the survivor of the two lives.

These rates are shown both according to the scale adopted at
the Fifth Conference, and also according to the proposed scale; i.e.,
where the rates have been modified at the younger ages, and where
calculations have been made according to the Combined Annuity
Table with interest at 31/2 percent, so that a 70 percent residuum will
be provided, and where all lives have been considered as female lives
with an age set-back of two (2) years.

With these various annuity rates before you, we trust that the
Conference will be in a position to decide which basis will prove the
most satisfactory to adopt for the rates to be used in the future.

NOTE : The Conference voted to defer action on the matter of a
change in uniform annuity rates until the spring of 1940, by which
time the effect of the developments of the winter would become more
apparent. It was the expressed desire of the Conference that the Com-
mittee on Annuities hold another conference in the spring, unless in
the judgment of the Committee such conference should become un-
necessary. The rates prepared by the Committee are published in
order that any one may study them or use them if they so desire.
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GIFT ANNUITY RATES

TWO LIVES-JOINT AND SURVIVOR

SCHEDULE C

Age of Age of Older Life
Younger
Life 80 75 70 65 60 55 50 45 40 35 30

PRESENT RATES (1)

80 6.6%

75 6.2 5.9%

70 5.8 5.6 5.4%

65 5.5 5.4 5.2 5.1%

60 5.2 5.1 5.0 4.9 4.8%0

55 4.9 4.9 4.9 4.8 4.7 4.6%0

50 4.4 4.4 4.4 4.4 4.4 4.4 4.4%

45 3.9 3.9 3.9 3.9 3.9 3.9 3.9 3.9%

40 3.4 3.4 3.4 3.4 3.4 3.4 3.4 3.4 3.4%

35 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0%0

30 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0%

PROPOSED REVISED RATES MODIFIED ( 2)

80 5.8%

75 5.5 5.3%0

70 5.2 5.0 4.8%

65 4.9 4.8 4.6 4.5%

60 4.6 4.5 4.5 4.4 4.3%

55 4.4 4.4 4.3 4.3 4.2 4.1%

50 3.9 3.9 3.9 3.9 3.9 3.9 3.9Vo

45 3.4 3.4 3.4 3.4 3.4 3.4 3.4 3.4%

40 2.9 2.9 2.9 2.9 2.9 2.9 2.9 2.9 2.9%

35 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5%0

30 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5%

BASIS : (1) Combined Annuity Mortality Table, interest at 4 percent, 70
percent residuum, female, with rtes modified at younger
ages.

(2) Combined Annuity Mortality Table, interest at 3% percent,
70 percent residuum, female, age set-back two years.

GAH-9-30-39
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OUTLOOK FOR INTEREST RATES 27

Major Factors in the Decline of Interest Rates
In this section we shall deal chiefly with prices of high-grade

bonds. The same factors which make high-grade bonds advance (and
their yields decline) have, of course, exerted similar influences on the
prices (or yields) of other high-grade fixed investments.

Prices of bonds, like those of any other commodities, are deter-
mined by variations in supply and demand. It is a well-known fact
that the amount of investment funds held by banks, insurance com-
panies, and other institutional investors is very large in relation to
the supply of high-grade bonds. The rise in bond prices, and there-
fore the decline in interest rates on bonds, is directly attributable to
this relationship. The supply of surplus investment funds among insti-
tutional investors has resulted less obviously but no less definitely
from factors which have filled our banks to overflowing with surplus
investment funds. One large bank in New York, with total assets of
$2,300,000,000, holds cash alone of over $1,100,000,000. Another
has 40 percent of its total assets in cash, and somewhat similar situa-
tions exist in practically every large city bank in the country. What
has caused this tremendous accumulation of cash resources which is
behind the demand for high-grade bonds? It is impossible to answer
this question in detail in the space allotted to this discussion, but the
major factors may be considered. There are two of these, and most
of the important minor ones are related to or derived directly from
them : (a) gold imports; (b) policy of the Federal Government.

Vast amounts of gold have been imported by this country in re-
cent years. This gold has come, in most cases, to banks which have
deposited it with the Federal reserve banks in their districts. The lat-
ter have turned the gold over to the Federal Government in exchange
for notes, or depositary receipts. The important step, as far as this
discussion is concerned, however, occurs when the banks receiving
gold deposit it with the Federal reserve banks. Deposits of any mem-
ber bank with a Federal reserve bank constitute the only legal reserve
of such member bank. It makes no difference whether this deposit is
acquired by sending gold to the reserve bank or by any other means.
The point is that these reserves have increased tremendously in recent
years, and the chief cause has been the import of gold.

The extent to which gold has entered this country, and its influ-
ence on bank reserves, may be seen upon examination of Charts II
and III.

The reserves of member banks constitute the basis of their lend-
ing, or bond-buying, power. Broadly speaking, a hank can have $10
of deposits for every $1 of reserves. (The ratio may vary from time
to time, but this statement refers to the basic principle rather than
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CHART IV
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TAXATION AND LEGISLATION 47

This rule limited the tax exempt refund to the amount of the
consideration paid for the annuity as determined by the Combined or
Actuaries' Experience Table with interest at 5 percent, because this rate
was mentioned in this particular annuity. Inquiry made at the Treas-
ury Department resulted in the establishment of the Combined or
Actuaries' Experience Table with interest at 4 percent, as shown in
Table A, Article 13, p. 20, of the Estate Tax Regulation 70 for valuing
all annuities in which no definite rate is mentioned. Copies of letters
confirming this were given in Wise Public Giving Series No. 31, pages 9
and 10; No. 34, pages 71-80; and No. 43, pages 27-33. Let us call this
then the old Federal rule using the Estate Tax Tables.

The Revenue Act of 1934, Section 22 b2, adopted a new rule,
which we will call the 3 percent rule. This provided that 3 percent ot
the aggregate premium or "consideration paid" as determined by the
Estate Tax Tables at 4 percent should be included each year under
"Gross Income," and the excess over this amount should be excluded
from gross income and considered as the refund of the "consideration
paid"* until the whole consideration has been returned to the annuitant.
After this, the whole amount received as an annuity must be included
as gross income under "Other Income" in the Federal Income Tax
return. There was, however, some question as to what this 3 percent
would be if only a fractional part of the whole annuity was paid in
the first year. Internal Revenue Bulletin No. 41 of October 10, 1938,
gives, under the ruling 1938-41-9572 I.T. 3223, the principle that, for
a fractional part of a year, only a fractional part of the 3 percent of the
consideration paid shall be reported. The 3 percent for a whole year is
divided by 12—the number of months—and multiplied by the num-
ber of months the annuity was paid in the first year. See Treasury
Decision 4857 (I.R.B. 1938-36,4). This is the 3 percent rule based
upon the annuity being valued by the Estate Tax Tables at 4 percent,
although the United States Board of Tax Appeals, Docket No. 86709,
promulgated July 20, 1939, favored the use of the American Annui-
tants' Mortality Table in the following case.

Anna L. Raymond, a resident of Chicago, Illinois, born January 21,
1854, made nine gifts on the annuity basis totaling $1,246,906.76. If the Actu-
aries' or Combined Experience Table of Mortality used in Regulations 80,
Article 10, for determining estate taxes was used, she had received back
all of the principal value of her annuities. However, by adopting the price
that commercial insurance companies would charge her for the same annui-
ties, it was possible to show that she had received back the principal of only
seven of the annuities. While additional income tax was due from her estate,
it was very much less than it would have been had the Actuaries' or Com-
bined Experience Table of Mortality been used. In fixing the gift value of

• Figured on the Estate Tax Tables.
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it is, but so far no one is known to have reported such a gift. We know
that the annual exemption of $4,000 for 1939 does not apply to such
gifts, and that they must be reported no matter how small they are.
However, how can they be reported either on Form 709 which is for
the donor, or on Form 710 which is for the donee or trustee. The
donee "B" may not know either of the gift nor of the value of the gift.
The insurance company or charitable corporation "C" may be unwill-
ing to sign a trustee's report form for what is not a trust, but an annu-
ity that may never be paid to "B" if he predeceases "A."

If the donor "A" reports the gift to "B" on Form 709, then the
Internal Revenue Department may get in touch with "B," even though
"A" does not wish "B" to know that he will some day receive an annu-
ity. In such a case "C," the religious, educational or charitable cor-
poration issuing the annuity, should warn the donor "A," that the
Internal Revenue Department may check up with the donee "B" as to
this gift, if it amounts to over $4,000 in value, or is a gift of a future
interest in property, after the donor "A" has made a gift tax return
on Form 709 concerning it. In such a case, "A" may request "C" to
file a donee's or trustee's return in the hope of avoiding the embarrass-
ment that may come to "A" if "B" learns of his interest in the annuity
before it is planned that he should. It would be well, however, to indi-
cate, if Form 710 is used, that "C" has received a gift from "A," and
hence is a donee, but not a trustee; also that "A" does not wish "B"
to know about the gift during "A's" lifetime. It is understood that
some of the insurance companies only file such gift tax returns on Form
938 when requested to do so by the donor or by the Internal Revenue
Department.

A gift of an annuity from "A" to "B" after "A's" death may not
he "a gift of a future interest in property." If this is so, then the donor
"A" is entitled to a deduction of $5,000 for the calendar year 1938,
and $4,000 thereafter under the present Income Tax Law. If it should,
however, be ruled that such an annuity is "a gift of a future interest
in property," then every donor would probably have to report every
gift he makes to another, of an annuity after his death, no matter how
small. "'Future interests' is a legal term, and includes reversions,
remainders, and other interests and estates whether vested or con-
tingent, and whether or not supported by a particular interest or
estate, which are limited to commence in use, possession, or enjoyment
at some future date or time." It does not refer to -such contractual rights
as exist in a pdlicy of life insurance, even if payable in the future."
However, other forms of so-called annuities or trust agreements where
the donor retains the right to change the annuitant, or the beneficiary ,
may be determined to be future interests in property. This question
will pmbably soon be settled definitely.
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However, the case of Harriot Reynold Schultz et al., executrices
of the Estate of Marie B. Reynolds, deceased, v. Commissioner, 38
B.T.A. No. 10, Docket No. 81060, July 13, 1938, held that as the
irrevocable annuity was bought before March 3, 1931, it was to be
excluded from the decedent's estate, even though it could be revoked
by the consent of all the beneficiaries, if there was "no legal restriction
to the contrary." It also provided for a principal sum to the grand-
children of the decedent after het death and that of her daughter as
well. Had the annuity been purchased after March 3, 1931, we can
not tell if the decision would have been different. It refers to May v.
Heiner 281 US 238 (74 L.Ed. 826, 50 S.Ct. 286, 67 ALR 1244, 8
AFTR 10904); McCormick v. Burnet; Morsman v. Burnet, and
Hassett v. Welch.

Federal Estate Taxation of Irrevocable Trusts

after March 3, 1931

In Wise Public Giving Series, No. 38, pp. 28-32, reference was
made to three decisions of the Supreme Court on March 2, 1931,
Nos. 535, 581, and 542. In each of these three decisions, the signifi-
cant clause was added "there being no question of the constitutional
authority of Congress to impose prospectively a tax with respect to
transfers or trusts of the sort here involved." 'The very next day
following these decisions, the Federal Estate Tax Laws were amended
by Congre,ss--under Subdivision (c) of Section 302 of the Revenue
Act of 1926—to include in the gross estate thereafter "a transfer
under which the transferor has retained for his life or any period
not ending before his death (1) the possession or enjoyment of or
the income from the property; or (2) the right to designate the per-
sons who shall possess or enjoy the property or the income therefrom."

Court decisions since then appear to tax irrevocable trusts created
after March 3, 1931, where the settlor retains a life interest in the
income or in the enjoyment of the property. These decisions are
streAsed here, because many so-called annuities appear to be simply
irrevocable trusts with a fixed income, or we might call them trusts in
which the principal diminishes while the income is fixed. This is just
another example of the great need of making an annuity agreement
a simple and bona fide annuity without any trust terminology or con-
notations whatsoever.

II. STATE TA/CATION OF ANNUITIES

As a general policy, it is best to refer the annuitant to his own
bank or attorney with regard to the taxation of annuities in his own
state. These tax problems are very complex, and are complicated by
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c. Gift Taxes of the States

Eight states now have gift tax laws effectual on the following
dates:

Oregon  
Wisconsin  

June
July

Virginia  June
Minnesota  July
Colorado  Aug.
Tennessee  Mar.
North Carolina Mar.

California  

Gifts to charity

9, 1933.. Gifts to charity entirely exempt.
8, 1933. . Exempt to local, municipal or char-

itable corporations for use within
the state. •

19, 1934 . . Entirely exempt for use in the state.

16, 1937 . . Exempt if operated within the state.

4, 1937.. Exempt for use in the state.

7, 1939 .. Entirely exempt.

24, 1939.. Exempt to corporations of another
state which levies no gift tax on
gifts to North Carolina charitable
corporations, or for use in North
Carolina.

June 21, 1939.. has four reasons for exemptions:
(1) If limited for use in Calif.
(2) If organized under laws of

Calif. or the United States.
(3) Or a jurisdiction providing

reciprocal exemption.
(4) Or not imposing a gift tax on

California charities.

Unlike the Federal Gift Tax, all of these states, except Oregon,
limit the amount of the specific exemption to different classes of rela-
tives and to others who are not related.

For Wisconsin only $1,000 can be transferred to any one donee
in a year, and there is no additional exemption to a brother, or a
sister, or their descendants, or to a son-in-law, or a daughter-in-law,
or to an uncle or an aunt, or to any who are not related.

In California, the personal exemption to a brother, or a sister,
or their descendants, and to a son-in-law or a daughter-in-law, is
$2,000; but, in addition, there is a $4,000 exemption in any calendar
year if the gift is not a transfer-in-trust or of a future interest in
property. If the amount given is over $4,000 in any year and the
$2,000 personal exemption is used up, then the rate of tax is 5 percent
for the first $25,000, and 7 percent for the next $25,000, running up
to 15 percent when over $500,000.

Just what is a gift of a future interest? In California there does
not appear to be any annual exemption each year for this, and the
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empted life insurance contracts inasmuch as annuity payments were
not included in that act. The appeal was therefore dismissed.

In 1935—the January Term, Case No. 36, the matter of the
Estate of John M. Hamilton, deceased, came up in the Supreme
Court, State of Wisconsin. The decedent died on May 30, 1932,
aged eighty-two years. Between the 22d day of March, 1916, and the
5th day of March, 1931, he purchased two annuities—one from the
Board of Foreign Missions of the United Presbyterian Church of
North America, and the other from the American Bible Society. An
inheritance tax was imposed on these two annuities under Section
72.01 (3) of the state of Wisconsin, covering transfers intended to
take effect in possession or enjoyment at or after death.

The annuity of the American Bible Society was purchased April
10, 1926, when the decedent was seventy-six years of age, and paid
him $86 in semiannual payments on April and October 10. The state
of Wisconsin attempted to collect a tax of $60.74 against this, as it
was approved and determined by the trial court—the amount claimed
against the Board of Foreign Missions of the United Presbyterian
Church of North America being $573.70. A brief of thirty-eight

• pages was submitted by Fisher and Fisher, attorneys for appellants.
The Supreme Court of Wisconsin decided that these annuities were
not taxable, and reversed the decision of the County Court for Rock
County.








