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OPENING REMARKS

MR. CHARLES W. BAAS

Chairman, Committee on Gift Annuities
(delivered by Vice Chairman Matthies)

The number of delegates on hand for this Conference leads me

to believe that few of the Conference on Gift Annuities' family suffer

from triskaidekaphobia. I confess I was not at all superstitious about
the number thirteen, but after some of the experiences involved in
making this conference a reality, I'm starting to wonder. Why are
we having a Thirteenth Conference on Gift Annuities ? This is easier

to explain than why we are meeting in Detroit in the middle of the
winter. The main reason for the Conference is that our constituency
seems to want frequent meetings. According to the Constitution, a
copy of which is on page 120, a conference must be held at least
every four years. Your Committee decided that every third year
would be a good compromise as the work involved prohibits more
frequent sessions, except when warranted by an extreme emergency
thrust upon us by some outside influence. As you no doubt have
noted, the Conference program contains some of the usual subjects
such as Investment Earnings Prospects, an Actuarial Report, Reviews

of various tax and regulatory data, as well as admonitions about
terminology. I'd like to call your attention to some new features relat-

ing to the administration of gift investment programs. There will

be a discussion of investment management practices, payment and
termination procedures, as well as a look into the future on data

processing prospects. Note carefully that this evening there will be

an optional information sharing session on life income agreements.

The Committee has arranged a good program with the right

speakers on subjects which should be of interest to you, but this is not

all you should get out of the Conference. There are at least four ques-

tion and answer opportunities: first, you have contact with other

delegates, I'm inviting you to talk with each other about your prob-

lems and experiences ; second, you can approach the members of
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the Committee on Gift Annuities who are readily identifiable with
their gold name tags, (it is my hope that, when possible, Committee
members will act as luncheon hosts and sit at• separate tables to
give the delegates an opportunity to lunch with their favorites); third,
Conference speakers have been requested to reserve time for your
direct questions immediately after their presentations; and finally, you
will note that near the end of the Conference, time has been allotted
for a panel discussion of your questions. These are the opportunities,
it is up to you to take advantage of them.

This Conference has been planned, organized, and partly staffed
by Committee on Gift Annuities members. Will the Committee mem-
bers present please rise and stand where they are ? The Committee
on Gift Annuities has no paid staff, these are the people who run
the Committee, who expend time and effort on behalf of the whole
constituency ; I believe they deserve your recognition.

Attending this Conference are 362 representatives of 282 Sponsor-
ing Organizations. The full roster of Sponsors now totals 605.

48% of the delegates at this Conference represent Educational
Institutions.

23% Church Boards
15% Other Religious Groups
7% Foundations
3% Professionals
4% Other Secular Groups

The 13th Conference is a bit heavier in Educational Institutions
than the 12th Conference; but, in general, we have about the same mix.

A single white sheet labeled "Thirteenth Conference Statistics"
(reproduced on page 5 & 6, is in your folder. Only 1/6th of the
Sponsoring Organizations contributed to this study, yet I think some
significant observations can be made:

Gift Annuities
The latest year was not as productive as either of the earlier two.
The rate on outstanding agreements is considerably lower than

current issues. We are paying higher rates today.
94% of the face value is still on hand. This is surprising because

in accumulating the Funds on Hand figure any amount in excess of
the face value of outstanding agreements was ignored.
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Life Income Agreements
Current issues show a rate lower than rate on outstanding agree-

ments which is the opposite of Gift Annuities. Note that the annual
value is approaching Gift Annuities.

Tax Exempt Agreements
Still a few agreements being issued.

Trust Funds
The only type of agreement in this study showing improvement

for current year.
Rate of return has been fairly stable at 4-1/3%.

Four Types of Agreement Combined
Little change in the three-year period for rate or principal.
The popularity of the Gift Annuity appears to be declining

when compared with Life Income Agreements and Trusts.

Average Size of Agreements
Gift Annuity $ 2,213
Life Income Agreement $13,217
Tax Exempt Life Income $26,915
Trust $27,402

These brief comments are intended to stimulate your own analysis
of the statistics.

THIRTEENTH CONFERENCE STATISTICS

Gift Annuities
99 Responses

110 Organizations Reporting

FUNDS ON HAND $88,259,041

Agreements Pare Value Payments
Average
Rate

Outstanding 42,597 $ 94,254,134 $5,195,942 5.51%
Current 2,946 8,930,416 539,390 6.04
Last 3,161 11,137,950 674,127 6.05
Prior 3,015 10,024,156 596,279 5.95
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Life Income Agreements
53 Responses

Agreements Face Value Payments
Average
Rate

Outstanding 3,073 $ 40,616,000

,

$2,268,264 5.58%
Current 510 7,245,622 368,607 5.09
Last 520 7,370,164 392,061 5.32
Prior 400 5,759,583 299,257 5.20

Tax Exempt Agreements
14 Responses

Agreements Fare Value Payments
Average
Rate

Outstanding 213 $ 5,732,867 $ 216,244 3.77%
Current 20 328,054 13,863 4.23
Last 17 475,836 19,610 4.12
Prior 14 146,913 5,282 3.60

Trust Funds

33 Responses
AverageAgreements Face Value Payments Rate

Outstanding 599 $ 16,413,830 $ 702,372 4.28%
Current 186 4,836,064 210,533 4.35
Last 165 3,645,529 162,720 4.46
Prior 147 3,695,754 158,738 4.30

Grand Total
Average

Agreements Face Value Payments Rate
Total Outstanding

Agreements 46,482 $157,016,831 $8,382,822 5.34%
Current 3,662 21,340,156 1,132,393 5.31
Last 3,863 22,629,479 1,248,518 5.52
Prior 3,576 19,626,406 1,059,556 5.40

Face Value Only

Total Current Last Prior

Gift Annuities 60.03% 41.85% 49.22% 51.07%
Life Income

Agreements 25.87 33.95 32.57 29.35
Tax Exempt

Agreements 3.65 1.54 2.10 .75
Trust Funds 10.45 22.66 16.11 18.83

Total 100.00% 100.00% 100.00% 100.00%
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As in the past, the Committee recommends that the drafting of
resolutions to be considered by the Conference be placed in the hands
of a Resolutions Committee. The following persons have been sug-
gested to serve as a Resolutions Committee; their names appear on
the program included in your Conference folder:

W. Walter Groesbeck, Chairman
Alva R. Appel
Alf W. Jorgenson
Charles L. Burrall, Jr.
Chester A. Myrom
R. Alton Reed

and your chairman as an ex-officio member.

The Committee responsible for arranging the Conference pro-
gram is headed by Jim Cousins who had able assistance from Chet
Myrom and Allan Locke. These men are capable, dependable, and
a joy to have on the Committee.
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•
one thing: we cannot do the kind of job we want by simply using

information that is generally available. So we have made our own

forecasting tools.
Here is one example. Some years ago, our economists became

dissatisfied with the large number of so-called leading economic indi-

cators. They took some of the more significant of these and combined
them into Moody's Business Barometer. We have found it to be a

rather good means of learning about major changes in industrial pro-

duction before they occur. Meanwhile, our economists have extracted

a very sensitive component from the Business Barometer which we

call the Early Warning Indicator. In other words, what we have now

is a leading indicator of a leading indicator.
These devices, however, are tools for short-range economic in-

vestigation. Since this presentation is pitched many years into the
future, I want to make use of another Moody's research tool. We call

it the Normal Trend of Civilian Production. The Normal Trend is

an expression of the ability of our economy to produce and to consume.
I will give you some figures on it shortly, and tell you what we think

they are likely to mean to the stock and bond markets.

What can be expected between now and 1980? In very general
terms, this is what we foresee:

• The over-all economy of this nation will grow at about the
same rate as it has in the past decade.

• Inflation will continue to be a fact of economic life, but the

average pace of the price rise will be below that of the last few years.

• Common stocks will keep gaining favor as a means of invest-

ment.
• Interest rates will remain on a general long-term upward trend.

As we view the economy today, it is not hard to identify the

two dynamic forces which are responsible for current growth—and

which will cause that growth to persist for many years to come. 9ne

is the persistent drive toward a higher standard of living. The other

is the rapid advance of technology. In an environment influenced by

these factors, population growth is not to be regarded as a curse but as

a blessing.
The technological revolution has seen spending for research and

development jump up to more than 3% of Gross National Product
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Our second assumption is that productivity in manufacturing

will go up at an average rate of 3.7% a year.

The third is that the work week in manufacturing will drop from

about 41 hours at present to 37 hours in 1980.

Our final assumption is that national defense requirements will

average out to about what they were before intense military activity

got under way in Vietnam.
Now, when we malce our calculations on the Normal Trend, this

is the picture that emerges.
Industrial production—as measured by the Federal Reserve's

Industrial Production Index—will go up from a 157 average last

year to 270 in 1980. This would represent average growth of roughly

4.3% a year, just a shade under the 4.5% average annual gain of

the past decade.
Gross National Product will rise from 845 billion dollars last

year to 1.7 trillion dollars in 1980. The average annual increase would

be 6%, compared with 5.9% over the past decade. Rising prices will

account for 2% of this expected gain. If we express the growth of

GNP in real terms, the annual increase would be 3% compared with

4% over the last ten years.
Before I move ahead to explain what we believe this projection

means to common stock prices, I would like to say something about

Moody's Industrial Stocks Average, or simply Moody's Industrials.

This is not only a means of measuring over-all stock market per-

formance but it is also a useful analytical tool. It is a relatively broad

average, containing 125 stocks, more than four times as many as

the Dow-Jones Industrials. Unlike the Dow, it is weighted by the

number of shares of each issue outstanding. This factor and others

enable us to make calculations on it which help bridge the wide

gap between economic performance and stock market behavior. For

example, when we work out sales, earnings, dividends and cash flow

on Moody's Industrials, we are talking about aggregate figures which

are fairly representative of the economy at large.

Now, the basic reason why we believe that common stocks will

gain even more favor as investments is that our longer-term economic

projections point toward continued economic growth, a generally rising

earnings trend and more or less persistent inflationary pressure. In

line with our expectations for industrial production and Gross National
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18% a year. Mutual funds and closed-end investment companies

have enlarged their equity ownership at a rate of nearly 11% a year.

State and local trust funds, while still holding only small amounts

of common stock, have been building up that sector at the astonish-

ing rate of 57% a year.

In short, we have seen the creation of a huge mechanism of

demand for stocks. By and large, it is both a farsighted and a sophis-

ticated market. In this respect, I might mention that in the depressed

third quarter of 1966, when some in the financial community were

on the verge of panic, the private pension funds were net buyers of

common stocks by a wide margin. By taking a long-term view and

buying low, they not only were of service to themselves but to the

market as a whole.
A close look at the market's behavior in recent years suggests

that the growing institutionalization of investment has served to moder-

ate psychological swings in stock prices. This, too, is a trend which

we think will continue. Nevertheless, psychology will play an im-

portant part in the market for as far ahead as we can see, and as

the so-called crash of 1962 indicated, it can upon occasion have

considerable impact. There is no way I know of to deal with psycho-

logical influences other than keeping in close touch with the market

and thereby developing a "feel." This is not always too compatible

with long-term investment operations, but we think that it is necessary.

Now let us survey the longer-term prospects for interest rates.

Broadly conceived, interest rates are determined by both economic

conditions and monetary policies. Therefore, in making estimates about

what interest rates may be in the future, we must make assumptions

not only about the trend of economic activity but also about other less

tangible factors. I am referring, of course, to the psychological and

political forces which affect policies of the Government and the credit

authorities.
As I have pointed out in discussing the Normal Trend, we

expect that the long-term secular upturn in the economy will continue,

rising at a somewhat faster rate than in the past decade. The accent

on growth and the desire to improve the standard of living has found

reflection in Government policies designed to promote full employ-

ment. Largely because of the implementation of these policies, business

cycles have been growing shorter and milder. I think we must recognize
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basis points lower than those on Governments. This, however, is by
no means certain. Changes in Federal income tax rates obviously will
affect the value of tax exemption. The outcome' of the argument about
whether industrial aid bonds should be permitted exemption likewise
will have an important bearing, since if the heavy volume of such
financing were removed, a diminished total supply of new tax-exempt
issues would tend to improve market conditions.

At this point, I am concerned about being overlong in my pre-
sentation. So I will simply make an abrupt stop. However, I will
be happy to answer—or try to answer—any questions you may have.







schedule by the designation of "1955 AA f." It would be well here
to explain the "f + 1" and "f — 1" designations in the headings
of the first and third rate columns. It is a common actuarial practice
in the use of certain mortality tables to provide for a more liberal
or more conservative mortality assumption by making an age adjust-
ment when using the tables. In the first rate column of Table 1, the
"f + 1" designation means that it has been assumed that an annuitant
would have the future longevity of a person one year older; in other
words, a shorter future lifetime. Conversely, the designation "f — 1"
assumes that an annuitant of a given age would have the future
longevity of an individual one year younger; that is, a longer future
lifetime. Table 1 illustrates the fact that this type of age adjustment
would have a relatively negligible effect on annuity rates at the
younger ages but a more significant effect at the higher ages.

The present uniform rates are based on an interest assumption of
31/2%; that is, it has been assumed that during the entire future
annuity paying period of a given annuitant, the rate of return on
investments of the actuarial reserve funds will be 31/2% per annum,
compounded annually. The first and third rate columns of Table 2
show the effect on annuity rates of interest assumptions of 4% and
3%, respectively. It will be seen that the interest assumption has a
very powerful effect on a gift annuity rate because it is involved not
only in the rate of return that can be earned on the actuarial reserve
applied to provide the annuity, but also that which can be earned on
the gift portion.

Table III of Schedule B illustrates the effect of assuming that
less money would be required for administrative expenses (first rate
column) and also that more money would be required for such pur-
poses (third rate column). The manner of determining the appro-
priate rate of expense loading for gift annuity rates has to be one
almost of judgment rather than a study of actual experience. This
is so because of the great variety of types of organization issuing
such agreements and also the great variety in volume of agreements
issued among the various groups. The nature of certain organizations
may be such that relatively little additional expense is incurred in
operating a gift annuity program; whereas, for other organizations
such a program may become a rather specialized operation requiring
considerable additional expense. Furthermore, it could be expected
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cates the percentages of residuum that would emerge if the rate of
investment return over the long range were 4% and 41/2%.

Percentage of Residuum If
Age at Earnings Are at Rate of
Issue 4% 41/2%
60 66.0% 81.5%
65 60.7 72.2
70 60.1 68.8
75 57.8 64.4
80 56.3 61.2

(Note: The apparent lack of complete consistency in the
progression of the above percentages of residuum is
the result of the rounding of the present uniform
rates to the nearest first decimal.)

It will be seen that earnings at a 4% rate would produce a per-
centage of residuum ranging from 56.3% to 66.0% at the range
of ages included in the above table with a corresponding range from
61.2% to 81.5% if interest earnings of 41/2% can be achieved. In
this connection, I want to recall the fact that the uniform gift an-
nuity rates recommended by the Committee on Gift Annuities from
1927 until 1955 were constructed to produce a residuum for the
use of the organization of 70% of the consideration paid. This per-
centage was dropped to 50% in the rates adopted in 1955 because,
at that time, it was advisable to adopt rates based on more conservative
assumptions with relation to both interest and mortality, and to have
held the planned residuum at 70% with the additional conservatism
being introduced in these two areas would have caused a very sub-
stantial reduction in annuity rates.

The above table suggests to me that, if the organizations repre-
sented here are fortunate enough to achieve interest earnings at a
rate in excess of the 31/2% rate in use at the present time, you may
simply be returning to a level of gift accomplishment where you
ought to be anyhow. I started this paper with an emphasis on the
importance of constructing annuity rates so as to produce appropriate
amounts of gift money. I shall conclude it with the statement that
if, primarily because of a favorable rate of investment return, the use
of the present uniform gift annuity rates produces gift money repre-
senting something between 50% and 70% of the consideration paid,
this will bring the organizations represented here closer to accomplish-
ing the goal of the entire gift annuity program.
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COMMITTEE ON GIFT ANNUITIES

Annuity Rate Study for 1968 Conference

ILLUSTRATION OF CALCULATION OF A GIFT

ANNUITY RATE

Actuarial assumptions on which present uniform gift annuity rates are based:

1. Rate of mortality — 1955 American Annuity Table, female lives

2. Rate of interest — 31/2% per annum, compounded annually

3. Expense loading — 5% of the total consideration

4. Residuum — 50% of the total consideration

5. Annuity payments — At end of each semi-annual period

I. Calculation

(a) Assume a donor aged 70 enters into a $1,000 single-life gift annuity

agreement.
(b) Deduct the 5% expense loading of $50, leaving $950 to provide for

annuity payments and residuum.

(c) Set aside the 50% residuum of $500, on which, however, interest at

31/2%, or $17.50, is available annually during the lifetime of the an-

nuitant.
(d) The remaining $450 is available as a single premium, using both prin-

cipal and interest, to provide an annuity during the lifetime of the an-

nuitant. On the basis of the 1955 American Annuity Table, female lives,

with interest at the rate of 31/2%, the cost at age 70 of providing a

single-life annuity of $1 per year, payable in semi-annual installments,

is $11.28. When the available $450 is divided by $11.28, the result

is $39.89 of yearly annuity.

(e) Add the $17.50 of interest from (c) to the $39.89 of annuity from

(d) and the sum is $57.39 of total income available during the life-

time of the annuitant. On the basis of $1,000 of consideration, this

represents a rate of 5.7% which is the rate appearing at age 70 in

the schedule of uniform rates.

II. Alternate Calculation as a Check

(a) Start with the same net $950 as is shown in I (b).

(b) On the basis of the 1955 American Annuity Table, female lives, the

amount needed at age 70, using both principal and interest, to provide

$500 at death is $302.64. Thus, $647.36 of the $950 would remain

available as a single premium, using both principal and interest, to

provide a single-life annuity.

(c) The $647.36 from II (b) divided by the $11.28 from I (d) produces

the same $57.39 that appears in I (e).

SCHEDULE A
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LIFE INCOME AGREEMENTS

MR. JOHN M. DESCHERE
Comptroller, Vassar College

At the last Conference on Gift Annuities, the principal address

on the subject of Life Income Agreements was given not by a business

or development officer, but by a clergyman. He stated that the Com-

mittee surely must have realized that it incurred some risk when it

invited a minister of the gospel to spealc on secular business matters.

Now, before we begin I thought you should hear about the other

side of the coin. Once upon a time I, a plain ordinary college business

officer, delivered a full length sermon to our Presbyterian congregation

on a Laymen's Sunday. That was ten years ago. Apparently it must

have been quite a sermon, because the governing body of the church

soon thereafter voted to discontinue Laymen's Sunday. Maybe the

ministry was worried about the competition.

The main emphasis of this Conference is on the subject of Gift

Annuities, and rightly so. There have been so many new participants

to these conferences (the attendance has gone up 150% in ten years)

that the Committee decided to provide several work sessions on various

aspects of the Gift Annuity.

This talk is the only one scheduled on Life Income Agreements.

As a result I will not be able to go into all ramifications as thoroughly

as in previous conferences. I refer those of you who are particularly

interested to the record of the proceedings of the Twelfth Conference

held in 1965 and recorded in Wise Public Giving Series No. 51. At

that Conference, there were four addresses devoted to types of Life

Income Agreements and another dealing with taxation of Deferred

Giving, including Life Income Agreements. So you will understand

the limitations of the present talk. For those of you who have

questions that will not be covered now, we have scheduled a question

and answer period tonight at 8:00 at which time two of the distin-

guished members of the committee will be on hand to help me provide

you with the answers, we hope.

DEFINITION

Life Income Agreements were approved as a vehicle for charitable

donations by the Internal Revenue Service in 1955 in Revenue Ruling
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covering two or even more lives. The charitable deduction will be less,
but the payment will still be the same amount, since the income from
a $1,000 agreement will not be any more or' less if it is written on
a single-life or a joint-and-survivorship basis.

9. Donor appeal. Since annuity rates are based on actuarial
tables, annuities generally appeal more to older donors. The guaran-
teed income and income tax exclusion features are desired by most
elderly people.

The life income agreement has more to offer younger donors
on a single or plural life basis, since it has greater growth potential
in an expanding economy. It also is attractive to donors seeking a
larger charitable contribution deduction and those seeking to avoid
capital gains tax on securities where they have been "locked in" ,by
substantial appreciation in market value.

FORM

What does a Life Income Agreement look like ? In the proceed-
ings of the 1962 Conference, Wise Public Giving Series No. 50,
Colonel Abrams mentioned several points that should be included.
The maroon-covered guide also has a sample form. (Incidentally, I
do not get any commissions on the sale of any of the materials I
have borrowed or plagiarized from so liberally today.) It is important
to bear in mind that the agreement is a legal contract and should
contain the effective date and names of parties. There must be an
irrevocable gift; no donor control, expressed or implied. The value
of the agreement must be clearly stated. The agreement should specify
the manner of investment and authority to invest and reinvest. The
dates of payment should be stated and the way in which income is
to be determined. Finally, disposition of the principal upon termination
of the obligation should be included.

MANNER OF INVESTMENT

Should principal of funds be invested separately or pooled with
other life income agreements or other institutional investments ? Gen-
erally, separate investment should be avoided, since it would require
an entirely segregated account for recording all principal and income
transactions, with high administrative costs. Besides, most religious
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and charitable organizations are against all forms of segregation
these days.

There are two general types of pooled agreements: Common
Trust Fund and Endowment Fund. The Common Trust Fund entails
assignment of units to each participating fund, based on market value
at date of entry into the fund. The yield is determined by the pro-
portionate share of income earned by the pooled investment portfolio,
as is done with a mutual fund. No capital gains are distributed—
only income.

Under the Endowment Fund Method, Life Income Agreements
are combined with other types of funds in a pooled investment port-
folio. Funds are carried at book value, which is the basis for in-
come payments.

PROMOTION

There are just two points I want to make in discussing the matter

of promotion. The first is that the basic appeal should be on the

grounds that your donor is interested in and wants to do something

for your institution because he believes in it and in what it stands

for. The New York Times obituary of Sydney Prerau, the outstanding

authority on the tax aspects of philanthropic giving, who died last

month included the following quotation from one of his lectures.

"Our income tax law formalized and confirmed the public policy

of giving. Always remember that except in most unusual cases a

donor sacrifices economic worth—that is, he gives up something

of value to himself, when he makes a gift.

"His prime motivation is to be of assistance; tax advantages are

subordinate. One should never emphasize taxes except to prove

the Government's approval of an encouragement to the concept

of voluntary support."

The other point is that care must be taken to avoid using termi-

nology that might be construed to indicate that an agency relation

exists between the donor and your organization. The gift must be

absolute and irrevocable. The Form must be drawn correctly and care-

fully. The donor must not exercise any control over the gift after the

agreement has been signed.
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ADVANTAGES

Why should your organization write Life Income Agreements ?

What are some of the advantages to doncirs and beneficiaries and,

indirectly, to your organization ?

1. The original gift can frequently be much larger than an

outright donation because of the retention of right to receive income.

Incidentally, most of these advantages, in greater or lesser degree, also

apply to Gift Annuity contributions.

2. Substantial charitable contributions.

3. Eliinination of capital gains tax for Regular Agreements.

4. Removal of amount donated entirely from estate in case of
single life agreement, and substantially reduced in case of contract

providing for a second beneficiary.

5. Greater security of income than from personal investment

portfolio.

6. Release from "locked-in" situation where cost basis of securi-

ties is low in relation to current market value.

7. Provision may be made for income for life for survivor,
whose ability to manage investments wisely you may doubt.

CAVEATS

Finally, before you all rush out to initiate or improve life

income plans, a few words of caution. Set a reasonable minimum

age for beneficiaries because of the long period of administration

required before the funds will be available for institutional purposes.

Try to avoid the proud grandparents who will want to give you $500

or $1,000 for a contract covering a recently born grandchild. An

organization going into deferred giving plans for the first time as

a major avenue for fund raising must realize that some money that

would have come as outright gifts may be diverted into these plans

and current unrestricted giving adversely affected. And there will be

paper work involved in managing these gifts that you would not have

if you received them free and unencumbered. On balance, however,

I believe you will find that Life Income Agreements are a worthwhile

addition to your fund raising arsenal.

Thank you very much for your kind attention.
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TAX INFORMATION

MR. CONRAD TEITELL
Partner, Prerau & Teitell

(The following material is excerpted from TAX MANUAL, Philan-

thropy Tax Institute, copyright 1966, 1967, Sydney Prerau & Conrad

Teitell, New York City.)

HOW TO FURNISH INFORMATION FOR YOUR

DONORS' TAX RETURNS

Letter to donors simplifying reporting requirements.

Dear Donor:
(Introductory paragraph thanking donor for his gift, etc.)

You will want to deduct your charitable contributions when you

file your income tax return. This letter is intended to clarify the Treas-

ury's reporting requirements so that you may properly claim your

deductions.
Contributions of money. Report the name of each organization

to which you contributed and the amount and date of the actual pay-

ment of each contribution. But if you made numerous cash contri-

butions to an organization, you may state the total cash payments

made to the organization instead of listing each cash contribution and

the date of payment.

Contributions of property of $200 or less. Report the name of

the organization receiving the property, the kind of property con-

tributed (i.e., used clothing, painting, securities) and the method used

in determining its fair market value.

Contributions of property in excess of $200. When a property

contribution is over $200, attach to income tax Form 1040 a statement

with this information:

1. The name and address of the organization to which the con-

tribution was made.

2. The date of the actual contribution.

3. A description of the property in sufficient detail to identify

it. For tangible personal property (paintings, sculpture, office equip-

ment, furniture, etc.) describe the physical condition of the property
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at the time of contribution. For securities, specify the name of the
issuer, the type of security, and whether it is regularly traded on a
stock exchange or over-the-counter.

4. The manner in which (i.e. purchase, gift, inheritance, ex-
change, etc.) and the approximate date you acquired the property. If
you created, produced, or manufactured the property state the approxi-
mate date it was substantially completed.

5. The fair market value of the property at the time the con-
tribution was made, showing the method used in determining the
fair market value. If the valuation was determined by appraisal, a
copy of the signed report of the appraiser should also be submitted.

6. For property (other than securities) held by you for less
than five years before your contribution, you are required to report
the cost-basis. The cost-basis of property (other than securities) held
for more than five years before the contribution should be reported
if available.

7. For contributions of depreciable personal and real property,
state the reduction of your contribution for "recaptured depreciation."

8. The terms of any agreement or understanding relating to
the use, sale or other disposition of the property contributed. But
you need not specify the terms of any agreement which merely ear-
marks contributed property for a particular charitable use—i.e., the
use of donated furniture in a reading room of a library.

9. The total claimed as a deduction for the property contributed.
If less than the entire interest (i.e., a 1/2 interest) during the year,
the deduction claimed in any earlier year or years for contributions
of other interests in the property; also,

—the name and address of each organization to which any such
contribution was made;

—the place where the property (if tangible) is located or kept;
—the name of the person having actual possession of the prop-

erty (if other than the charitable organization to which the property
giving rise to the deduction was contributed).

(Final paragraph thanking donor again—telling of importance
of his gift).

Sincerely,
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YOUR TAX-EXEMPT ORGANIZATION

Gift Annuity—transfer of property
(other than securities traded on an Exchange or over the counter)

Information for Deducting Your Charitable Contribution on

Your 19 Federal Income Tax Return
Name of Annuitant:
Fair market value of property delivered: $
Date property delivered:
Your charitable contribution deduction: $

Note: You may deduct your contributions up to 30% of Ad-
justed Gross Income. Should your contributions exceed

30% of Adjusted Gross Income you may deduct the

excess over the five following years until exhausted—up

to 30% of Adjusted Gross Income each year.

Deduct your contribution on Form 1040, Page 2, Part IV, "Contribu-

tions", as follows:
"Your tax-exempt organization — $
See attached statement"

Attach a statement to your tax return, similar to the one below.

Your name and address as it appears on your tax return

Statement attached to Form 1040, Page 2, Part IV, Contributions
(Furnish information for blanks)

On , I delivered
(date) (deascnrcipedeps.croriteertyphiynsicseccoienndtitidoentaiolf tporoipede:ittyify it

to YOUR TAX-EXEMPT ORGANIZATION for a gift annuity. On

the date I delivered the said property, it had a fair market value of
. The valuation was determined by signed appraisal, a copy

of which is attached.
Fair market value of property on date delivered: $

Less: Actuarial value of annuity
My name and date of birth:
If two life annuity, name and birth date

of second beneficiary:

Charitable contribution deduction
Cost-basis of property: $
State the date and how you obtained the property (i.e., purchase,

gift, inheritance, exchange) :
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YOUR TAX-EXEMPT ORGANIZATION

Gift Annuity
Information for Reporting Annuity Income on Federal

Income Tax Return
Name of annuitant:
Amount of funds (or fair market value of property) transferred: $
Date funds or property transferred:
Amount of yearly annuity:

Information for Schedule B (Form 1040), Part I A of your
U.S. Income Tax Return for years indicated.

19— and
Later Y ears

1. Investment in contract  
2. Expected return  
3. Percentage of income to be excluded  

(Line 1 divided by line 2)
4. Amount received this year  
5. Amount excludable (Line 4 multiplied

by line 3)  
6. Taxable portion (excess of line 4 over

line 5)  

YOUR TAX-EXEMPT ORGANIZATION
Gift Annuity—transfer of securities or other property

Information for reporting on Schedule D (Form 1040)

The law requires donors who contribute securities or other prop-
erty for a gift annuity to report the transfer on Schedule D (Form
1040) Gains and Losses from Sales or Exchanges of Property. There
is no gain (although you must still report) when the property's cost-
basis equals or exceeds the actuarial value of the annuity. Should the
cost-basis be less than the actuarial value, there is a gain only on the ex-
cess over the cost-basis up to the actuarial value. The gain is completely
avoided on the difference between the actuarial value and the fair
market value of the property transferred. Even if there is a gain on
Schedule D, it is more than likely offset by your contribution deduc-
tion. Every one dollar of allowable contribution deduction offsets two
dollars of capital gain.
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YOUR TAX-EXEMPT ORGANIZATION

Life Income Contract—transfer of money
Information for Deducting Your Charitable Contribution on

Your 19 Federal Income Tax Return

Name:

Amount of funds transferred: $

Date funds transferred:

Your charitable contribution deduction: $
Note: You may deduct your contributions up to 30(Yo of Ad-

justed Gross Income. Should your contributions exceed
30% of Adjusted Gross Income you may deduct the
excess over the five following years until exhausted—
up to 30% of Adjusted Gross Income each year.

Deduct your contribution on Form 1040, Page 2, Part IV, "Contribu-
tions'', as follows:

"Your Tax-Exempt Organization — $
See attached statement"

Attach a statement similar to the one below:

Your name and address as it appears on your tax return
Statement attached to Form 1040, Page 2, Part IV, Contributions

On , I contributed $
(date)

ORGANIZATION

to YOUR TAX-EXEMPT

City and State, for a Life Income Contract.

My name and date of birth:

If two life contract, second beneficiary's name and date of birth:

The charitable contribution to YOUR TAX-EXEMPT ORGAN-
IZATION (value of remainder) is $

42





YOUR TAX-EXEMPT ORGANIZATION

Life Income Contract—transfer of property
(other than securities traded on an exchange or over the counter)

Information for Deducting Your Charitable Contribution on
Your 19 Federal Income Tax Return

Name:

Fair market value of property delivered: $

Date property delivered:
Note: You may deduct your contributions up to 30% of Ad-

justed Gross Income. Should your contributions exceed
30% of Adjusted Gross Income you may deduct the
excess over the five following years until exhausted—
up to 30% of Adjusted Gross Income each year.

Deduct your contribution on Form 1040, Page 2, Part IV, "Contribu-
tions", as follows:

"Your Tax-Exempt Organization — $
See attached statement"

Attach a statement to your tax return, similar to the one below.

Your name and address as it appears on your tax return
Statement attached to Form 1040, Page 2, Part IV, Contributions

(Furnish information for blanks)

On , I delivered
(date) (describe property in sufficient detail to

tO YOUR TAX-EXEMPT ORGANIZATION
identify it and describe the physical condition)

City and State, , in exchange for a Life Income
Contract.

On the date I delivered the property to YOUR TAX-EXEMPT
ORGANIZATION it had a fair market value of $ . The valu-
ation was determined by signed appraisal, a copy of which is attached.

Fair market value of property on date of transfer: $
My name and date of birth:
If two life contract, second beneficiary's name and date of birth:

44





YOUR TAX-EXEMPT ORGANIZATION

Life Income (Charitable Remainder) .Trust—transfer of money

Information for Deducting Your Charitable Contribution on

Your 19 Federal Income Tax Return

Name:
Amount of funds transferred: $

Date Funds transferred:
Your charitable contribution deduction: $

Note: You may deduct your contributions up to 30% of Ad-

justed Gross Income. Should your contributions exceed

30% of Adjusted Gross Income you may deduct the

excess over the five following years until exhausted—

up to 30% of Adjusted Gross Income each year.

Deduct your contribution on Form 1040, Page 2, Part IV, "Contri-

butions", as follows:
"Your Tax-Exempt Organization — $
See attached statement"

Attach a statement similar to the one below:

Your name and address as it appears on your tax return

Statement attached to Form 1040, Page 2, Part IV, Contributions

On , I, as grantor, by written instrument created a trust
(date)

naming YOUR TAX-EXEMPT ORGANIZATION, City and State,

, as trustee. The trust provides

that the trustee is to pay the trust income to me for life (and to

). Upon (my death) (the death
(fill in if second beneficiary)

of the survivor) the trust principal is to be delivered outright to

YOUR TAX-EXEMPT ORGANIZATION. On the date I created

the trust I transferred $ to the trustee.

My name and date of birth:

If trust for two lives, second beneficiary's name and date of birth:

The charitable contribution to YOUR TAX-EXEMPT ORGANI-

ZATION (value of remainder) is $

46



YOUR TAX-EXEMPT ORGANIZATION

Life Income (Charitable Remainder) Trust—transfer of securities

Information for Deducting Your Charitable Contribution on

Your 19 Federal Income Tax Return

Name:
Fair Market value of securities delivered: $

Date securities delivered:
Your charitable contribution deduction:

Note: You may deduct your contributions up to 30% of Ad-

justed Gross Income. Should your contributions exceed

30% of Adjusted Gross Income you may deduct the

excess over the five following years until exhausted—

up to 30% of Adjusted Gross Income each year.

Deduct your contribution on Form 1040, Page 2, Part IV, "Contri-

butions", as follows:

"Your Tax-Exempt Organization — $

See attached statement"

Attach a statement to your tax return, similar to the one below.

Your name and address as it appears on your tax return

Statement attached to Form 1040, Page 2, Part IV, Contributions

On , I, as grantor, by written instrument created a trust
(date)

naming the YOUR TAX-EXEMPT ORGANIZATION, City and

State, , as trustee. On the date I created

the trust I delivered shares of
(number) (type, i.e., common, preferred, etc.)

stock of to the trustee. The stock is
(name of corporation)

regularly traded on or . The
(name of stock exchange) (over the counter)

trust provides that the trustee is to pay the trust income to me for

life (and to ). Upon (my death)
(fill in if second beneficiary)

(the death of the survivor) (fill in if second beneficiary) the principal

is to be delivered outright to YOUR TAX-EXEMPT ORGANIZA-

TION.
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STATE REGULATION OF GIFT ANNUITIES

MR. JAMES A. COUSINS, C.P.A.
The Society for the Propagation of the Faith,

Pace College

In 1962 in preparation for my talk at the Eleventh Conference,

I sent a letter to the Insurance Commissioners of all states. Early this

surruner I sent a similar letter to all Insurance Commissioners and I

find that the overall picture has changed considerably. In 1962 there

were three states that had specific laws concerning the issuance of gift

annuities—fifteen states were contemplating amending or issuing new

laws. On the basis of the letters that I received, I find that there are

over fifteen states at the present time that have some sort of regulation

or law concerning the issuance of gift annuities and the possible super-

vision by the Superintendent of Insurance. As in the past, some of

the Commissioners informed me that they were not familiar with

gift annuities.
Quotations from Insurance Commissioners, State Insurance Laws

and Opinions of State Attorney Generals are printed beginning on

page 61. I will refer to some of these quotations in the talk but

most of it I will leave to your own reading. I would prefer to spend

the little time that I have on the real importance of "State Regulation

of Gift Annuities." The question is, is "State Regulation of Gift

Annuities" good or is it bad ?
From my own experience, under the New York State Law

since 1940, and also the State of California Law, for the most part

the Regulations have a good effect. They standardize rates, issuing

procedures and administration. There is a certain element of nuisance

in the preparation of the Annual Report and also being subject to

periodical physical examinations as we have in New York State.

On the other side, State Regulation cannot only be bad but extremely

harmful if the law is drawn by people who do not know what gift

annuities are. For instance, in the State of North Dakota, the Insurance

Department informed me that although they are discussing the regu-

lation of gift annuities, nothing, however, has gone past the discussion

stage. And yet in the same State, the Deputy Insurance Commissioner

informed the American Bible Society that the North Dakota Securities
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tracts in question are definitely not insurance (there being no element of risk

involved, no indemnity features), and since there is no statutory direction or

authorization in our law that directs or requires you to regulate the proposed

business, and since your powers are limited bi the statutes of this State and

must be strictly construed, I am forced to conclude that you cannot issue the

regulation proposed by Mr. Sullivan on behalf of the Country House, and you
cannot presume to regulate the annuity business they propose to enter into."

FLORIDA

Quotation taken from a letter by Attorney General to Insurance Commissioner,

November 19, 1965.

"In view of the above authorities, it is my opinion that religious, educational or

charitable organizations issuing contracts under which a specified annual pay-

ment for a period of time measured by the life of one of the parties to the
contract is paid either to the donor of a present gift of cash or negotiable
securities, or to a designated beneficiary, engage in the insurance business and
are subject to the applicable provisions of the Florida Insurance Laws."

HAWAII

"In answer to your letter of May 24, 1967, our Hawaii Insurance Law does not

permit the issuance of "Gift Annuities" other than by licensed insurance
companies. Hawaii has not enacted special legislation in this area."

ILLINOIS

"We have read your letter dated May 24, 1967 by which you inquire whether

a gift annuity is insurance and under control of this Department.

We do not know the term gift annuity and do not find that term in any legal

or English dictionary available in any of the Libraries in our City of Spring-

field, Illinois.

Our dictionaries define a gift as something for nothing—a transfer of property

from a donor to a donee without anything being transferred or expected or

promised as return.

Our dictionaries define annuity as an investment to purchase as return, annual

or more frequent payments to the donor. (Compare Random House Diction-

ary 1966)

If you know of any document which puts together these two opposite legal

ideas, please send us a copy for our examination."

MARYLAND

Taken from Chapter 615 of the Acts of 1965.

"(a) Commissioner may issue special permits authorizing such agreements. The

Commissioner, upon application and in his discretion, may issue a special

permit to make annuity agreements with donors to any educational or religious

organization not conducted for profit and engaged solely in bona fide educational
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NEW JERSEY
"The section of our Insurance Laws prohibiting the transaction of the business
of insurance of any kind unless authorized, NJSA 17:17-12, contains the follow-
ing provision:
'This section shall not prohibit the granting of annuities by corporations or
associations organized without capital stock or not for profit whose funds are
derived principally from gifts or bequests and which are used for eleemosynary
or charitable purposes, . . . • VP

OREGON
"The following suggestions come to mind as fruitful areas for the Committee
on Gift Annuities:
(a) Acquaint members with the provisions of the various state laws, so they

will not operate illegally even though inadvertently in any state, such as
appears to have been the case in Oregon.

(b) Make legislative activity a regular function. The purpose could be to
obtain some degree of uniformity in state laws on gift annuities, and to
obtain more liberal eligibility requirements in states having restrictions such
as Oregon's. Also, this would be a means of the states' keeping their laws
on this subject up to date in such matters as reserve standards and maxi-
mum rates.

(c) Make the services of the Committee known and available to the insurance
departments and perhaps the income tax departments of the states. We
have been hungry for information, and have made repeated requests re-
garding the Committee to the representatives of member institutions who
have called on us, without results. In our opinion, if religious, educational
and charitable organizations are going to be privileged to issue annuities
under some type of exemption from the general insurance laws, they must
have a strong 'trade organization' to help police the field, to secure
and maintain the appropriate legislation, and to work closely with the
insurance departments of the states to obtain the proper regulation of gift
annuities.

(d) As one possible and important phase of the foregoing, assist in the de-
velopment of uniform, adequate financial reports to the states and in the
education of the issuing institutions in the correct procedures for com-
pleting such reports.

(e) Freely make available to state insurance departments the manual to which
reference is made in Mr. Baas' letter of May 2 as being 'available to
sponsoring organizations of the Conference only.' We appreciate the finan-
cial interest the Committee has in preserving the exclusive advantages for
members. But the individual states need the benefit, in some form or other,
of detailed information about the activity being exempted from the regular
insurance laws, if they are to feel such continued exemption is proper and
consistent with the best interests of the general public.

(4) None has been authorized to issue variable annuities, as we normally
understand the term."
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only by review of the annual statements. We regret that we do not have per-
sonnel to compile this information.

The institutions to which we have referred are commercial insurance com-
panies. An organization known as College Retirement Equities Fund has been
active in issuing variable annuities in this state. The last session of the Legis-
lature has now authorized all insurance companies, upon meeting requirements
prescribed by administrative regulations, to sell variable annuities."

VERMONT

"We have no regulations or experience with gift annuities here at the State
of Vermont, at least to my knowledge.

At least on one occasion, since I have been Commissioner, we have discouraged
what I might term a "Bible College" from issuing something described as a
"Gift Annuity". We are not enamored of non-insured annuities and would
expect to argue, if anyone tried issuing them, that such an organization was
doing the business of insurance without a license."

NORTH CAROLINA

"At the end of 1966 we had no active societies operating under a permit issued
by this Department in connection with Gift Annuities.
The Insurance Laws of North Carolina do not permit the writing of variable
annuities in this State."

WISCONSIN

"Chapter 199, Wisconsin Statutes, relating to donor annuities, permits
corporations engaged in bona fide charitable, religious, missionary, educations
or philanthropic activities to receive gifts of money conditioned upon an agree-
ment to pay an annuity to the donor. Reserves must be established at least
equal to those required for annuities issued by life insurance companies in
Wisconsin. However, section 199.04 exempts such donor annuity associations
from all other statutes applicable to insurance companies, so that the commis-
sioner of insurance has no authority for the operation of these associations
nor does he have authority to examine them or require that they make financial
filings with him. Therefore, we have no information in this office on which
to base answers to any of the questions presented in your letter of May 24."
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produce the most cash income. Others are mainly interested in growth
and invest in securities which give less income, but which hopefully
will sell at a much higher price in a few years. Others are interested
in neither income nor growth but safety, and take the maximum pre-
cautions for safety ignoring other factors.

If you are investing an endowment, or if you have a very large
amount of money to invest, you usually consider all three factors and
arrive at a proper balance. When investing gift annuity money, the
primary object is to fulfill your contract with the donor and to have
the maximum amount left over when the donor dies for the religious
or charitable purpose for which the gift is given. Your primary objec-
tives are not growth, but safety and the maximum return con-
sistent therewith.

As a matter of fact, the laws governing gift annuities in New
York, and some other states, prescribe such a policy for you. The law
of New York, for example, provides that investment must be in
specified types of securities such as obligations of the United States,
or guaranteed by it; obligations of state governments not in default;
corporate bonds which meet certain tests; and mortgages and pre-

.ferred stock as described in the statute. Common stock may be held
in an aggregate amount not to exceed 5% of the assets, or one-half
the unassigned surplus, whichever is less. It also must meet certain
standards. There are no legal restrictions regarding surplus funds in
excess of the minimum required by law. Therefore, if you are oper-
ating in New York State you must follow this rule. If you are not
operating in New York, you may be bound by the rule of some other
state, or you may be in a state which has no rule at all. In the latter
situation, it is wise to follow a sufficiently conservative policy to
come within the New York law in case you desire to qualify at
some future time to sell gift annuities in New York or other regulated
states. Remember that you may be called upon to qualify at a time
when it might prove inconvenient or embarrassing to do so because
of the state of the market.

Some investment men feel that the severe limitation as to common
stock is unfortunate. We have seen that the low coupon bonds of
excellent corporations can, during a period of high interest rates, sink
very low. While they will return to par at maturity, many investors
would like to have some common stocks with good growth to offset
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them in the meantime. Fortunately, in most instances the need for

liquidity in the typical gift annuity reserve portfolio is not so great

as to cause a problem.
Entirely apart from the law, a charitable or religious organization

should hold itself to the highest standard po.ssible of integrity and dis-

cretion. Your clientele, the donors of the gift annuities, are often

people for whom you have a special responsibility. These are not

sophisticated investors where the rule of "caveat emptor" applies.

These are often elderly people, and people with very little investment

experience. They may not be able to take chances or undergo risks in

investing their money. They have to shepherd it carefully in their

declining years. If you induce them, as a part of their preparation for

those years, to enter into a gift annuity contract with you, you are

particularly responsible to see that they do not suffer in any way

through your lack of foresight.

We should recognize also that this is a rather special situation

for all of us. It is an unusual type of contract. If one charitable or

religious or educational organization fails to exercise the proper stand-

ard and donors suffer losses in consequence, the whole group is hurt.

This is one reason that we have the Gift Annuity Conference. We

come together to pool our experience and test it by the experience

of others, to be certain that we are operating in the most prudent

possible manner.
In investing gift annuity reserves, you should follow the principle

of the "single eye." Invest with one purpose and only one purpose

in mind, namely your ability to fulfill the contract with the donor and

that you choose your investments for the way in which they fit this

purpose. Most of us have been tempted to violate this principle by

our friends. I do not mean by our personal friends, for I think we

have passed the stage of being tempted to make loans to our in-laws,

but by our friends who have a conunon interest in the work for

which our particular religious or charitable body is chartered. For

example, if your Fund is related to a religious body, some local con-

gregations would like to borrow from you to erect a new building.

Hospitals or colleges will wish to put up additions. There is nothing

wrong with the purposes of these would-be borrowers, but you must

be ready to say a flat and firm "no" to them. You are not able to

judge objectively their ability to repay the loan. There is danger that
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your desire to help them will overcome your good judgment of their
financial stability.

In making any loan, you must look carefully at the ability of the
borrower to repay and at the collection methods available to you.
If you are making a loan secured by a mortgage, consider what you
would do if forced to foreclose. Many of you remember the plight
of financial institutions which had to foreclose mortgages on religious
and charitable organizations during the Depression. I was once charged
with enforcing a mortgage securing a loan which my denomination
had made to one of its colleges. The purpose had been laudable—to
build a college chapel. We had been given as security a mortgage on
the entire campus of the college. In the middle of the Depression, the
college had to close its doors, owing debts to everyone for miles around.
We foreclosed our mortgage on the campus. Half the buildings were
falling apart and of no value to anyone. It was some time before
we could find anyone to bid on the property. When we sold it, we
took a substantial loss. A loan to a congregation of your own religious
denomination may put you in a similar situation. Not only may the
property be doubtful security for your loan, but you might be subjected
to all sorts of political pressures to compromise the debt and to avoid
foreclosure. If you act hardboiled, there may be a terrible uproar in
the next Synod or Annual Conference.

Even when the prospective denominational borrower is solvent
and you are reasonably certain to receive your principal and interest,
you may be asked to make the loan at a lower interest rate than you
could get through regular channels. Even a fraction of a percent
of interest means a great deal to you in the long run. The higher
return you can get on the money during the period of the investment,
the more profit you will make on your gift annuity and the more
money you will have for the ongoing purpose of your organization.

Having determined the objectives in your gift annuity investment
program, the next question is who is to do the investing ? There are
many answers. What is best for one organization may not be best
for another. If, for example, you are a comparatively small organiza-
tion with little capital and you do not have many gift annuity con-
tracts, you are probably better off to reinsure the annuities with com-
mercial insurance companies. You then avoid the problems of setting
up the necessary machinery for efficient operation and the adminis-
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trative problems connected with the gift annuity. The company does

the work of making actuarial assumptions and investing and paying

out the money. You have the balance over and above the actual cost

of the annuity for immediate expenditure.

If you have a somewhat larger number of annuities, you may

wish to work out an arrangement for a trust company to handle the

investing. Many trust companies perform a valuable service in this

way. Possibly the trust company is already handling the investing of

your endowment and can take on this extra responsibility with little

or no effort.

Some trust companies maintain commingled funds of various

types, some of which are restricted to the type of investment approved

by the state regulatory bodies. By investing in these funds, a small

fund can get the advantage of diversification and the economies of

management which pertain to a large fund.

If you have substantial invested funds and many gift annuity

agreements, you may decide to do the investing yourselves, employing

competent people to manage your portfolio, and securing a strong

group of laymen in the banking field as your advisors. Many bodies

represented here do their own investing, especially those with a con-

stituency in the metropolitan areas who can draw upon competent

talent to serve on committees.

For small organizations, especially those located away from the

banking centers of the country, handling their own investments in-

volves a greater problem. Banking facilities may be limited. It may

be difficult to gather a good investment committee. There is always

the risk that because fewer men are available from whom to pick,

one or two men may dominate the group. Your investment policy

will rise and fall on the basis of their prejudices or judgment.' If one

of them becomes ill or moves to another part of the country, you

may be in trouble.

The financial position of your organization may dictate increased

conservatism in handling gift annuities. The budgets of some organi-

zations are balanced very precariously. Some are even in debt. Every

organization faces times when it has to take risks. If, perchance, you

have talcen all of the risks you can afford to take, you need to be

especially cautious to invest gift annuity reserves so that they cannot
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TERMINOLOGY

DR. ASHTON A. ALMAND

Treasurer, World Division of the Board of
Missions of The Methodist Church

Our English language provides us with words which are the
vehicles we use to convey ideas, facts and fiction from the mind
of one to the mind of another. These words, like all vehicles, can be
used or misused and may operate for good or evil. One of the well-
known characteristics of our language is that the same words can
mean so many different things. I heard a story a while back which
I think illustrates this. A young man had a job on which he was
paid weekly. He also had a girl friend in the village who he loved
very much and who loved more than anything else beautiful, fresh
flowers. On a Wednesday evening as he was going to see his girl
friend he stopped by the florist to get a dozen red roses. He wanted
them to be very fresh and wanted to impress the girl with their fresh-
ness so he asked the florist to sprinkle a little water on the flowers.
The florist gave him the bouquet but he lacked $2 for enough to
pay and promised to pay the florist on Saturday. When he reached
the home of his girl friend she met him at the door and saw the
flowers and said how beautiful they were and how fresh. As she
pressed her face on one and felt the dampness she said, "I see there
is still a little dew on them" to which he replied, "Yes but I am
going to pay it on Saturday night." In a similar way, for instance,
the words conversion and redemption would be equally at home in a
discussion by theologians or security brokers, but the meaning conveyed
would be totally different. The word bowl may suggest to the busy
housewife a crockery dish, while at the same time suggesting a game
for recreation to a large segment of our population. Many of our
words, while conveying a similar meaning to all hearers, are depend-
ent on other words to establish their relative values. For instance, an
advertisement says an item is cheap--theap compared to what ? Ad-
jectives are our handiest tools for describing our products, but often
our enthusiasm may result in our superlatives overshadowing our facts.
For the purpose of this presentation I am using the word "product"
to describe our deferred giving programs.
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Advertising copy and materials have in some instances been so
successful in conveying exaggerated pictures that our Federal Govern-
ment has even considered the necessity for a truth in advertising law.

We who represent the educational, charitable and benevolent
agencies must remember we are aiming our promotional material at a
diversely oriented readership. We, of all people, are under a moral
as well as legal mandate to express our messages in words which as
adequately as possible describe our product while leaving a minimum
of possibility for misinterpretation. Those of us who operate under
the watchful eye of the New York State Insurance Commission are
less likely to go astray than those who do not have the benefit of
this constant surveilance. Seriously, we are indebted to this and other
regulatory agencies for their fair and competent assistance in reviewing
our total program. Confidence is developed in our prospect not only
by our product, but by the manner in which we describe and present
this product.

It is assumed we who are here are all interested in the field of
deferred giving in some way. Terminology has been the source of
more misunderstandings in this field than any one of us can imagine
so let's look at some of these words we so frequently employ. The
best known form of this deferred giving is variously referred to as
"Annuity Bonds;" "Gift Contracts;" "High Income Contracts:" and
even "Insurance Plans" but only when it is described as a "Gift
Annuity Agreement" is it properly titled. The Certificate of Authority

issued by the New York State Insurance Commission authorizing cor-

porations to receive gifts in exchange for its Annuity Agreements,
suggests to us the term which most aptly and accurately describes the
document—"Gift Annuity Agreement." The use of other terms,

though possibly acceptable where no regulatory body has ruled other-

wise, may have grossly misleading connotations which can ultimately

result in serious repercussions for the issuing agency. Other types

of deferred giving documents may be defined as "Life Income Agree-

ments;" "Living Trust Agreements ;" "Special Agreements," etc., de-

pending largely on the nature and terms of the agreement itself.

In securing some data for this discussion I reviewed some adver-

tisements appearing in a number of publications over the past several

years and would lift some of these out for you now. Bear in mind

we are under mandate to present the facts of our program with
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accuracy and with the least possible opportunity for misinterpretation.
One ad reads "High Returns from your Investment;" another promised
"Generous Income;" still another "Get more Income for Life." These
were all terms which had at least some element of truth and accuracy,
but were filled with possibilities for misleading the reader. The offer
of "High Return" would be quite accurate for the prospective annui-
tant of 80 years of age who would get a return of 7.6% but the
one just turned 50 would receive only 4.2%.

Likewise, the term "generous" is a relative term as was the "get
more." The question is "More than what?" and until the "what"
is spelled out, the whole story is not told. The phrase "Guaranteed
Income for Life" describes the long-range security which most people
desire without confusing the quantity feature. This is an accurate
description and perhaps the most important benefit of the Gift Annuity
Program.

Not all our opportunities for accurate expression come to us in the
advertising media. They frequently show up in our correspondence
with donors, prospective annuitants, other institutions, etc. Recently a
letter of inquiry came to me asking what our "interest" rate was on
Annuity contracts. We are aware that Section 45 of the New York
Insurance Law authorizes the issuance of gift annuity "Agreement"
and makes no use of the word contract. This clearly indicates their
preference of terms. So in the first place, I replied, it is not a
"contract" but an "agreement" and the semiannual check we send
is not "interest" but a rate of return predicated on the annuitant's
age, single or multiple life agreement, etc. Another letter suggested
the income from the Gift Annuity Agreement as "tax-free income."
This, of course, could be grossly misinterpreted for only a portion
of the income, computed on the schedule prepared by the Internal
Revenue Service, is not subject to income tax. The deferred giving
program should never be suggested as a method of tax evasion or
postponement. It should be clearly described as a means approved by
the Internal Revenue Service whereby a person may make a gift to
a chosen, recognized beneficiary during his lifetime yet not surrender
a reasonable income thereon for life. At the death of the Annuitant,
or the last beneficiary in case of a multiple beneficiary agreement, the
matured value or residuum of the Annuity Agreement already belongs
to the issuing agency and unless some State Law provides otherwise,
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people in all stations of life endeared him as a colleague and fellow
worker, and made him the beloved father and brother to most of us.

We honor Sydney Prerau as a man of faith. While he had little
sympathy with the formalities of religion, liturgies, litanies, and insti-
tutional variations, he had a profound understanding of the philosophy
and theology of Judaism and Christianity. He believed that the deepest
expression of human culture resides in its religious ideals. He rejoiced
in the close relationship of Judaism and Christianity and gave himself
unreservedly to the cause of peace, especially through the Fellowship
of Reconciliation. Sydney believed that the Creator God called men
to be instruments of his love. He believed that it was more blessed
to give than to receive. He believed and practiced giving without any
expectation of return.

We are grateful to God for his gift of Sydney Prerau to our
generation.

T. K. THOMPSON
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REPRESENTATIVES TO THE THIRTEENTH

CONFERENCE

Organization

Adrian College, Adrian, Michigan
Albion College, Albion, Michigan
Allegheny College, Meadville, Pennsylvania
American Baptcst Assembly, Green Lake,
Wisconsin

American Baptist Board of Education &
Publication, Valley Forge, Pennsylvania

American Baptist Foreign Mission Society,
Valley Forge, Pennsylvania

American Baptist Home Mission Societies,
Valley Forge, Pennsylvania

American Baptist Convention, World Mis-
sion Campaign, Valley Forge, Pennsyl-
vania

American Bible Society, New York, New
York

American Board of Missions to the Jews,
Inc., New York, New York

American Cancer Society, Inc., New York,
New York

American College Public Relations Assoc.,
Washington, D. C.

Arnerican Friends Service Committee, Inc.,
Philadelphia, Pennsylvania

American Leprosy Mission, Inc., New
York, New York

The American Lutheran Church, Minne-
apolis, Minnesota

The American Lutheran Church Founda-
tion, Minneapolis, Minnesota

American Sunday-School Union, Philadel-
phia, Pennsylvania

American Tract Society, Inc., Oradell, New
Jersey

Anderson College, Anderson, Indiana
Andrews University, Berrien Springs,
Michigan

Annuity Fund for Congregational Minis-
ters, New York, New York

Asbury Theological Seminary, Wilmore,
Kentudcy

Ashland Theological Seminary, Ashland,
Ohio

Augsburg College, Minneapolis, Minnesota
Augustana College, Sioux Falls, South
Dakota

Aurora College, Aurora, Illinois
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Mr. Victor K. Jordan
Rev. R. D. Merrill
Dr. Carrol O. Morong

Rev. John D. Erickson
Mr. Frank Kemer
Dr. T. K. Thompson
Rev. Harold B. Pretlove

Mr. Robert A. Saunders

Mr. John W. Leslie

Mr. Paul Turner

Mr. Hans Breitung

Mr. L. R. Lerud
Mr. Harold C. Myhre, C.L.U.
Mr. Alf W. Jorgenson
Mr. Herbert A. Schwarze
Mr. Tillman S. Stevens
Mr. Paul E. Almquist

Mr. Stephen E. Slocum, Jr.

Mr. Gilbert Fritzler
Mr. V. E. Garber
Mr. P. T. Jackson
Dr. Wm. Kincaid Newman

Mr. D. Wray Richardson

Dr. J. R. Shultz

Mr. Sigvald V. Hjelmeland
Mr. Carl M. Greylos

Mr. Gale C. Corson
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Church of the Brethren—General Brother-
hood Board, Elgin, Illinois

Church of God—Board of Church Exten-
sion & Home Missions, Anderson, In-
diana

Church of God—Executive Council, Ander-
son, Indiana

Church of the Nazarene, Kansas City,
Missouri

The Cincinnati Bible Seminary, Cincinnati,
Ohio

The College of Idaho, Caldwell, Idaho
Concordia, College, Moorhead, Minnesota
Concordia Seminary, St. Louis, Missouri

Dordt College, Sioux Center, Iowa

Drake University, Des Moines, Iowa
Drew University, Madison, New Jersey

Earlham College, Richmond, Indiana

Eastern Mennonite College, Harrisonburg,
Virginia

Eastern Nazarene College, Wollaston,
Massachusetts

Elizabethtown College, Elizabethtown,
Pennsylvania

Elmhurst College, Elmhurst, Illinois
Emory University, Atlanta, Georgia
The Evangelical Alliance Mission, Wheaton,

Illinois
Evangelical Free Church of America, Min-

neapolis, Minnesota
Evangelical Theological Seminary, Naper-

ville, Illinois
Evangelical United Brethren C.hurch, Day-

ton, Ohio
Evangelical United Brethren Church—

Board of Pensions, Dayton, Ohio

Faith For Today, Carle Place, New York
Faith Theological Seminary, Elkins Park,

Pennsylvania
Far East Broadcasting Co., Inc., Whittier,

California
Far Eastern Gospel Crusade, Detroit,

Michigan

Findlay College, Findlay, Ohio
The First Church of Christ, Scientist in

Boston, Massachusetts
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Mr. Kenneth I. Clawson

Dr. Wesley O. Clark

Mr. G. L. Fleming
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Mr. Richard C. Curry

Mr. Richard E. Bronson

Mr. Ed Bieber
Mr. Russell Buri
Mr. Richard Oestreicher
Mr. Robert E. Crosby
Mr. Josiah M. Fowler
Mr. Homer B. Shelton
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First 'Presbyterian Church, Pittsburgh,
Pennsylvania

Franklin and Marshall College, Lancaster,
Pennsylvania

Frantzreb and Pray Assoc., Inc., New York,
New York

Free Methodist Church of North America,
Winona Lake, Indiana

Friends Boarding School, Barnesville, Ohio
Friendship Haven, Fort Dodge, Iowa

Georgetown College, Georgetown, Ken-
tucky

The "Go Ye" Mission, Inc., Tahlequah,
Oklahoma

Golden Valley Lutheran College, Minne-
apolis, Minnesota

Gonser, Gerber, Tinker, Stuhr; Chicago
Illinois

Good News Broadcasting Association, Lin-
coln, Nebraska

Grace College, Winona Lake, Indiana
Grand Rapids Christian High School,
Grand Rapids, Michigan

Gustavus Adolphus College, St. Peter,
Minnesota

Hanover College, Hanover, Indiana
Hastings College
Haverford College, Philadelphia, Pennsyl-

vania
Heidelberg College, Tiffin, Ohio

Halstead,Hertzler Research Foundation,
Kansas

Hiram College, Hiram, Ohio
Howell Advertising Associates, Elmira,
New York

Huggins & Company, Inc., Philadelphia,
Pennsylvania

Humane Society of the U.S., N. J. Branch,
Montclair, New Jersey

Huntington College, Huntington, Indiana

Illinois Wesleyan University, Bloomington,
Illinois

Inter-Varsity Christian Fellowship, Chi-
cago, Illinois

International Group Plans, Washington,
D.C.

International Students, Inc., Washington,
D.C.

The Iversen Associates, New York, New
York
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Mr. Paul E. Sago
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Mr. Don R. Maxfield
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Jesuit Deferred Funds (N.Y.), New York,
New York

John Brown University, Siloam Springs,
Arkansas

John Carroll University, Cleveland, Ohio
Juniata College, Huntingdon, Petinsylvania

Kansas 4-H Foundation, Manhattan, Kansas
Kansas State University Endowment Assn.,

Manhattan, Kansas
Kansas Wesleyan University, Salina, Kansas
Keuka College, Keuka Park, New York
The King's College, Briarcliff Manor, New
York

Kings Garden, Inc., Seattle, Washington

Lake Erie College, Painesville, Ohio
Lake Forest College, Lake Forest, Illinois
LeTourneau College, Longview, Texas
Loma Linda University, Loma Linda, Cali-

fornia

Loyola University of Los Angeles, Los
Angeles, California

Lutheran Church in America, New York,
New York

Lutheran Church in America Foundation,
New York, New York

Lutheran Laymen's League, Saint Louis,
Missouri

Lutheran Social Services of South Dakota,
Sioux Falls, South Dakota

Macalester College, St. Paul, Minnesota
Malone College, Canton, Ohio
Marion College, Marion, Indiana

Marquette University, Milwaukee, Wiscon-
sin

Marymount College, Salina, Kansas

Massachusetts S.P.C.A., Boston, Massa-
chusetts

Mennonite Board of Education, Akron,
Pennsylvania

Mennonite Board of Missions & Charities,
Elkhart, Indiana

The Mennonite Foundation, Inc., Goshen,
Indiana

Mennonite Church — General Conference,
Newton, Kansas

The Methodist Church—Board of Educa-
tion, Nashville, Tennessee

The Methodist Church—General Board of
Lay Activities, Evanston, Illinois
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Mr. Arthur G. Midboe
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Mr. James C. Steeg
Mr. C. Sekerak
Mr. Russell S. Baldwin
Mr. James T. Garrett
Mr. Paul McCann
Mr. E. A. Vossman
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Mr. P. E. Prickett
Mr. David S. Claflin

Mr. Melvin H. Lauver

Mr. David C. Leatherman

Mr. John H. Rudy

Mr. Wm. L. Friesen

Mr. Edwin E. Smith, Jr.

Mr. Dwight E. Newberg
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Thc Navigators, Colorado Springs, Colo-
rado

New Frontiers of Faith, Tulsa, Oklahoma

New Tribes Mission, Woodworth,•Wiscon-
sin

New York Bible Society, New York, New
York

North American Baptist General Confer-
ence, Forest Park, Illinois

North Central College, Naperville, Illinois
North Park College and Theological Semi-

nary, Chicago, Illinois
Northwest Nazarene College, Nampa, Idaho
Northwestern College, Minneapolis, Minne-

sota
Northwestern Hospital, Minneapolis, Min-

nesota
Northwestern University, Evanston, Illinois

Oak Hills Fellowship, Bemidji, Minnesota
Oberlin College, Oberlin, Ohio

Ohio Northern University, Ada, Ohio
Ohio Wesleyan University, Delaware, Ohio
Oklahoma Christian College, Oklahoma

City, Oklahoma
The Oklahoma Methodist Foundation, Inc.,
Oklahoma City, Oklahoma

Olivet Nazarene College, Kankakee, Illinois
The Oriental Missionary Society, Green-

wood, Indiana
Ottawa University, Ottawa, Kansas
Otterbein College, Westerville, Ohio
The Otterbein Home (Aged) Lebanon,
Ohio

Pacific Homes Corporation, Los Angeles,
California

Pasadena College, Pasadena, California
The Pentecostal Assemblies of Canada,

Toronto, Ontario
Pepperdine 'College, Los Angeles, Cali-

fornia
Phillips University, Enid, Oklahoma
Piedmont College, Demorest, Georgia
Pilgrim Holiness Church—World Missions

Department, Indianapolis, Indiana
Pine Rest Christian Hospital, Grand

Rapids, Michigan
The Pocket Testament League, Inc., Engle-
wood, New Jersey

Pomona College, Claremont, California
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Seventh-day Adventists—Pacific Union As-
sociation, Glendale, California

Seventh-day Adventists—Southern Union
Conference, Ass'n., Decatur, Georgia

Seventh-day Adventists — Southwestern
Union Conference Corp., 'Richardson, Tex.

Seventh-day Adventist Church in Canada,
Oshawa, Ontario

Robert F. Sharpe & Co., Inc., Memphis,
Tennessee

Sisters of Mercy, Province of Cincinnati,
Cincinnati, Ohio

Smith College, Northampton, Massachusetts
The Society of the Propagation of the

Faith, New York, New York

South Dakota Methodist Foundation, Mit-
chell, South Dakota

Southern Baptist Convention — Annuity
Board, Dallas, Texas

Southern Seminary Foundation, Louisville,
Kentucky

Starr C.ommonwealth for Boys, Albion,
Michigan

Taylor University, Upland, Indiana
Temple Buell College, Denver, Colorado
The Temple Foundation, Inc., Arlington,

Virginia
The Texas Presbyterian Foundation, Dallas,

Texas
Thiel College, Greenville, Pennsylvania
Toronto Bible College, Toronto, Ontario
Trevecca College, Nashville, Tennessee

Unitarian Universalist Association, Boston,
Massachusetts

United Church Board for World Minis-
tries, New York, New York

The United Christian Missionary Society,
Indianapolis, Indiana

The United Church of Canada, Toronto,
Ontario

United Church of Christ—Ohio Confer-
ence Foundation, Columbus, Ohio

The United Presbyterian Church in the
U.S.A.—Board of Christian Education,
Philadelphia, Pennsylvania

The United Presbyterian Church in the
U.S.A.—The Commission on Ecumenical
Missions and Relations, New York, New
York
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CONSTITUTION

of the

COMMITTEE ON GIFT ANNUITIES

Article I

The Committee on Gift Annuities, hereinafter referred to as the

Committee, shall continue the activities of the Committee on Annuities

organized in 1927 as a Sub-Committee on Annuities of the Committee

on Financial and Fiduciary Matters of the Federal Council of the

Churches of Christ in America.
The Committee shall study and recommend the proper range of

rates for gift annuities and the accepted methods of yield computation

for life income agreements.

The Committee shall also study and recommend the form of con-

tracts, the amount and type of reserve funds, and the nomenclature

to be used in describing, advertising and issuing gift annuities and life

income agreements.
The Committee shall ascertain and report as to legislation in the

United States and in the various states regarding gift annuities and

life income agreements, their taxability, et cetera.

The Committee shall call a conference on, Gift Annuities at least

once each four years and invite those who contribute to its activities

to attend.

Article II

The membership of the Committee shall consist of not more

than twenty-five persons. These members shall be chosen by a majority

vote of the Corrunittee from important religious, educational, charitable

and other organizations, issuing and experienced in gift annuities

and/or life income agreements. In electing members to the Committee,

the Committee shall secure nominations from the group from which

the proposed member is to be selected, but such member is not the

agent of the group from which he comes, nor does he bind his group

by any decisions reached by the Committee.
As a general rule, only one representative shall be selected from

each group, unless for special reasons an additional member is selected

by the Committee.
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BY-LAWS

Committee on Gift Annuities

I. The Officers shall be a Chairman, Vice Chairman, Treasurer,

Secretary, Assistant Treasurer and Assistant Secretary, who shall
be elected at the organizational meeting and thereafter annually
at the first meeting held after January 1st of each year and
shall serve without compensation. A vote of a majority of those
present will elect.

II. Vacancies in the offices of the Committee shall be filled by the
Committee at any meeting. A vote of a majority of those
present will elect.

III. The Chairman, Vice Chairman, Treasurer, Secretary, Assistant
Treasurer and Assistant Secretary of the Committee shall fulfill
the usual duties of those offices during their term of office. The
Treasurer shall keep the accounts, and the Secretary shall keep
the Minutes of the meetings of the Committee and each shall
perform such other duties as may be assigned them by the
Chairman or the Committee.

IV. The Chairman, or in his absence from the country, or inability

to act, the Vice Chairman shall call the meetings of the Com-
mittee at such time and place as seems desirable either to the
Conunittee if it is in session, or to the Chairman if the Com-
mittee is not in session. At least two weeks' notice of the forth-
coming meeting should ordinarily be given.

V. Conferences on Gift Annuities shall be called by the Corrunittee

upon a vote of not less than thirteen (13) members either pres-

ent at the Committee Meeting that votes on calling such Confer-

ence, or by correspondence if not present at such meeting.

VI. Members of the Committee on Gift Annuities shall serve for

three years, or until their successors are elected by the Commit-

tee as provided in the Constitution.
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VII. A quorum necessary for the conduct of business of the Com-
mittee shall consist of five members.

VIII. Each member is expected to cover his own expenses in com-
ing to the meeting of the Committee and to its Conferences
on gift annuities.

IX. If a member of the Committee cannot be present, he may be
represented by an alternate, provided notice of such representa-
tion is given in writing or by telegram to the Chairman prior
to the meeting.

X. These By-laws may be amended at any regularly called meet-
ing of the Committee, provided the proposed changes are ap-
proved by a two-thirds vote of the members present and voting.
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