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CONFERENCE AGENDA

Tuesday, April 14
12 Noon - 6:00 p.m.

6:00 p.m.

Wednesday, April 15
Plenary Session

8:30 - 10:00 a.m.

10:00 - 10:30 a.m.

10:30 - 11:45 a.m.

12 noon

1:30 - 2:45 p.m.

Registration

Opening Dinner and Keynote Address

Speaker - Dr. Eugene Tempel

President’s Address -- Tal Roberts
The New Recommended Rates: An Explanation and
Rationale —- Frank Minton

Refreshment Break in Exhibit Area

Breakout Sessions

Bequests and Other Revocable Gifts: Foundations of a
Planned Giving Program (Ellen Estes)

Understanding Gift Annuities: Tax Aspects, Administration
Basics, and Planning Opportunities (Elizabeth Brown)

Bargain Sales and Retained Life Estates (Bruce Bigelow)

Donor Relations: Cultivation and Stewardship
(Shirley Anne Peppers)

Trust Investments (Alan Korthals)

Economic Benefits of Gift Plans (Charles Schultz)

Planned Giving Administration Goes High-Tech for the 21st
Century (Steve Bone)

State Regulation of Gift Annuities (Jim Potter,
Clint Schroeder)

Gifts of Non-Traditional Assets (Andre” Donikian)

Case Studies: Application of Gift Planning Principles
(Jonathan Tidd)

Planning Strategies Under the 1997 Tax Act

(Emil Kallina)

Networking Luncheon and Economic Update

Speaker - Dr. Donald Ratajczak

Breakout Sessions (10:30 a.m. sessions repeated)



CONFERENCE AGENDA

2:45 - 3:15 p.m.

3:15 - 4:30 p.m.

4:45 - 5:45 p.m.

Thursday, April 16
8:30 - 9:45 a.m.

9:45 - 10:15 a.m.

10:15 - 11:30 a.m.

11:45 a.m. - 1:30 p.m.

Refreshment Break in Exhibit Area

Plenary Session

Panel Discussion: How to Work With Your Legal
Counsel - Zoe Hicks, Donna Barwick, Benjamin
White, James Hasson

Optional Session Update on Canada

(Gord Nelson)

Breakout Sessions

Charitable Remainder Trusts/Pooled Income Funds
(Winton Smith)

Marketing Fundamentals (Roger Schoenhals)

FASB Accounting Standards: Issues Affecting Not-For-
Profits (Tim Jones)

Setting Financial Goals for Planned Giving Programs
(Marc Carmichael)

Principled Decision Making in Gift Planning
(Dr. Albert Anderson)

Legal Update: Cases and Rulings, Including the Gift
Annuity Lawsuit (Terry Simmons)

Creative Gifts of Real Estate: Real Cases, Real Gifts
(Paul Harkess)

Problem Solving with Charitable Gift Annuities
(David Wheeler Newman)

Marketing Sophisticated Gift Plans (Laura Hansen Dean)

Charitable Estate Planning: Legal Framework and
Practical Perspectives (Elizabeth Mathieu)

Refreshment Break in Exhibit Area

Breakout Sessions (8:30 a.m. sessions repeated)

Closing Luncheon

Speaker - Conrad Teitell



BREAKOUT SESSIONS

Learning tracks geared to your personal needs

Track 1 @ Fundamentals

Bequests and Other Revocable Gifts: Foundations of a Planned Giving Program
(Ellen Estes)

Charitable Remainder Trusts/Pooled Income Funds (Winton Smith)

Understanding Gift Annuities: Tax Aspects, Administration Basics, and Planning
Opportunities (Elizabeth Brown)

Marketing Fundamentals (Roger Schoenhals)

Bargain Sales and Retained Life Estates (Bruce Bigelow)

Donor Relations: Cultivation and Stewardship (Shirley Anne Peppers)

Charitable Estate Planning: Legal Framework and Practical Perspectives
(Elizabeth Mathieu)

Track 2 @ Financial, Investment and Administrative Issues
Trust Investments (Alan Korthals)
FASB Accounting Standards: Issues Affecting Not-For-Profits (Tim Jones)
Economic Benefits of Gift Plans (Charles Schultz)
Setting Financtal Goals for Planned Giving Programs (Marc Carmichael)
Planned Giving Administration Goes High-Tech for the 21st Century (Steve Bone)

Track 3 @ Issues in Gift Planning
Principled Decision Making in Gift Planning (Albert Anderson)
Legal Update: Cases and Rulings, Including the Gift Annuity Lawsuit
(Terry Simmons)
State Regulation of Gift Annuities (Jim Potter, Clint Schroeder)
How to Work With Your Legal Counsel (Zoe Hicks, Donna Barwick Benjamin
White, James Hasson) - PLENARY SESSION PANEL DISCUSSION

Track 4 @ Advanced Gift Planning
Gifts of Non-Traditional Assets (Andre” Donikian)
Case Studies: Application of Gift Planning Principles
(Jonathan Tidd)
Planning Strategies Under the 1997 Tax Act (Emil Kallina)
Creative Gifts of Real Estate: Real Cases, Real Gifts (Paul Harkess)
Problem Solving with Charitable Gift Annuities (David Wheeler Newman)
Marketing Sophisticated Gift Plans (Laura Hansen Dean)
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Albert Anderson Donna G. Barwick Bruce Bigelow

Albert Anderson

Albert Anderson has over thirty years of experience in teaching, administration, and development in private
and public higher education. Prior to his present position as interim President of College of Misericordia
(Pennsylvania) he has served as consultant to a broad range of nonprofit and government organizations.
Other positions include President of Lenoir Rhyne College (NC), Vice President for Planning/Administration
at University of Minnesota Foundation, and Senior Development Officer/Adjunct Professor (ethics and
public policy) at the Humphrey Institute of Public Affairs. He holds advanced degrees from Harvard (PhD)
and University of Minnesota (MA) and certificates from Institute for Educational Management (Harvard)
and The Fund Raising School. He has received various honors and awards, most recently a Dove Fellow-
ship from the Center on Philanthropy; and his published works in the field include an essay in The Respon-
sibilities of Wealth and a book, Ethics for Fundraisers, both published by Indiana University Press/Center on
Philanthropy.

Donna G. Barwick

Born Atlanta, Georgia 1953. Admitted Georgia 1977. Education: The University of Georgia (A.B., Magna
Cum Laude 1974) (J.D., Cum Laude 1977); Order of the Coif; Georgia Law Review; Phi Delta Phi; Mem-
ber: American Bar Association, Real Property, Probate and Trust Law Section, Council (1985-1995), Mem-
bership Committee Co-Chairman, Chairman 1990-1996), Managing Editor, Section Books and Media Pro-
gram, Task Force on Legal Financial Planning, Task Force on Professionalism, Articles Editor, Probate and
Property Magazine (1986-1988), American Bar Association House of Delegates, Post 5 Georgia (1983-
1987), Fellows of the American Bar Foundation; State Bar of Georgia, Board of Governors (1991 to date),
Young Lawyers Section (1989), Editor, YLS Newsletter (1980-1981), Fiduciary Law Section Chairman (1989-
1990), Judicial Nominating Commission (1989-1990), Fellows of the Georgia Bar Foundation; American
College of Trusts & Estates Council, Practice and Demographics Committees; International Academy of
Estate and Trust Law, Atlanta Estate Planning Council; Chairman, C.F.P. Board of Standards (1996-1997);
American Arbitration Association Large and Complex Case Panel; Adjunct Professor, Emory University
School of Law (1983-1985); Lawyers Club of Atlanta. Frequent lecturer and author of articles on estate
planning. Professional Employment: Troutman, Sanders, Lockerman & Ashmore (1977-1990); Ernst &
Young (1990-1993); Lefkoff, Duncan, Miller, Grimes, Miller & Barwick, P.C. (1993-present). Specializing in
Trusts and Estates with an emphasis on Estate Planning.

Bruce Bigelow

Dr. Bigelow currently serves as the Vice President for Development and College Relations at Hood College
in Frederick, Maryland. Prior to coming to Hood in July 1989, Dr. Bigelow served as Associate Vice Presi-
dent for Development at Gettysburg College and prior to that as Director of Major Gifts and Planned Giving,
also at Gettysburg. Dr. Bigelow continues to maintain a strong interest and involvement in the planned
giving field and served for three years on the Board of Directors of the National Committee on Planned
Giving. He has chaired the national task force on planned giving research for NCPG, currently chairs the
Committee on International Outreach and is active in the debate on standards of conduct for planned giving
professionals. In 1992 he chaired the national NCPG Annual Conference. He is a founding member of the

Chesapeake Planned Giving Council in Baltimore and is a member of both the Planned Giving Council of
Greater Washington, DC and the CANARAS Group.
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Steven Bone Elizabeth A.S. Brown Marc Carmichael, J.D.

Steven R. Bone, J.D., CLU

Steve Bone, Senior Counsel for Renaissance Inc., has been with the company since 1989. He is a
graduate of the Indiana University Schools of Business and Law, having graduated from the former in
1972, with distinction, and the latter in 1976, cum laude. Steve was associated with the Richmond,
Indiana law firm of Harlan, Schussler, Keller & Boston for five years where he engaged in the general
practice of law with emphasis on insurance defense litigation, commercial law, and tax and estate
planning. At Renaissance, Steve created and currently co-manages the company’s Custom Charitable
Remainder Trust Document Drafting Service. Steve and his staff have drafted over 3300 charitable
remainder trusts for attorneys representing donors in all 50 states. He is the author or co-author of many
of the technical memoranda published by Renaissance and has been published in The National Under-
writer, Trust & Estates, The Exempt Organization Tax Review and Charitable Gift Planning News. He
works closely with donors’ attorneys to help design, draft and implement charitable remainder trust
plans.

Elizabeth A.S. Brown

Elizabeth A.S. Brown is an attorney and a C.P.A., and is employed by the Moody Bible Institute of
Chicago as Assistant General Counsel, a position she has held for 15 years. She has also served as
Vice President and Treasurer and has overseen the tax, investment accounting, and the investment
departments at Moody. Her work at Moody involves estate planning and planned giving, real estate,
contract and general corporate law. Prior to coming to Moody, she was an associate attorney for
McDermott, Will & Emery in Chicago. Mrs. Brown has a B.A. in Math, Summa Cum Laude, from North
Park College in Chicago, and a J.D. from the University of Chicago, with honors. She has served on the
board of the American Council on Gift Annuities since 1988.

Marc Carmichael, J.D.

Marc Carmichael has been publisher and director of seminars for the Chicago-area R&R Newkirk Com-
pany since 1976. R&R Newkirk publishes the Charitable Giving Tax Service, a four-volume reference
library on planned giving and charitable estate planning, “The Advisor” charitable estate planning news-
letter and “The Federal Tax Pocket Guide for Advisors and Planners.” His company also provides gift
planning training and promotional literature for hundreds of organizations. Marc is a graduate of the
Indiana University School of Law and is a member of the Indiana State Bar Association. He serves on
the board of directors of the Chicago Planned Giving Council and the board of the National Committee
on Planned Giving, of which he is president for 1998. He has spoken at national fundraising confer-
ences, state bar association meetings and the National Conference on Financial Planning. He was
chair of the 1996 National Conference on Planned Giving in Chicago.
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Laura Hansen Dean Ellen G. Estes, LL.B. Paul Harkess

Laura Hansen Dean

Laura Hansen Dean, attorney at law, is an experienced charitable gift planner and consultant with over 18
years experience. Her firm, Laura Hansen Dean and Associates, provides counsel on the design, imple-
mentation and evaluation of major and planned giving programs and endowment campaigns for a wide
variety of charitable organizations. She served on the board of directors of the National Committee on
Planned Giving 1990-92; was president of the Planned Giving Group of Indiana 1995-97; and serves on the
editorial review panel for the Journal of Gift Planning. She serves as the charitable gift planning consultant
to the Lilly Endowment’s project for Indiana community foundations and as Senior Legal Counsel and
Director of Gift Planning Services for the Central Indiana Community Foundation, Inc.

Andre Donikian

Andre R. Donikian is a member of the New York Bar and president of Pentera, Inc., Indianapolis, Indiana.
He has been actively engaged in the planned giving profession since 1969. He is a founder and has served
as a member of the board of the Planned Giving Group of Indiana. He currently serves on NCPG's Board
of Directors and is a member of the Board of Advisors of Union College.

Ellen G. Estes, LL.B.

Ellen G. Estes, LL.B., a graduate of Yale Law School, started her career as an estate planning and tax
attorney. She then became Legal Counsel to the Campaign for Yale, and later served as the first Director of
Development of the acclaimed Long Wharf Theatre in Connecticut. Ellen now consults with non-profit
organizations nation-wide on major and planned gift matters, and is widely recognized for her no-nonsense,
basic seminars, “Planned Giving - Plain and Simple.” Ellen is a regular speaker at professional conferences
around the country. She also writes the planned giving column for Contributions, the bi-monthly newspaper

for non-profit professionals.

Paul Harkess

Mr. Harkess is an Individual Giving Officer of Mayo Foundation for Medical Education and Research,
responsible for major and planned gifts and for Estate Gifts Promotion. Prior to joining Mayo in July 1996,
he served in planned giving and major giving roles for Union College (New York), Harvard Medical School
and The Cleveland Clinic Foundation and as Vice President of Prudential Real Estate Gifts. Currently a
member of the Minnesota Planned Giving Council, Mr. Harkess has been active in local councils in each
location and has been an occasional speaker for planned giving councils, CASE, AHP and the organiza-
tions he represents.
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James K. Hasson, Jr.

Jim Hasson, a partner in the law firm of Sutherland, Asbill & Brennan LLP, has obtained broad experience
in the tax, reimbursement, financing, contracting and organizational concerns of universities, hospital, phy-
sician group practice organizations, foundations, research organizations and other tax-exempt organiza-
tions. His experience in these matters has included the continuing representation of several universities,
academic medical centers, physician group, hospitals, foundations, and research organizations located
throughout the United States. Jim has been a member of the IRS Commissioner’'s Exempt Organization
Advisory Group and is a former Chair of the Committee on Exempt Organizations of the American Bar
Association’s Tax Section. In addition, he served as a professor of law at Emory University, teaching a
course on Exempt Organizations, among others, from 1976 through 1994. He is a graduate of Duke Univer-
sity (B.A., 1967; J.D., with distinction, 1970), a frequent speaker on exempt organization issues, and a
member of numerous professional organizations which focus on issues of concern to exempt organizations.

Zoe M. Hicks, J.D., LL.M.

Ms. Hicks has worked with clients for twenty-one years in the tax, estate planning and charitable giving
areas. She has lectured nationwide on estate planning topics and published articles in many professional
journals. She has developed, coordinated and sponsored many seminars to educate clients and their advi-
sors on estate planning and charitable giving techniques. She is a member of the Board of Trustees of the
Georgia Federal Tax Conference, a Director of the Atlanta Estate Planning Council, past president of the
Georgia Planned Giving Council, and a former Board member of the National Committee on Planned
Giving. She is a member of the American College of Trust and Estate Counsel and a founding faculty
member of The American Institute for Philanthropic Studies in Long Beach, California. She has recently
authored The Woman's Estate Planning Guide which will be released this fall by Contemporary Books.

Timothy A. Jones

Tim Jones joined The University of Colorado Foundation in 1989 as Assistant Treasurer and, after moving
through various financial positions at the Foundation, was promoted to Senior Vice President for Finance
and Administration in 1996.Tim is a Colorado licensed C.P.A. and is a current Board Member of the Colo-
rado Society of C.P.A.s.Tim is also a member of the American Institute of C.P.A.s and the National Associa-
tion of College and University Business Officers. Tim has been active in Boulder community affairs, serving
on a number of non-profit boards. Prior to joining the Foundation, Tim was Assistant Treasurer at The
Kansas University Endowment Association. He has also worked in public accounting for Deloitte & Touche.
He holds joint B.S. degrees from the University of Kansas in accounting and business administration.
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Emanuel J. Kallina ll, Esq.

Emanuel (“Emil”) Kallina, Il attended Bowdoin College (B.A., 1970), the University of Maryland School
of Law (J.D., 1973), and then obtained his Masters of Laws in Tax at New York University (1974). Emil
focused his early practice on estate and general tax planning for the small business owner, the handling
of estates, corporate law and corporate tax, partnership law and partnership tax, and real estate trans-
actions with major shopping center and office building developers throughout the State of Maryland.In
1982 Emil began what is now known as Kallina & Ackerman. Since 1985, in addition to estate and tax
planning, Emil has focused his law practice on charitable giving. Emil has developed a national reputa-
tion in the charitable giving and planned giving areas, especially in connection with creative uses of
charitable gift vehicles such as the charitable remainder trust, the pooled income fund and gift annuity.
Currently, he is the Chairman of the Government Relations Committee for the National Committee on
Planned Giving. Emil is admitted to practice law in Maryland and Washington, D.C.

C. Alan Korthals

Mr. Korthals is Director of Client Support at Kaspick & Company, a leading provider of comprehensive
investment management and administration services for planned gifts. He directs Kaspick & Company’s
planned giving program consulting activities, and is responsible for a number of client relationships.
Prior to joining Kaspick & Company in 1997, Mr. Korthals was Manager of Gift Services for The First
Church of Christ, Scientist. For 11 years he was responsible for overseeing both gift planning and the
administration and investment of the Church’s substantial and diverse planned giving program. He is an
honors graduate of the University of Texas at Austin in Finance and a graduate with high honors from
the American Bankers Association’s National Graduate Trust School. Mr. Korthals is a past President of
the Planned Giving Group of New England.

Elizabeth L. Mathieu

Elizabeth L. Mathieu, Esq. Is President and CEO of the Neuberger & Berman Trust Company. She
came to Neuberger & Berman, LLC from Chase Manhattan Bank, where she was in charge of Chase’s
Delaware Trust Division and Philanthropic Advisory Services. Elizabeth speaks extensively around the
country to individuals, legal, accounting and planned giving professionals, and charities and their do-
nors. She addresses matters of trust and tax laws and estate and charitable gift planning techniques.
She is also a member of the development committees of a number of New York charities. A Certified
Trust and Financial Advisor, as well as an Accredited Estate Planner, Elizabeth is a member of the New
York, Massachusetts and Rhode Island Bars. Elizabeth received her undergraduate degree from Vassar,
her law degree from Suffolk University Law School, and her Masters in International Affairs/Economics
from Columbia University. She has worked in 22 countries.
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Frank Minton

Frank Minton (President and Founder of Planned Giving Services) has over twenty years of experience in
charitable gift planning at two major universities and since 1991, as a private consultant. He is a past
president of the National Committee on Planned Giving and serves on the board of directors of the Ameri-
can Council on Gift Annuities. He is a frequent speaker at seminars, the author of numerous publications
and co-author of Planned Giving for Canadians.

Gordon Nelson, C.F.P.

Gord Nelson serves in an advisory capacity on the Board of the American Council on Gift Annuities as a
representative of Canada. He also currently sits on the Board of our sister organization, the Canadian
Association on Charitable Gifts and is a past Board member of the Canadian Association of Gift Planners.
He has 18 years of direct experience in the planned giving field, and presently holds the position of Director,
Planned Giving for the Christian Blind Mission International. A Certified Financial Planner, Gord is known to
be a person who is always willing to share his experience and expertise with other charities and planned
giving professionals.

David Wheeler Newman

David Wheeler Newman is a partner with the Los Angeles law firm of Mitchell, Silberberg & Knupp, where
he chairs the firm's Charitable Sector Practice Group. For over 17 years, he has represented tax exempt
organizations with a special emphasis on charitable gift planning. Mr. Newman represents regional and
national charities, including colleges and universities, health care providers and social service agencies. He
is a frequent speaker on the tax and legal aspects of planned giving, and has addressed national meetings
of the National Society of Fund Raising Executives, the Association for Hospital Philanthropy, and the
National Committee for Planned Giving (NCPG). Mr. Newman is Chair-Elect of the Taxation Section of the
Los Angeles County Bar. He was a member of the Board of Directors of the National Committee on Planned
Giving, where he served for two years on its Executive Committee, and is a member of the American
Council on Gift Annuities Task Force on State Regulation of Gift Annuities.

Shirley Anne Peppers

Shirley Peppers has been a professional fund raiser since 1974 when she began her career as an annual
fund officer for Stanford University, her alma mater. From 1978 to 1984 she served Harvard University first
as a special gifts officer and then as a major gifts officer responsible for identification, cultivation and
solicitation of gifts of $100,000 and up. As Associate Director of University Development for Major and
Planned Gifts at UCLA, for seven years beginning in 1984, she coordinated the solicitation of gifts of
$100,000 and up and oversaw the planned giving program. Her current position with Harvard includes
responsibility for the direction and coordination of all Faculty of Arts and Sciences fund raising in California,
Washington, and Oregon, with concentration on gifts of $250,000 and above.

10
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Shirely Anne Pepers James Potter Dr. Donald Ratajczak G. Roger Schoenhals

Dr. Donald Ratajczak

Dr. Donald Ratajczak, a nationally known economist and one of the leading forecasters in the country, directs the
Economic Forecasting Center in the College of Business Administration. He is also a Professor of Economics in
the School of Policy Studies, and serves on several financial advisory and community boards as well as govern-
ment committees. Dr. Ratajczak has developed econometric models of the United States and several individual
states. From the Economic Forecasting Center, he currently produces seven publications on economic condi-
tions in the nation and in the Southeast. His inflation analysis regularly receives prominent attention in the
national media. The Wall Street Journal has described Dr. Ratajczak as one of the twenty most widely quoted
economists in the world. Business Week described Dr. Ratajczak as the most accurate predictor of the 1996
economic climate. On November 9, 1994, Dr. Ratajczak was presented with the Economic forecasting Award for
the most accurate U.S. Blue Chip economic forecast during the past four years. He is regularly interviewed on
CNN, CNBC, all the major networks and has appeared numerous times on the Today Show, on Night Line, and
Good Morning America. He writes a weekly column for the Atlanta Journal-Constitution and bi-montly column for
the CLU Journal. He obtained his B.A. from Haverford College, and his Ph.D. in economics from M.L.T.

Tal Roberts

Born December 8, 1942 in Shreveport, Louisiana. Tal and wife Nancy have two children, Jennifer and Rebecca
attending Baylor and Vanderbilt University respectively. Tal received his BBA from Baylor University in 1964 and
his LLB from Baylor in 1966. From 1969 to 1997 he was with the Baptist Foundation of Texas as Executive Vice
President and COO, 1980 - 1997. From 1966 to 1969 he was a Special Agent with the Federal Bureau of
Investigation. Boards and Professional Affiliations: American Council on Gift Annuities (Chairman). Buckner
Retirement Services, Inc. (Board Member), Concord Trust Company (Chairman of the Board and State Bar of
Texas (Inactive Status). Church Affiliation: First Baptist Church, Richardson, Texas (Deacon - inactive) and
Teacher, International Sunday School Class.

James Potter

Mr. Potter is a planned giving consultant with Planned Giving Resources of Alexandria, Virginia. After 21 years
as a planned giving officer for the United Presbyterian Church Foundation and the American Lung Association,
Jim Potter went into full time planned giving consulting in 1991. Jim now serves over 60 charities nationwide,
helping to develop and administer planned gifts. He serves on the Board of the American Council on Gift
Annuities where he presently chairs the State Regulations Committee and is a frequent speaker on charitable
gift annuities.

G. Roger Schoenhals

G. Roger Schoenhals of Seattle, Washington, is the publisher and editor of Planned Giving Today, a su
scription-based, monthly newsletter for gift-planning professionals. Launched in September 1990, the publica-
tion has acquired 5,000 readers in 50 states and several Canadian provinces. It is regarded by many as the
premier publication in the field of planned giving. In addition to the newsletter, Roger has published several
books relating to planned giving. He also provides planned giving consulting services for charitable organiza-
tions and professional advisors on a limited basis. Before creating Planned Giving Today, Roger served several
years as director of Seattle Pacific Foundation and as the chief planned giving officer for Seattle Pacific Univer-
sity. Roger has lived in the Seattle area for 35 years. He and his wife, Sandra, have four children ranging in age
from 17 to 26 years.

11
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Clinton A. Schroeder

Mr. Schroeder is a principal in the law firm of Gray, Plant, Mooty & Mooty & Bennett in Minneapolis. He is
former President of the Minnesota State Bar Association and is a Fellow of the American Bar Foundation. He
is also a member and Vice Chair of the American Council on Gift Annuities. Mr. Schroeder is a regular lecturer
at seminars regarding taxation and charitable gifts sponsored by various non-profit organizations.

A. Charles Schultz, J.D.

Charles Schultz, author of Crescendo, is a California attorney who previously was in private practice. He
began his work in the field of planned giving with the Lutheran Church - Missouri Synod Foundation in St.
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Chairman’s Remarks
23rd Conference on Gift Annuities
Atlanta, Georgia

April 15, 1998

Welcome to Atlanta and the 23rd Conference on Gift Annuities. We have come
together this week just as development officers and planned giving officers have been
coming together for this meeting for over 70 years. The very first Conference on Gift
Annuities was held in April of 1927 in New York City. There were 48 people in
attendance representing 47 different charitable and professional organizations, the
overwhelming majority of which were religious organizations. This week there are almost
800 of us representing over 500 different organizations. We have come from all over the
country. We work for colleges, universities, seminaries and academies; hospitals and
medical research organizations; churches and missionary societies; homes that care for
children and the elderly; world-wide health and relief organizations; organizations that
provide opportunities for growth and learning for boys and girls; historical societies; legal
aid societies, botanical gardens and biological laboratories; community foundations;
organizations that protect and preserve wildlife and the environment; humane societies;
adoption agencies; art museums, and more.

If you want to know what’s good about this country; if you want to know who
is—day in and day out—meeting the needs of the citizens of this country; if you want to
know who’s providing care to those who can’t care for themselves; if you want to know
who’s educating our young people; if you want to know who’s making this world a better
place in which to live—physically, mentally, emotionally, spiritually, educationally,
environmentally and culturally—just look around you. The people in this hall are part of
the finest system of private philanthropy the world has ever known, and we at the
American Council on Gift Annuities—we who work for the same kinds of organizations
you do—are pleased to welcome you to this conference and are proud to be counted,
along with you, among the ranks of planned giving and development professionals.

As you know, unless you’ve been out of the country for the last three or four
years, the American Council, the members of its board, and the organizations those board
members work for, have been through a difficult three years since we gathered for the
22nd Conference in San Francisco in May of "95. By way of update, the Ozee lawsuit,
filed in December, 1994, is now back before the U.S. Court of Appeals for the Fifth
Circuit, having been remanded there by the U.S. Supreme Court on last December 8,
for—and I quote—"“further consideration in light of the Charitable Donation Antitrust
Immunity Act of 1997.” We are awaiting the Fifth Circuit’s action.
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This is the second time the Fifth Circuit has seen this case. In the fall of 1995,
Congress passed—and President Clinton signed into law—two pieces of legislation
dealing with the Ozee lawsuit: One exempting gift annuities from federal securities laws
and the other exempting gift annuities from federal antitrust laws by allowing charities to
join together in setting and using gift annuity rates. The securities legislation was
immediately successful in defeating that portion of the lawsuit, but the Fifth Circuit, in
April of 1997, ruled that because there were a few representatives of for-profit
organizations who had attended past conferences where rates were voted on, the court
was not willing to dismiss the antitrust claim. Congress responded immediately, and
during the last week of June, 1997, passed the Charitable Donation Antitrust Immunity
Act of 1997, which made it crystal clear that the antitrust laws of the United States do not
apply to charitable gift annuities or charitable remainder trusts. The statute said that any
person subjected to any legal proceeding for damages, injunction, penalties or other relief
of any kind under the antitrust laws on account of setting or agreeing to annuity rates, or
otherwise being involved in the planning, issuance or payment of charitable gift annuities
or charitable remainder trusts shall have immunity from suit under the antitrust laws,
including the right not to bear the cost, burden or risk of discovery and trial for such
conduct.

I want to take a few minutes and gratefully acknowledge the help that many of you
in this hall—and others not here today—have given us during this period. We didn’t have
just “a little help from our friends,” we had a lot of help. Help from old friends and
friends we didn’t even know we had.

Sometimes that help was financial. We have paid huge amounts of money to
defend ourselves in the Ozee lawsuit, quickly and completely depleting our treasury. We
begged. We borrowed. We never stole, but I was surely tempted a couple of times.
Many of you and the organizations you work for stepped in and helped at critical times
during the last three years. You know who you are, and we are very grateful to you for
your help. One organization that helped in a particularly significant way was the W. K.
Kellogg Foundation, which provided the Council with a life-saving grant of $90,000. The
funds were not used for legal defense, but rather they enabled us to carry on the day-to-
day activities of the Council, which otherwise we would not have been able to do. To all
of you who helped financially, we say, “Thank you.”

Sometimes the help was organizational. When Terry Simmons and Charitable
Accord got organized and went to work on their legislative agenda; and when you joined
forces with them; and when people and organizations from all over this country were
sending the message to Washington that something indeed was rotten in the state of
Denmark, then we saw the Legislative and Executive Branches of the government
respond, with uncommon speed and unanimity, to enact and sign into law—not once, but
twice in a little over eighteen months—Ilegislation that sent the message loud and clear:
“Stop the Ozee lawsuit!” To all of you who helped in this way, “Thank you.”
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Sometimes the help was simply a word of encouragement. We are told that the
name of the biblical character, Barnabas, means “son of encouragement.” Many of you,
over the last now-almost-three-and-a-half years have been sons and daughters of
encouragement. I know that I speak not just for myself, but for everyone at the American
Council, when I say, “Thank you,” for your calls, your letters, your many expressions of
support and encouragement. You kept us going.

And while I'm thanking people, I would surely be remiss if I didn’t acknowledge
the time and effort of the men and women who serve on the board of the American
Council. (Their names are listed on page one of your conference book.) Men and women
who have voluntarily and faithfully served this organization for years. In fact, the twenty
people actively involved in the work of the board at this time have an accumulated service
to the Council of 260 years. Not included in that number is one former director, Charley
Baas, who retired in 1996, after serving for fifty years. As many of you remember,
Charley was the long-time treasurer of the American Bible Society and was chairman of
this organization from 1959 to 1986. To all of these people, who have labored tirelessly
for the cause of philanthropy in this country, I want to say, “Thank you.” And, to the
organizations they work for, which, as their thanks for letting their employees serve on
this board, were dragged into the Ozee lawsuit and as a result have spent millions of
dollars defending themselves—to these fine organizations—I also want to say, “Thank
you.”

The American Council has a proud past: A tradition of service to the charitable
community in this country dating back to 1927. The Council also has a bright future. We
will recover from the financial toll taken by the lawsuit and we will once again be there to
serve you and your donors as you assist them in their plans to benefit your institutions
while at the same time provide for their own financial needs.

Part of our past has been the generous support of two very special organizations:
The American Bible Society, in New York, and The Annuity Board of the Southern
Baptist Convention, in Dallas, which, between the two of them, have provided the Council
with a home for much of the last fifty years. The Council has always been an all-volunteer
organization. We have never had any employees—not a single one—so that all the
services we have provided you in the past have been provided by people who had a “real
job” doing something else. Prior to the Ozee lawsuit, the Council’s board had begun to
discuss ways in which we could become financially able to hire our own staff and have our
own “home,” in order to provide you with the level of service that you expected and were
entitled to. Obviously, those plans had to be put on hold, but they have never been far
from our minds. Last year, we began to address this issue again, and over the course of
several months, an idea began to emerge that seemed to make a lot of sense. The more
the board explored it, the more we liked it. The idea involved another organization in the
planned giving field, the National Committee on Planned Giving. And, when we talked to
the leadership of NCPG, they seemed to like the idea also. So, after discussions by and
between the two boards, a formal relationship was entered into between the Council and
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NCPG whereby, the Council would move its operations to NCPG’s offices in
Indianapolis, and NCPG, for a contracted amount, would provide day-to-day
administrative and operational support to the Council. We have just concluded the first 90
days of this new arrangement, and I, for one, could not be more delighted with the results.
I can only hope that Tanya Johnson, Executive Director of NCPG, is as happy with the
arrangement as [ am. What you can expect out of this working agreement is better
service, a larger selection of up-to-date materials, new resource development for your gift
annuity programs, and more. As the number of charities offering gift annuities has
increased dramatically in the last few years, the job of keeping up with the needs of those
charitiesCJan this area has become more and more demanding. It is a job that the Council
simply could not do in an all-volunteer environment. But, we are back, and you will be
hearing from us.

As we move forward, a major focus of the American Council will continue to be
these conferences, now held every three years. At this time, I want to take the
opportunity to recognize publicly some of the people, without whose effort, this
conference would not be a reality today:

B Bob Coffman, Chair, and Betsy Mangone, Vice Chair, of the
Conference Program Committee, along with the other members of their
committee, Elizabeth Brown, Gerry Gunnin and Frank Minton

B John Jacobs, Chair of the Conference Arrangements Committee, and
the other members of his committee, Elaine D’ Amours and Art Caccese

B Cam Kelly, Chair of the Conference Promotion Committee, and the
others on her committee, Gerry Gunnin and Elaine D’ Amours

B Beverly Judge, our Conference Manager, who works harder and
smarter than any three people I know

B Kay Ramsey, Staci Tingley and Gloria Kermeen at our new home at
NCPG’s office in Indianapolis

B And, of course, all of the conference speakers—those who will be
making presentations in the breakout sessions, and those in the plenary
sessions—a word of gratitude for the work you have done in preparing
for this conference.

Yes, the conferences are a major focus for the American Council. Another major
part of what the Council does is the publishing of suggested gift annuity rates. I get calls
from people every week asking, “Where do the Council’s rates come from? How are they
arrived at? What are they based on?” Well, in just a moment you’re going to be hearing
from the man with the answers to those questions—and more—but first, let me remind
you of the rate process that the Council adopted a couple of years ago.
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Many of you will remember that in years past, proposed gift annuity rates would
be presented by the Council to those in attendance at the Conference, and in one of the
plenary sessions, a vote on the rates would be taken. In 1996, a task force was appointed
to study the Council’s process for suggesting rates. The work of that task force resulted
in a streamlining of the process, making it even more responsive to charities and their
donors. A system has been put in place in which a standing committee of the Council’s
board is charged with the responsibility of annually reviewing the rates and the
assumptions on which they’re based. Then, as a result of that review, and in light of
current economic and actuarial developments, a recommendation is made to the board as
to whether the suggested rates published by the Council should (1) remain the same, (2)
be raised, or (3) be lowered. The first implementation of the new procedure occurred in
November of 1996, when the board approved, effective March 1, 1997, a new table of
suggested gift annuity rates. Those rates, and the assumptions behind them, were
published shortly thereafter.

The board has continued to fine-tune the process, and has adopted a plan, whereby
at the beginning of every year, the Committee on Rates will update its review and analysis
of the current rates, and will present to the board, at its April meeting, a recommendation
on rates. If a change is to be made in the rates, new rates will be published as soon after
the April meeting as possible, with an effective date of July 1, following. As you will hear
in a moment, it is in no way contemplated that the Council’s suggested rates will change
annually. However, they will be reviewed annually.

Now, I am pleased to introduce to you Council board member and chair of the
Committee on Rates, Frank Minton, who will bring the report on rates. On the platform
with Frank will be Mike Mudry, the Council’s distinguished actuary. Mike is with the Hay
Group, the Philadelphia actuarial and consulting firm that has represented the Council for
many years.

As Frank is coming, let me tell you again how pleased we are that you are here.
We think you will find this conference to be extremely worthwhile and productive, and
remember, it’s not too early to mark your calendars for the 24th Conference, which will
be in St. Louis on April 4-6, 2001.

Tal Roberts
Chairman
American Council on Gift Annuities

' On June 12, 1998, the Fifth Circuit
dismissed the plaintiff’s antitrust
claims against the American Council
and all other defendants.
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I INTRODUCTION

The Board of the American Council on Gift Annuities (ACGA) has decided to reduce the
suggested rates for both immediate and deferred gift annuities, effective July 1, 1998. For
most ages the reduction in immediate gift annuity rates is .2 to .3 percent. The credited return
during the deferral period of deferred payment gift annuities is lowered by .25 percent.

In arriving at this decision the ACGA considered historical and current returns on equity and
fixed income investments, and possible investment portfolios, taking into consideration
permitted investments in states that regulate gift annuities. Other relevant factors - the amount
of the residuum, mortality tables, and administrative expenses — were also reviewed.

The ACGA decided on a slight reduction of rates even though most respondents to a recent
ACGA survey thought the current rates were at the right level. The majority of those who did

recommend a change in the rates thought they should be reduced. The reasons for the ACGA
action are explained in this paper.

Although the new schedule of rates will become effective just 16 months after the effective date
of the current rates, it should not be assumed that the rates will change yearly in the future.
They will be reviewed annually, but, out of consideration for charities and vendors that must
incur the expense of changing literature and software, the ACGA will adjust the rates only
when there are significant changes in financial markets, or when changes in expense and
mortality assumptions are deemed necessary. The current adjustment is advisable in order to
begin the new procedure with a schedule of rates based on realistic assumptions, taking current
and anticipated state regulatory activity into consideration.

II. HISTORICAL GIFT ANNUITY RATES

Before analyzing the new gift annuity rates, it is illuminating to look at historical rates.
As might be expected, they reached their lowest levels during the Great Depression. They
remained at low levels through the 1950’s due to continuing low interest rates.
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III. THE NEW ACGA SUGGESTED RATES

A complete schedule of the new rates, including interest factors for calculating suggested
maximum deferred gift annuity rates, is attached to this paper. As shown in the charts below,
for most ages the new rates are .2 percent lower than the existing rates.

Figure 3 - COMPARISON OF 1997 AND 1998 RATES
One Life
Age 1997 1998 Change
20 5.7% 55% -2%
30 6.0 5.8 -2
40 6.2 6.0 -2
50 6.5 6.3 -2
60 6.9 6.7 -2
70 7.7 7.5 -2
80 9.4 9.2 -2
90 12.0 12.0 no change

Figure 4 - COMPARISON OF 1997 AND 1998 RATES

Two Lives

Age 1997 1998 Change
20/20 5.5% 5.3% -2%
30/30 5.8 5.6 -2
40/40 6.0 5.8 -2
50/50 6.3 6.1 -2
60/60 6.6 6.4 -2
70/70 7.1 6.8 -3
80/80 8.2 8.0 -2
90/90 10.8 10.6 -2

95/95 11.6 11.4 -2
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Why have one-life rates not been capped at a lower level?

The current rates for older annuitants, even without a further reduction, are below the rates
that would follow from the new assumptions.

There is a greater differential between commercial and gift annuity rates for ages above 80
than for ages 60 to 80.

The present value of the residuum in the case of an older donor is higher than the present value
of the residuum in the case of a younger donor, as shown below.

Donor. Age 90

Contribution $100,000
Annuity rate 12%
Annual payment 12,000

Residuum (Assuming 6.0% net return
and 5.0 year life expectancy) 65,314

Present value of residuum
(6.0% discount rate) 48,806

Donor. Age 65

Contribution $100,000
Annuity rate 7.0%
Annual payment 7,000
Residuum (Assuming 6.0% net return

and 20.0 year life expectancy) 61,822
Present value of residuum

(6.0% discount rate) 19,276

The present value of the gift by the older annuitant will be higher even if the annual return
and discount rate are higher. Assume, for example, that both the return and discount rate
are 9.0 percent.

Donor. Age 90

Residuum $81,316

Present value 52,850
Donor, Age 65

Residuum $209,559

Present value 37,392
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IV. ASSUMPTIONS UNDERLYING CURRENT AND
NEW ACGA SUGGESTED RATES

Figure 5 - ASSUMPTIONS FOR IMMEDIATE ANNUITIES

1997 Rates 1998 Rates
1. 50% Residuum 1. 50% Residuum
2. Life Expectancies: 2. Life Expectancies:
Annuity 2000 Tables Annuity 2000 Tables
Based on female ages with Based on female ages with
one-year setback one-year setback
Projections for increased Projections for increased
life expectancies life expectancies
3. Semi-Annual Payments, End of Period 3. Semi-Annual Payments, End of Period
4. Annual Expenses - .75% 4. Annual Expenses - .75%
5. Total Annual Return - 7.0% 5. Total Annual Return - 6.75%
6. Some rate adjustment for younger 6. Some rate adjustment for younger
and older ages and older ages, except lesser
adjustment at older ages
Figure 6 - ASSUMPTIONS FOR DEFERRED ANNUITIES
1997 Rates 1998 Rates
1. Total Return Credited During 1. Total Return Credited During
Deferral Period - 6.75%. Deferral Period - 6.50%.
2. Annual Expenses - .75% 2. Annual Expenses - .75%
3. Net Total Return Credited During 3. Net Total Return Credited During

Deferral Period - 6.0%.

Deferral Period - 5.75%.
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V. RATIONALE FOR ASSUMPTIONS

A. 50 Percent Residuum

1. It assures a significant benefit to the charity.
2. Since 1939 the residuum has been 50 percent. Prior to 1939 it was 70 percent.
3. Most charities favor a 50 percent residuum.

Per the 1994 ACGA survey:

78.8 percent said the residuum should remain at 50 percent.
17.7 percent said it should be higher.
3.5 percent said it should be lower.

B. Life Expectancies

1y Rates are based on most recent mortality tables.

2 The practice, first begun in 1931, of basing life expectancies on female ages has been

continued.
3 Following another historical practice, ages are set back one year.
4. Starting in 1997, projected increases in life expectancies during the life of the contract

have been taken into consideration.

The practices described in (2) and (3) are followed because of the belief that life expectancies
of annuitants of gift annuities may be longer than life expectancies of annuitants in general.

C. Expenses

1. Seventy-five basis points may be too low for charities that outsource gift annuity
administration, and for charities that operate in regulated states.

2. Seventy-five basis points may be too high for charities that manage gift annuities
internally and don’t operate in regulated states.

3. But it seems an appropriate average for all charities.
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(In the 1997 ACGA Survey, 80.0 percent of respondents thought it was about right.)

D. Total Annual Return
Immediate Annuities

The 6.75 percent total return for immediate annuities is based on a portfolio of:

20 percent equities,
70 percent bonds,
10 percent cash,

using 70-year average returns for equities, and current returns for long-term government
bonds and cash.

The graph in Figure 7 shows the assumed total returns beginning with the formation of the
Committee on Gift Annuities (the predecessor of the ACGA) in 1927. Assumed returns
reached their lowest point, not during the Great Depression, but in the 1950’s. They remained
at 6.5 percent from the early 1980’s to 1993, when interest rates dropped precipitously. In
response to falling interest rates, the ACGA Board, meeting in a special session in October of
1993, reduced the earnings assumption from 6.5 to 5.5 percent, and consequently reduced the
rates rather significantly. These lower rates became effective January 1, 1994 and remained in
effect until March 1, 1997.

Interestingly, the gift annuity rates in 1927 were nearly as high as now, even though the
assumed total return in 1927 was only 4.5 percent. Very likely, the rates were at a relatively
high level because of shorter life expectancies.

In the past, the long-term Treasury yield was something of a benchmark in determining the
assumed return of gift annuity reserves. However, the assumed returns on these reserves only
changed every few years, and they were almost always below the Treasury yields — well below
during periods when Treasury yields reached quite high levels (See Figure 8.). Now the
benchmark for the return on gift annuity reserves is the return on a certain portfolio that
includes equities, bonds, and cash.
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Figure 9 - HISTORICAL ASSUMED TOTAL RETURNS

1927 4.5%

1931 4.5

1934 4.0

1939 3.0

1955 3.5

1965 . &

1971 4.0

1974 4.5

1977 5.0

1980 5.5

1983 6.5

1986 6.5

1989 6.5

1992 6.5

1994 5.5

1997 7.0  (6.25% net of expenses) (6.65% adjusted)
1998 6.75 (6.0% net of expenses) (6.41% adjusted)

Prior to 1997, the charity was assumed to set aside 5 percent of the contribution for expenses
and invest the remaining 95 percent at the assumed rate of return. The 5 percent was
effectively a front-end load. Beginning in 1997, expenses were assumed to be 75 basis points
per year rather than 5 percent of the contribution.

If the former way of allowing for expenses had been continued in 1997 and 1998, the assumed

total returns for those years would have been 6.65 percent and 6.41 percent, respectively.

E. Total Annual Return

Deferred Annuities

Historically, the total return credited on deferred annuities prior to the start of annuity
payments has been lower than the total return assumed for immediate gift annuities. That
is because of the greater uncertainty about yields in the more distant future.

The assumed return during the deferral period is 6.50 percent, which is .25 percent lower than
the assumed return on immediate annuities. The differential is the same as for the 1997 rates.
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F. Returns on Various Portfolios

Based on 70-year average stock returns, and current long-term government bond and cash
interest rates, here are the returns of various portfolios (rounded to nearest .05 percent):

Figure 10

6.75%

Figure 11
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Figure 12

7.55%

G. How Do Charities Actually Invest Gift Annuity Reserves?

Per the 1994 ACGA Survey, the average portfolio mix for all charities was 40 percent
equities, 50 percent bonds, and 10 percent cash.

Charities that operate in non-regulated states probably invest a significant percentage in
equities, and in recent years their total returns have greatly exceeded the return on which
the ACGA rates are based.

However, charities that operate in certain regulated states are severely restricted in the
amount of equity investments. New York and California, for example, permit no more

than 10 percent of required reserves to be in equities.

The assumed portfolio is possible for charities operating in regulated states and realistic for
charities with conservative investment philosophies.

H. Strategy for Charities Operating in Certain Regulated States

DON’T keep all gift annuity assets in the segregated reserve fund.
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If you do, and you operate in a state like New York or California, your portfolio will look
like this:

Figure 13 - ALL GIFT ANNUITY ASSETS IN SEGREGATED FUND

REQUIRED RESERVE FUND
Bonds and Cash Equities
90% 10%

DO maintain the required amount in the segregated reserve
Jfund and invest the surplus in an equity account.

Then your portfolio may look like this:

Figure 14 - SURPLUS GIFT ANNUITY ASSETS
INVESTED OUTSIDE SEGREGATED FUND

SEGREGATED RESERVE FUND SURPLUS FUND
Bonds and Cash Equities Equities
80% X 90% = 72% *80% X 10% 20%
=R
=87

Total Bonds and Cash - 72%
Total Equities - 28%
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If you operate in California, you will have to maintain a
separate trust fund for California annuitants.

Figure 15 - SURPLUS GIFT ANNUITY ASSETS
INVESTED OUTSIDE SEGREGATED FUND

Charity Operates in California
and Other Regulated States

SEGREGATED RESERVE FUND
ALL ANNUITANTS EXCEPT CA SURPLUS FUND CALIFORNIA TRUST FUND
Bonds and Cash ‘Equites) — | Equities | < |Equitiess Bonds and Cash
el <— 2% - | —> (SR

I. What Percentage of Gift Annuity Contributions Must
Be Kept in the Segregated Reserve Fund?

70 - 90 percent, Depending on
e Gift annuity rates

o Interest rate and mortality tables prescribed by state for calculating reserve
requirements

e Excess reserves required by state (10 percent is common)

i Attainable Portfolio

For charities operating in certain regulated states and following the recommended strategy,
a portfolio consisting of:

20 percent equities

70 percent bonds

10 percent cash
should always be attainable.

That is why this particular portfolio was selected.
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K. Charities Affected by State Investment Restrictions

e All charities domiciled in Arkansas, California, Florida, New Jersey, New York, and
Wisconsin.

* All charities, wherever domiciled, that issue annuities in the above states. (Florida permits
a charity to invest per the rules of the state where it is domiciled).

e Charities either domiciled in, or issuing annuities in, other states that may in the future
adopt regulatory statutes limiting certain types of investments.

L. What’s on the Horizon?

The National Association of Insurance Commissioners (NAIC) charged its Annuities Working
Group with the responsibility of drafting a model act regulating gift annuities. They completed
this work and referred the draft to the “A Committee” (the NAIC committee responsible for life
insurance and annuities) in March. Then it was referred to the NAIC Executive Committee at
its meeting in Boston on June 22, 1998.

Meanwhile, the charitable community contacted Therese Vaughan, chair of the A Committee,
plus other members of the executive committee, and recommended the following action:

1. Amend the model regulatory act to (a) provide for a uniform way of calculating
required reserves so that different actuarial reports would not be required for different
states, and (b) allow for reserves to be invested per a prudent investor standard rather
than in accordance with the restrictive rules applicable to domestic insurers.

2. Circulate to the states not only the model regulatory act but also a simplified regulatory
act, such as many states have adopted. We have sometimes referred to this as a “model
exemption statute,” but it is more accurately described as simplified or streamlined
regulation, for it would imposed certain requirements, such as the charity’s having to
have been in existence a minimum number of years, have a minimum amount of assets,
file a notice with the state, and include certain disclosure language in each gift annuity
agreement. Still, it would be much easier for charities to comply with these
requirements than with the full-blown regulatory requirements of states such as
New York and California.

The Executive Committee referred the model regulatory act back to the A Committee with
instructions to address certain issues including calculation of required reserves. It also
instructed the A Committee to consider drafting a simplified regulatory act that could be
presented to the states as an alternative to more full-blown regulation.
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Ms. Vaughan will reconstitute the Annuities Working Group, which will consider these two
items and present their drafts and recommendations to the A Committee. Then the A
Committee will take action and submit their recommendations once again to the NAIC
Executive Committee. It is unlikely that the matter will be ready for consideration by the
Executive Committee before March of next year.

In the meantime the charitable community can continue to be part of the process and make
their views known. From the beginning the NAIC, through the Annuities Working Group, and
then through the A Committee and the Executive Committee, have been willing to listen to the
concerns of the charitable community and cooperate with it. Given this spirit of cooperation
there is now an opportunity to work with the NAIC towards regulations that protect annuitants
without being unduly burdensome and expensive to charities.
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STATE REGULATORY CATEGORIES July 1, 1998
Charitable Gift Annuities

l. STATE LAW REQUIRES CERTIFICATION, RESERVE AND ANNUAL FILING (10):
AR CA HI MD NJ NY OR WA WI

State  Years in Board Disclos. Reserve Annual Investment Notes:
operation  resolutn. in agrmt. required filing limitations
CA 10 yes --- yes' yes strict’ ' CA annuitants only
NY 10 yes --- yes yes strict’ ? Rules apply to reserves for all states
NJ 10 yes - yes yes strict’ % Rules apply to reserves for all states
AR 5 yes - yes yes less strict’  ? Rules apply to reserves for all states
Wi 10 --- --- yes yes less strict’  ? Rules apply to reserves for all states
HI 10 in HI --- --- yes yes - Law requires $5 million assets in Hawaii
(proposed 1998 legislative change did not pass)
MD 10inMD  --- yes yes yes ---
ND --- --- --- yes yes’ “-- * Submission of audited financial statements
OR 20in OR*  --- yes yes yes --- * Certain types of charities
WA 3 --- --- yes yes --- Requires $500,000 of unrestricted net assets

1. STATE LAW PROVIDES FOR CONDITIONAL EXEMPTION (13):
AL AZ CO FL ID IL KS MN MO ND PA SD TX VA

State  Yearsin Board Disclos. Reserve Notice Avail. Notes:
operation resolutn. in agrmt. required tostate Assets

AL --- - yes --- yes --- Exemption granted by Securities Dept.
AZ --- --- yes --- --- ---

Cco 3 --- yes --- --- ---

FL 5 e yes yes yes --- Investment limitations in some cases
ID 3 S, yes .- yes $100k

IL 20° --- --- --- --- $2mil.’>  ° Waived if annuities reinsured

KS s — — . yes --- Exemption granted by Securities Dept.
MN 3 — --- --- yes $300k Exemption granted by Securities Dept.
MO 3 --- yes --- yes $100k

PA 3 — yes ves --- $100k Must comply with PA char. solicit. law
SD 5 —— yes .- --- --- Exemption applies to SD charities only
TX 3 --- yes --- yes $100k

VA 3 --- yes --- --- $100k

"Conditional exemption is sometimes referred to as simplified regulation.

I1l. STATE LAW GRANTS BLANKET EXEMPTION (10):
IN KY LA MA ME® MI” NE® OH”® sc® urt

®Years in operation: Maine - 5; Nebraska - 3; South Carolina- 5
7 Exemptions are administrative rather than statutory.
® Agreement must be signed by charity as well as by donor.

IV. STATE LAW DOES NOT SPECIFICALLY ADDRESS GIFT ANNUITIES (18):
AK CT DE D.C. GA? 1A' MS MT NV NH NM NC OK RI TN VT WV WY

® Even though gift annuities are not specifically mentioned in the statute, they are believed to be regarded as securities,
for which a limited exemption may be available.
1% Exemption previously granted by Securities Bureau, under now rescinded administrative rule.
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M. Other Reasons for Reducing Gift Annuity Rates

Gift annuity rates will remain below commercial rates and will not be perceived as competing
with them.

Deferred gift annuity rates will be acceptable in New York and New Jersey for at least a 20-
year deferral period, based on current interest assumptions of those states. (Questions have
been raised in those states as to whether current deferred gift annuity rates meet state
requirements for longer deferral periods.)

VI. PERCENTAGE OF CHARITIES THAT FOLLOW
ACGA SUGGESTED RATES

In 1994 the ACGA conducted a survey in which it sought to discover, among other things,
how many charities were following the ACGA rates and how many were choosing to offer
different rates, whether higher or lower. A similar question was asked in another ACGA
survey conducted at the end of 1997.

Figure 17: Maximum Gift Annuity Rates Policy
Compared to ACGA Recommendations (1994)
100.0
90.0 }|
G800 69.7%
E 70.0 '
& 600
& .
« 500 A
o]
2 40.0
30.0
16.3%
20.0 {
100 - 2.3% . % 6% -
0.0% —— _ | .
Regularly Lower Usually Follow Usually Follow Always Follow Usually Follow Regularly
Than the Council Council Council Council Higher
Council Occasionally Occasionally Occasionally Than the
Offer Lower Offer Higher Offer Higher Council
or Lower
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Figure 18: Maximum Gift Annuity Rates Policy
Compared to ACGA Recommendations (1997)
100 "|
90 —|
80 7
3 _
g 70 | 59.8%
g 60 7
o =
e 50
= 40 7
30 7]
20 7 13.2% 12.0%
2 “ 9.1%
10 1.1% 2.4%
5 o
Regularly Usually Usually Always Usually Regularly Organization
Lower Follow Follow Follow Follow Higher Developed
Than the Council Council Council Council Than the Its Own
Council Occasionally Occasionally Occasionally Council Rates
Offer Lower Offer Higher Offer Higher
or Lower

Are Charities at Risk if They Follow the ACGA Suggested Rates?

As shown in the tables below, the risk is quite minimal. In projecting a total net return, the
organization should factor in all administrative expenses, including the cost of state filings and
reports. The total returns shown in the chart are net of expenses.

Analysis of Risk (Immediate Annuities)

Age of Annuity Life Number of years to exhaust fund at:
annuitant(s) m‘n expectancx(Z] 5.0% return 6.0% return 7.0% return
65 7.0% 20.0 25.21 32.67 ©
65,65 6.6 25.0 28.52 40.26 0
70 TS 16.0 22.11 27.02 39.02
70,70 6.8 20.6 26.75 35.93 o
75 8.2 12.5 18.94 22.09 27.69
75,75 5% 16.5 23.24 28.97 o
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Age of Annuity Life Number of years to exhaust fund at:
annuitant(s &tem QKEQC_MX(Z) 5.0% return 6.0% return 7.0% return
80 92% 9.5 15.78 17.73 20.62
80,80 8.0 12.8 19.74 23.27 29.97
85 10.5 6.9 13.01 14.23 15.83
85,85 9.0 9.6 16.32 18.45 21.67
90 12.0 5.0 10.85 11.64 12.62
90,90 10.6 7.0 12.84 14.02 15.56

M Assumes quarterly payments, end of quarter.

@ These life expectancies are the average of male and female expectancies, based
on the 1983 IRS Tables. The life expectancies would be longer if they were
based on the Annuity 2000 tables used for computing gift annuity rates.

Observations

L If the charity achieves a total net return of only 5.0 percent on annuity
assets, an annuitant (or two annuitants) would have to exceed life
expectancy by five to six years before the charity would lose money
on a particular annuity.

2. If the charity achieves a total net return of 6.0 percent on annuity assets,
an annuitant (or two annuitants) would have to live to age 97, and in
most cases exceed age 100, before the charity would lose money on a
particular annuity.

. 8 If the charity achieves a total net return of 7.0 percent on annuity assets,

an annuitant would have to live to well over 100 before the charity
would lose money.

VII. CONCLUSION

The ACGA periodically publishes a schedule of suggested maximum gift annuity rates as an
actuarial service to the charitable community. Charities are, of course, free to develop their
own schedule of rates. Those that elect to follow the ACGA rates can do so with the
knowledge that the rates are based on carefully-considered and realistic assumptions, with
the objective of enabling philanthropic individuals to make a gift to a favorite charity while
providing life payments for themselves and/or other persons.

A schedule of the new ACGA rates is attached.
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SUGGESTED CHARITABLE
GIFT ANNUITY RATES

APPROVED BY THE AMERICAN COUNCIL ON GIFT ANNUITIES,
APRIL 14, 1998
EFFECTIVE JULY 1, 1998
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SINGLE LIFE

Age Rate Age Rate
20 and
under 5.5% 56 6.5%

21 5.6 57 6.6
22 5.6 58 6.6
23 5.6 59 6.6
24 5.6 60 6.7
25 5.7 61 6.7
26 5.7 62 6.8
27 ST 63 6.9
28 5.7 64 6.9
29 5.8 65 7.0
30 5.8 66 o §
31 5.8 67 T2
32 5.8 68 7.3
33 5.9 69 7.4
34 5.9 70 7.5
35 5.9 71 7.6
36 5.9 72 13
37 6.0 73 7.8
38 6.0 74 8.0
39 6.0 75 8.2
40 6.0 76 8.3
41 6.1 77 8.5
42 6.1 78 8.7
43 6.1 79 9.0
44 6.1 80 9.2
45 6.2 81 9.4
46 6.2 82 9.6
47 6.2 83 9.9
48 6.3 84 10.2
49 6.3 85 10.5
50 6.3 86 10.8
51 6.3 87 11.1
52 6.4 88 11.4
53 6.4 89 11.7
54 6.4 90 and over 12.0
55 6.5
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Younger
Age

20 and
under
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43

45
46
47
48
49
50
51
52
53
54
55
55

TWO LIVES - JOINT AND SURVIVOR

Older
Ages

All*
21+
22+
23+
24+
25+
26+
27+
28+
29+
30+
31+
32+
33+
34+
35+
36+
37+
38+
39+
40+
41+
42+
43+
44+
45+
46+
47+
48+
49+
50+
51+
52+
53+
54+
55-57
58+

Rate

5.3
5.4
54
5.4
5.4
3.5
5.5
3.5
5.5
5.6
5.6
5.6
5.6
5.7
iy |
5.9
3.7
5.8
5.8
5.8
5.8
5.9
3.9
3.9
3.9
6.0
6.0
6.0
6.1
6.1
6.1
6.1
6.2
6.2
6.2
6.2
6.3

50

Younger

Age

56
57
57
58
58
59
59
60
60
61
61
62
62
62
63
63
63
64
64
64
65
65
65
66
66
66
66
67
67
67
67
68
68
68
68
68
69
69

Older
Ages

56+
57-63
64+
58-61
62+
59-60
61+
60-65
66+
61-64
65+
62-63
64-68
69+
63-67
68-72
73+
64-65
66-70
71+
65-69
70-73
74+
66-67
68-71
72-76
77+
67-70
71-74
75-78
79+
68-69
70-72
73-76
77-80
81+
69-71
72-74

Rate

6.3
6.3
6.4
6.3
6.4
6.3
6.4
6.4
6.5
6.4
6.5
6.4
6.5
6.6
6.5
6.6
6.7
6.5
6.6
6.7
6.6
6.7
6.8
6.6
6.7
6.8
6.9
6.7
6.8
6.9
7.0
6.7
6.8
6.9
7.0
7.1
6.8
6.9



Younger
Age

69
69
69
70
70
70
70
70
70
71
71
71
71
71
Tl
72
72
72
72
72
T2
73
73
73
73
73
73
74
74
74
74
74
74
74
5
75
75
75
75
75
75
75

Older
Ages

75-77
78-82
83+
70
71-72
73-75
76-79
80-83
84+
71
72-74
75-77
78-80
81-84
85+
72-73
74-75
76-78
79-81
82-84
85+
73-74
75-76
77-79
80-81
82-84
85+
74-75
76-77
78-79
80-81
82-84
85-87
88+
75-76
77-78
79-80
81-82
83-84
85-87
88-90
91+

Rate

7.0
o
72
6.8
6.9
7.0
5 |
7.2
7.3
6.9
7.0
7.1
7.2
7.3
7.4
7.0
7.1
7.2
73
7.4
7.5
7.1
12
7.3
7.4
7.5
7.6
T2
7.3
7.4
15
7.6
1.1
7.8
7.3
7.4
7.5
7.6
7.7
7.8
1.9
8.0

51

Younger
Age

76
76
76
76
76
76
76
76
77
77
77
77
77
Tt
T
77
77
78
78
78
78
78
78
78
78
78
79
79
79
79
79
79
79
79
79
79
80
80
80
80
80
80

Older
Ages

76
77-78
79-80
81-82
83-84
85-86
87-89
90+
77
78
79-80
81-82
83-84
85-86
87-88
89-91
92+
78-79
80
81-82
83
84-85
86-87
88-89
90-92
93+
79
80
81-82
83
84-85
86
87-88
89-90
91-93
94 +
80-81
82
83

85-86
87

Rate

7.4
7.3
7.6
ik
7.8
7.9
8.0
8.1
1.5
7.6
7.7
7.8
7.9
8.0
8.1
8.2
8.3
7.7
7.8
7.9
8.0
8.1
8.2
8.3
8.4
8.5
7.8
7.9
8.0
8.1
8.2
8.3
8.4
8.5
8.6
8.7
8.0
8.1
8.2
8.3

8.4
8.5



Younger Older Younger Older

Age Ages Rate Age Ages Rate
80 88-89 8.6 84 89 9.3
80 90-91 8.7 84 90 9.4
80 92-93 8.8 84 91 9.5
80 94+ 8.9 84 92 9.6
81 81 8.1 84 93-94 9.7
81 82 8.2 84 95+ 9.8
81 83 8.3 85 85 9.0
81 84 8.4 85 86 9.1
31 85 8.5 85 87 9.3
81 86 8.6 85 88 9.4
81 87-88 8.7 85 89 9.5
81 89 8.8 85 90 9.6
81 90-91 8.9 85 o1 9.7
81 92-93 9.0 85 92 9.8
81 94+ 9.1 85 93 9.9
82 82 8.3 85 94 10.0
82 83 8.4 85 95+ 10.1
82 84 8.5 86 86 0.3
82 85 8.6 86 87 9.4
82 86 8.7 86 88 9.5
82 87 8.8 86 89 9.7
82 88 8.9 86 90 9.8
82 89-90 9.0 86 91 9.9
82 91 9l 86 92 10.0
82 92-93 9.2 86 93 10.1
82 94 + 9.3 86 94 10.2
83 83 8.5 86 95+ 10.3
83 84 8.6 87 87 9.6
83 85 8.8 87 88 9.7
83 86 8.9 87 89 9.9
83 87-88 9.0 87 90 10.0
83 89 9.1 87 91 10.1
83 90 9.2 87 92 10.3
83 91 9.3 87 93 10.4
83 92-93 9.4 87 94 10.5
83 %4 9.5 87 95+ 10.6
83 95+ 9.6 88 88 9.9
84 84 8.8 88 89 10.0
84 85 8.9 88 90 10.2
84 86 9.0 88 91 10.3
84 87 9.1 88 92 10.5
84 88 9.2 88 93 10.6
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Younger Older

Age Ages Rate
88 94 10.7
88 95+ 10.9
89 89 10.2
89 90 10.4
89 91 10.6
89 92 10.7
89 93 10.9
89 94 11.0
89 95+ 111
90 90 10.6
90 91 10.8
90 92 10.9
90 93 {5 i |
90 94 11.3
90 95+ 11.4
91 91 10.8
91 92 10.9
91 93 11.1
91 94 11.3
91 95+ 11.4
92 92 10.9
92 93 11.1
92 94 11.3
92 95+ 11.4
93 93 11.1
93 94 11.3
93 95+ 11.4
94 94 113
94 95+ 11.4
95 and over All* 11.4

* Rate applies for all older ages when younger age is as shown.
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UNIFORM INTEREST FACTORS FOR CALCULATING
SUGGESTED MAXIMUM DEFERRED GIFT ANNUITY RATES

Years of Deferral* Interest Factor** at
But Less 5.75% Per Annum,
At Least Than Compounded Annually

0 1 1.000

1 2 1.058

2 3 1.118

3 4 1.183

4 5 1.251

5 6 1.323

6 7 1.399

T 8 1.479

8 9 1.564

9 10 1.654

10 11 1.749

11 12 1.850

12 13 1.956

13 14 2.068

14 15 2.187

15 16 2.313

16 17 2.446

17 18 2.587

18 19 2.736

19 20 2.893%xx
20 21 3.059%%:*
21 22 3.235%%*
22 23 3.42]%**
23 24 3.618%**
24 25 3.826%**
25 26 4.046%**
26 27 4.278%**
27 28 4.524%**
28 29 4.785%x*
29 30 5.060%**
30 31 5.351%%*
31 32 5.658%#**
32 33 5.984%**
33 34 6.328%**
34 35 6.692%**
35 36 7.076%**
36 37 7.483%%*
37 38 T.914%**
38 39 8.369%#:*
39 40 8.850%**
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*ok

ek

Number of years is from the date of issue of the agreement to the annuity starting date.
Annuity starting date is assumed to be the date six months before the first deferred
annuity payment is scheduled to be made.

WARNING: The resulting annuity rates should not be used if the gift portion using
applicable IRS tables is not more than 10% of the amount paid for the annuity.

It may be necessary to reduce this factor at some ages in some states, such as New

York, in order for the resulting deferred annuity rate to comply with applicable state
law.
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UPDATE ON CANADA A. Gordon Nelson, C.F.P.

Canadian Association on
Charitable Gifts

P O Box 800

Stouffville ON L4A 7Z9

PART I

A BRIEF HISTORY OF THE GROWTH
OF PLANNED GIVING IN CANADA

PART I

PLANNED GIVING INSTRUMENTS IN CANADA
AND THEIR TAX IMPLICATIONS

(1) Gift Annuities (Self-Insured)

(a) The Agreement

(b) Tax Implications
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2)

€)

S

Gift/Plus Annuities (Reinsured)

(a) The Agreement

(b) Tax Implications

Life Insurance Policies

(a) The Methods

(b) Tax Implications

Charitable Remainder Trusts

(a) The Agreement

(b) Tax Implications
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5) Strip Bonds

(a) The Agreement

(b) Tax Implications

6)  Wills

(a) Bequests

(b) Tax Implications

-PART III
TAXES AND OTHER GOVERNMENTAL MATTERS

(1) Influences for Change

(2)  Income Tax Bulletin 111R2
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3)

)

1)

2

3)

Gifts of Listed Securities

Endowment Funds

PART IV
SOME CROSS-BORDER CONSIDERATIONS

Americans Giving to Canadian Charities

Canadians Giving to American Charities

Canadians Donating American Property
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4) U.S. - Canada Tax Convention

PART V

RATES OF
GIFT ANNUITIES AND GIFT/PLUS ANNUITIES
IN CANADA

History and Method of Change:

Current Rates Being Used:
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BEQUESTS AND OTHER REVOCABLE GIFTS
What Are They?
Revocable gifts — gifts that a donor arranges now, but can take back later, if necessary, include:
Bequests — gifts under a person’s will
Revocable Living Trusts — revocable trusts established during a person’s lifetime
Beneficiary designations under life insurance contracts
Beneficiary designations under IRA’s and qualified retirement plans
Interest-free loans — repayable on demand
“Temporary” charitable gifts — Charitable Lead Trusts

The Totten Trust — available in some jurisdictions

Why Are Revocable Gifts Attractive?
A. To the Donor —

1. Changing demographics: People are living longer, healthier, more active lives. They need to keep
resources for their own use and enjoyment — and make sure that they do not outlive their resources.
Because of these factors, the only way that many people can make a major gift to charity is to make a
gift that is revocable.

2. The baby boomers have special problems and concerns. As a group they married later in life,
started families later than their parents did, will be paying education expenses at a much older age, are
concerned about possible illness or disability, are concerned about the financial security and well being
of their parents, and have a need to save for their own retirement — as well as a desire to maintain their
comfortable lifestyle. The combination of these factors understandably gives many baby boomers
pause when they think about parting with assets irrevocably during lifetime. Therefore, revocable gifts
may be the only viable option for them.

3. Entrepreneurs - individuals with energy, talent, creativity and ideas who are starting businesses
now that may evolve into successful enterprises later — cannot part with assets irrevocably at this stage.
These folks will be more receptive to an approach that allows flexibility and revocability now, with the
expectation that an irrevocable major gift may come later when the business succeeds.

4. Some donors have expressed concerns about how charities will use and manage their money.
These folks may be willing to make a revocable gift now and “wait and see” how the charity uses it
before making an irrevocable commitment.

5. Potential tax reform: If the tax proposals that would reduce or eliminate the income tax charitable
deduction become law, there will be no tax incentive for making irrevocable major gifts during
lifetime, and many donors may choose to postpone their gifts. Also, many professional advisers may
advise clients against making outright irrevocable major lifetime gifts, recommending that their clients
“keep control” of their assets longer.

B. To Your Organization —

1. The changes in the lifestyle and attitudes on the part of donors will mean that these folks will have a
different approach to charitable giving than their parents had. The challenge for charitable
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organizations will be to alter our fund raising focus somewhat. We need to be sensitive to donor
concerns, focus on the different needs and goals of our donors, start building relationships with donors,
and think creatively about the kinds of gifts that they will be willing and able to make. This approach
leads to promoting revocable gifts.

2. Talking about revocable gifts is an easy, non-threatening way to open discussions with donors —
especially donors who express some of the concerns outlined above. The discussion begins a
relationship that can build over time and can lead to irrevocable major gifts later on.

3. We used to talk in terms of a giving continuum: starting with annual gifts, through major gifts, and
then to the ultimate gift — often by bequest. This progression is still true in many cases, but there is
also another way of looking at the situation: Talking with your donors about bequests now can serve
as the beginning of the continuum - talking first about revocable gifts, and then progressing to
irrevocable gifts later on.

How to Get Them? etin rtunities

A. Effective communication and information about what you are doing and how your constituents can
support your mission continues to be critical. You can communicate with your donors and prospects in
a variety of ways: through personal solicitations, direct mail, testimonials in your newsletter or
magazine, information in your annual report, etc. The important thing is to keep information flowing.

B. Some issues to keep in mind:

1. The Taxpayer Relief Act of 1997 made changes in the tax law which, among other things,
increased the amount of an estate that will be exempt from the federal estate tax. The new law can
provide an excellent reason to talk with your donors about the need to review their estate plans — in

light of the new law. This also provides a golden opportunity to encourage them to include your
organization in their plans,

2. Personal visits provide an opportunity to listen to your donors and find out about their interests,
concerns, and goals. These visits can help build long-term relationships that may start with revocable
gifts but evolve into irrevocable gifts later.

3. All outreach materials (newsletters, magazines, annual report, etc.) can be used as vehicles to
keep your donors informed about your important work and suggest non-threatening ways that they can
give their support.

4. Mailings to targeted prospects about bequests one time, about revocable trusts another time, then
about other gift options, can start the education process and get your constituents thinking about
supporting you now in non-threatening ways.

5. Seminars can be used to educate donors about the importance of estate planning, to inform them
about the important things your organization is doing, and to plant seeds about ways that they may be
able to support your efforts.

6. A recognition society can often be a great way to recognize, thank, and cultivate donors who have
included your organization in their estate plans: through intended bequests, life insurance gifts, gifts of
retirement plan assets, irrevocable life income gifts, etc. The society can also serve as a marketing tool
to inspire others to make these kinds of gifts.

More Details About the Different Revocable Gift Opportunities

Bequests
A. 'What they are and what they do:
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1. Technically, a bequest is a gift under a person's Will. A will may be revised or revoked at any time,
so long as the testator (maker of the will) is competent to do so. An individual can name one or more
charities as beneficiaries under his or her will.

2. A will should be drafted by an attorney experienced in estate planning. In order to be valid, a will
must be executed in accordance with the formalities prescribed by state law (usually requiring
witnesses, etc.)

3. If a person dies intestate (without a Will) the laws of that person's home state will determine who
gets his or her assets. That statutory distribution may have no relationship whatsoever to that person’s
wishes, desires, or plans. Therefore, it is important for everyone to have a Will. And, you will be
doing your constituents a service to remind them about the importance of Wills, whether or not you are
named as a beneficiary.

Charitable Bequests can take several forms:

1. Outright - an unconditional outright gift. (For example, "I give and bequeath $25,000 to the ABC
charity, located at 123 Main Street, Anywhere, USA, to be used for its general purposes.")

2. Residuary - A gift of all or a portion of the residuary estate (the assets that remain after specific
bequests to others, taxes, etc. have been paid.) (For example, "All the rest, residue and remainder of
my estate I give as follows: 1/2 to my wife, Alma, and 1/2 to the XYZ School, located in
Learningsville, PA., to be used for scholarship purposes.")

3. Contingent - A bequest that will come to your organization only if a contingency occurs. (For
example, "I give $10,000 to my niece, Laurey, but if Laurey predeceases me, I give that amount to the
Get Well Hospital Foundation, located in Feel Good, CT, to be used for its joint replacement unit.")

4. Beguest to Endow the donor's Annual Gift - A donor can make a large bequest and direct the
charity to invest the gift as part of its endowment, and credit the income each year to the annual fund in
the donor's name. If the bequest amount is at least 20 times the donor’s annual gift, and if the
endowment earns at least 5% annually, this bequest will generate an amount equal to the donor’s
regular annual gift each year. The bequest, will, in effect, "endow" the donor's annual gift, and make it
live on --- in perpetuity.

5. Bequest of a Remainder Interest - A donor can set up a Charitable Remainder Trust or make a gift
to a Pooled Income Fund by Will, providing income to a named individual for life, remainder to your

organization.
6. Begquest of an Income Interest - A donor can set up a Charitable Lead Trust by Will, providing
income to your organization for a specified period of time, with the remainder to family members.

This approach provides income to charity as soon as the trust becomes effective, and can substantially
reduce estate taxes on assets going to family members later.

7. Bequests in conjunction with lifetime gifts - For example, a donor can set up a Charitable
Remainder Trust during her lifetime, the remainder of which is to be used to fund a professorship upon
her death. The balance of the professorship can be funded through a bequest in the donor's Will. Both
gifts will become effective at the same time --- and fully fund the professorship upon the donor’s death.
Key Features. Bequests are -

1. Easy to understand. Most people are familiar with the concept of Wills.

2. Easy to promote. You can use simple materials and talk with prospects of any age about any kind
of assets and any form of gift.
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3. Not affected by changes in the economy. People do estate planning even in difficult economic
times, to preserve and protect themselves and their families now, and in the future.

4. Non-threatening. Donors do not have to part with anything during lifetime.
5. Inexpensive for your organization to promote. There are minimal pre-transfer stewardship and
management costs. However, make sure to continue to cultivate and communicate with all donors who
tell you that they have included your organization in their estate plans.
6. Often the largest gift an individual can make - the ultimate gift.

D. Benefits for the Donor
1. Most personal form of charitable giving. During the estate planning process the donor has time to
reflect on what is important and meaningful, and can consider ways to preserve and protect what is
important for the family and for favorite charities.

2. Charitable bequests enjoy unlimited Federal estate tax deductibility. No percentage limits as under
the income tax.

3. The donor can bequeath any asset to any charity. No "related vs. unrelated" issues to deal with.
4. A Will preserves confidentiality. No one need know what is in a Will during the donor’s lifetime.
5. A Will provides simplicity. There are no complicated tax rules to apply.

6. Minimal cost to the donor. Putting in bequests to favorite charities is just one element of the
estate planning process, and does not add much to the overall cost of making a Will.

7. Can provide contingency protection. If a family member predeceases the donor, that person's
bequest can go to a favorite charity or charities.

8. Revocable. The donor has the comfort of knowing that he or she can always change the Will if
circumstances should change.

E. Benefits to your Organization
1. Bequests are easy to understand and easy to promote.

2. Starting a bequest program will enable you to begin a long-term cultivation of your donors and
prospects that will lead to larger (and often irrevocable) gifts later on.

3. Getting bequests in the pipeline NOW will ultimately provide an on-going source of funding to
endow your organization's future.

Revocable Living Trusts
A. What they are and what they do:

1. Revocable living trusts are trusts that are set up during a person’s lifetime that can be revised or
revoked at any time, so long as the grantor (maker of the trust) is competent to do so. A living trust
can be a complement to a will in an estate plan. A living trust usually provides income to the grantor
(and another person, if appropriate) for life, after which the trust ends, and trust assets go to
beneficiaries (individuals and/or charitable organizations) named by the grantor in the trust agreement.
The assets transferred under the trust agreement do not have to go through probate.
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2. Anindividual can set up a charitable remainder trust that is revocable. The trust would pay
income to a donor (and another person, if appropriate) for life. The donor can retain the right to
receive all of the trust's net income, to invade principal, and to terminate the trust at any time. After
the lifetime of the income beneficiary(ies), if the trust has not been revoked, the trust assets will go to
the charity or charities named in the trust agreement.

B. Key Features of a Revocable Charitable Remainder Trust
1. The income beneficiary(ies) can receive all (or part of) the net income earned by the trust for life.
2. Additional contributions can be made to the trust at any time.
3. Unlimited withdrawals can be made from the trust at any time.

4. Since the trust can be revoked, the donor does not get an income tax deduction for setting it up, nor
will the donor avoid capital gains taxes if appreciated assets are transferred to the trust.

5. The donor can make the trust irrevocable at any time, by amending the trust agreement so that the
trust qualifies as a charitable remainder unitrust or a charitable remainder annuity trust. Once this is
done, the donor will be entitled to the tax and other benefits related to irrevocable charitable remainder
trusts.

6. If the revocable trust is still in existence when the donor dies, the assets will go to the charity(ies)
named by the donor in the trust agreement. The donor's estate will then be entitled to a Federal estate
tax deduction for the charitable gift.

C. Benefits for the Donor

1. All of the trust income can be used for the donor and/or other named beneficiaries (no percentage
limitations as with an irrevocable CRT.)

2. The revocable CRT provides maximum flexibility. If the donor's circumstances should change and
the donor needs the assets, he or she can revoke the trust and re-acquire the assets. The donor can also
invade principal at any time, providing protection against future unknown contingencies.

3. The donor can act as trustee of the trust, and manage and invest the trust assets, if desired. On the
other hand, the donor may prefer to choose a corporate trustee to provide professional management of
the trust assets, thereby relieving the donor of these responsibilities.

4. There is no income tax deduction for this gift, since the trust can be revoked at any time. However,
if the trust is in existence at the time of the donor's death, the assets will go to charity, and the donor's
estate will be entitled to a Federal estate tax deduction for the charitable gift.

5. The donor can make the trust irrevocable at any time by amending the trust agreement so that the
trust qualified as a charitable remainder unitrust or a charitable remainder annuity trust. If the donor
does this, he or she will be entitled to all of the tax and other advantages of irrevocable charitable
remainder trusts.

6. The trust assets will not have to go through probate, thereby avoiding probate costs and expenses.
7. The trust provisions can always remain private.

D. Benefits to your Organization
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1. Another way to encourage your donors and prospects who cannot part with income or assets now
to make a gift for the future benefit of your organization. This revocable trust arrangement can often
provide large gifts that would not otherwise be received.

2. A good cultivation tool. Talking with donors about revocable trusts can get them thinking about
your organization's long-range future, and can help to build the relationship.

3. May lead your donors to make other irrevocable gifts during lifetime, as well as to consider
making the "ultimate gift" later on.

4. Promoting revocable trusts as a gift option can help provide endowment gifts later on, to preserve
and protect your organization's future.

E. Example
THE REVOCABLE LIVING TRUST
SITUATION

Mr. Black, a widower in his 70's, is a retired investment banker. One of his greatest pleasures is following
the stock and bond markets closely and overseeing his considerable portfolio of investments. Mr. Black
has also been a strong supporter of several charities over the years. He would like to make a significant gift
to a favorite charity, but is concerned about irrevocably parting with assets now that he is getting older and
may face the possibility of long-term medical care and expenses later on.

SUGGESTION
Suggest that Mr. Black set up a trust now which he can revoke at any time. The trust will pay income to
him as he needs it, and he can invade principal, if he so desires. Mr. Black can be the Trustee of his trust,

thereby enabling him to continue to manage and invest his portfolio. After his lifetime, the trust assets will
be distributed to the charity or charities he names in the trust agreement.

BENEFITS - By establishing the trust during his lifetime the donor can -

- Maintain complete control over the management and investment of his assets.

- Revoke the trust at any time and re-acquire the assets, thereby providing maximum flexibility
and security during his retirement years.

- Choose a successor Trustee to step in and continue to manage the trust for the benefit of the
donor in the event of an accident or illness - providing an effective plan for continuing the
management of his financial affairs.

- Avoid probate of the trust assets. If the trust is still in existence when the donor dies, the
assets will be distributed to the charity in accordance with the terms of the trust agreement -
and will not have to go through probate.

- Save estate taxes. If the trust is in existence when the donor dies, the assets will go to the
charity, and the donor's estate will be entitled to a charitable deduction.

- Make a major gift to one or more of his favorite charities.
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Beneficiary Designations Under Life Insurance Contracts

A. How this gift can work:
1. Life insurance may be an important asset in an individual’s estate. However, if the insurance is no
longer needed to protect the original beneficiaries, a donor may wish to name your organization as the
primary beneficiary of his or her life insurance policy. To add flexibility, the donor can reserve the
right to change beneficiaries at any time.
2. Alternatively, a donor may wish to name your organization as a contingent beneficiary of his or her
life insurance policy, so that your organization will receive the insurance proceeds if the primary
beneficiary should predecease the donor.
3. The donor is not entitled to an income tax deduction for these revocable/contingent beneficiary
designations. However, if the life insurance proceeds actually do go to charity at the donor’s death, the
donor's estate will be entitled to an estate tax charitable deduction for the gift.

B. Benefits for the Donor

1. Donor retains maximum flexibility, since he or she can always change the beneficiary, as
circumstances dictate.

2. Donor may be able to make a major gift to a favorite charity, simply and easily.
C. Benefits to your Organization

1. A non-threatening way to encourage donors and prospects to think about making a significant gift
to your organization. Another opportunity to talk with your donors creatively.

2. A good cultivation tool. Discussing these kinds of gifts can bring the donor closer to your
organization, and may lead to irrevocable gifts later on.

Beneficiary Designations Under IRA’s and Qualified Retirement Plans

A. Background:

1. Retirement plans make up a steadily increasing share of wealth in this country, so you should not
overlook this important gift opportunity — especially since many people won’t “use up” the amounts in
their retirement plans during lifetime — and these funds can be an excellent source of gifts to charity.

2. The tax rules governing retirement plans are extremely technical and complex, and we will not go
into detail here. However, it’s important to note that the attractive aspect of qualified plans is that they
allow an individual to accumulate assets without paying an income tax on contributions to the plan, or
on the appreciation in the plan, until the plan assets are distributed. Upon distribution, however,
substantial taxes come into play.

3. In general, a plan participant will incur a 10% penalty if he or she withdraws funds from a
qualified plan before reaching the age of 59 %2 . In addition, the plan participant must start taking
distributions from a qualified plan after reaching age 70 %2. The distributions will be taxed as ordinary
income to the recipient, and there are very specific rules about the minimum amount that must be
withdrawn each year. (You should note that if your donor is concerned about having to take high
distributions from his or her plan each year after age 70 !4, naming a charity as a designated
beneficiary could exacerbate the problem by increasing the required minimum withdrawal.)

B. Charitable Gift of Retirement Plan Assets During Lifetime

69



D.

1. Under current law a gift of plan assets to charity during a donor’s lifetime will usually not be
attractive from a financial and tax standpoint, because the donor will be taxed on the withdrawal from
the plan, and then get an offsetting income tax deduction for the gift to charity (resulting in a wash — so
long as the cash gift does not exceed the donor’s deductibility limit in the year of the gift).

2. However, as we go to press, there is legislation pending in Congress that, if passed, would make
charitable donations of lifetime withdrawals from an IRA more attractive. Under the proposed law, a
rollover of IRA funds to a charity as an outright gift or to a life income gift (such as a CRT or a CGA)
would not be subject to income tax at the time of the rollover, if the IRA holder is at least age 59 Y.
The donor would receive a charitable deduction only to the extent that the gift had “basis” as a result of
after-tax contributions to the IRA. While this kind of gift is important to keep in mind, it would,
obviously, have to be an irrevocable gift for the tax benefits to be available. Nevertheless, this option
would give a donor great flexibility as to the timing and amount of gifts to charity from retirement plan
assets.

Charitable Gift of Retirement Plan Assets At Death

1. Under current law the transfer of retirement plan assets to family members after the death of the
plan participant may trigger two potential federal taxes: the estate tax and the income tax. If plan
assets are payable to a surviving spouse, the spouse will probably be able to postpone some or all of
these taxes until his or her death. However, if the beneficiary of plan assets is someone other than the
surviving spouse, the combination of federal estate and income taxes could possibly consume more
than 70% of plan assets, leaving the heirs with very little. That is why many estate planners
recommend that donors give their retirement plan assets to charity at death, and give other assets (such
as cash, securities, real estate, life insurance proceeds, etc. that will not be taxed as heavily) to family
members.

2. Because of the tax problems outlined above, you should encourage your charitably motivated
donors to consider designating your organization to receive retirement plan assets after their lifetimes.
By doing this a donor can make a charitable gift at minimal cost to family members, since, in many
cases, the heirs would actually receive very little of plan assets anyway. In addition, the donor will be
making a significant gift to your organization — completely free of both estate and income taxes —
providing a win/win situation for everyone.

3. The beneficiary designation must be made in the IRA or Plan itself (when the plan permits the
designation of charitable beneficiaries). However, in most cases, the donor can change the beneficiary
designation at any time — allowing the most flexibility for the donor.

4. Another option is for the donor to use plan assets to fund a charitable remainder trust at death.

The safest way to do this is for the donor to create a CRT during lifetime — but fund it with plan assets

at death. The income beneficiary of the CRT could be the donor’s spouse, or another individual. If set
up properly, the CRT can be established with plan assets in a way that will reduce or avoid estate taxes
and also avoid income taxes on the funding of the CRT.

Benefits for the Donor and his or her family

1. Donor may be able to make excellent use of retirement plan assets that may have become
troublesome.

2. Donor may be able to make a substantial gift to a favorite charity at a very low cost to heirs.

Benefits to your Organization

1. A great marketing opportunity. Many of your constituents may not be aware of the tax traps
involved with transferring retirement plan assets to heirs. It is important to educate charitably
motivated individuals about these issues. You will be performing a service for them — and possibly
generating a gift for your organization later on.
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2. A good cultivation tool...a non-threatening way to encourage donors and prospects to think about

making a significant gift to your organization. Can bring donor closed to your organization and
possibly lead to other kinds of irrevocable gifts later on.

Interest-free Loans - Repayable on Demand

A. What they are and how they work:

B.

1. A generous individual can benefit a favorite charity by making an interest-free loan to the
organization, repayable on demand.

2. 'The donor does not get an income tax deduction for making the revocable loan — no tax benefit.

3. But, will there be a tax detriment? No - so long as the loan amount (principal) to any given charity
does not exceed $250,000, and the purpose of the loan is to benefit the charity (not for tax-avoidance
motives), the donor will suffer no adverse tax consequences because of the arrangement. (If the loan
amount exceeds $250,000, or the transaction is deemed to have been made to avoid taxes, the donor
will have adverse tax consequences: the donor must include "phantom interest" in his or her taxable
income, based on a statutory rate of interest, reflecting what should have been charged on the loan if it
had been made in an arm's length transaction. See IRC Section 7872.)

4. Later on, the donor can "forgive" all or part of the loan (principal), and the charity will then get to
keep the forgiven amount. If the donor does this, the donor will be entitled to a Federal income tax
deduction for the value of the gift (the forgiven amount) at that time.

5. During the period that the loan is outstanding, the charity will receive all of the income generated
by the loaned amount. The donor will avoid paying taxes on that income — which will reduce his or
her income taxes.

Key Features

1. Donor lends a significant amount of cash, interest free, to a favorite charity, to help the
organization meet current expenses, etc.

2. Donor reserves the right to call the loan on demand.

3. The charity can use the principal and the income generated by the loaned amount for its exempt
PUurposes.

4. The donor can always call the loan and get the principal back if he or she needs the money for
personal use, or if circumstances otherwise change.

5. The donor does not get an income tax deduction for making the interest-free loan to charity.
However, since the donor has parted with the loaned assets (usually cash), the donor will not be taxed
on the income generated by those assets.

6. If the donor later forgives all or part of the loan, he or she will be entitled to an income tax
deduction for the "gift" at that time.

C. Benefits for the Donor

1. Satisfaction of providing financial assistance to a favorite charity - at least for a short time.

2. Security in the knowledge that, since the loan is payable on demand, the donor can always regain
the principal if he or she needs the money for personal use.
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3. Donor will avoid paying tax on the incqme generated by the loaned amount.
4. Donor could use this arrangement as a way to "endow" his or her annual gift.

5. This can be an appropriate option for donors who do not itemize deductions, or for donors who
cannot use additional charitable deductions currently — but who want to benefit a favorite charity now.

D. Benefits to your Organization
1. A way to increase your financial security immediately — you get cash to use up front.

2. A way to cultivate donors -— to help build the relationship --- hopefully leading to additional
irrevocable gifts later on.

3. A way to encourage donors to endow their annual gifts - simply and easily.

E. Example
AN INTEREST-FREE LOAN - REPAYABLE ON DEMAND
SITUATION:

Mr. and Mrs. Smith, both in their 70's, have been making gifts of $500 per year to their church. They
would like to continue supporting the church, now and in the future, but are concerned about making an
irrevocable commitment at this time.

SUGGESTION:

Make an interest-free loan to the church, repayable on demand, in the amount of $10,000 (20 times their
annual gift of $500). If the church can invest the cash for a return of at least 5%, the loan will produce
$500 each year for the church, to be added to the annual fund in the donors' names (relieving them of the
necessity of writing out a contribution check each year.) In the event of an emergency or other change in
their circumstances, the donors can call the loan and get the $10,000 back. They can also provide in their
wills that the loan is to be canceled upon the death of the survivor of them, and at that time, the $10,000 is
to be added to the church's endowment, to endow their annual gift in perpetuity.

BENEFITS:

1. Donors do not have to write checks to the church each year, since their annual gift is now covered
by the income generated by the loan. Donors will continue to get full credit as $500 annual donors to
the church.

2. Donors can call the loan at any time, in the event that their circumstances should change and they
need to get the $10,000 back.

3. Donors may also enjoy some tax savings as a result of the loan. Let us assume that the donors had
been receiving interest of $500 per year on their $10,000 investment, paying tax on that $500 (in the
amount of $140 in their 28% bracket), and then making a gift of that $500 to the church each year. Let
us further assume that the donors do not itemize deductions on their income tax return, so that they do
not get any tax benefit from their annual gift to the church. If the donors now take that $10,000 and
use it to make an interest-free loan to the church, they will no longer be taxed on the $500 income, so
that they will enjoy some tax savings as a result of the loan.

4. Donors can provide in their wills that if the loan is still outstanding at the time of the death of the

survivor of them, the loan will be forgiven. They can also direct that the gift be used to "endow" their
annual gift to the church in perpetuity.
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5. Here, the donors are able to make a major financial commitment to their church, benefiting the
church during their lifetimes, as well as benefiting the church in the future when the loan is forgiven.

Charitable Lead Trust - a "Temporary" Gift to Charity

A. What they are and how they work:

1. The charitable lead trust is the mirror image of a charitable remainder trust. The lead trust pays
income to charity for a specified period of time (either for a specified number of years, or for the
lifetime of an individual). When the trust ends, the trust assets go to the individual(s) (usually family
members) named by the donor.

2. There are several different kinds of Lead Trusts. However, the non-grantor lead trust is the one
we will focus on here.

3. Although the lead trust must be irrevocable in order to produce the important tax benefits for the
donor's family, the gift to charity is temporary, and the trust assets later go to the donor's heirs, often at
substantial savings in gift and estate taxes.

B. Key Features

1. The donor transfers assets to a trustee that will manage and invest those assets and make payments
at least annually to one or more qualified charitable organizations named by the donor.

2. The annual payment to the charity must be either a fixed dollar amount (Charitable Lead Annuity
Trust) or a fixed percentage (Charitable Lead Unitrust.)

3. When the trust ends (either at the end of a specified number of years, or upon the death of a named
individual), the remaining assets go the donor's family. Because charity has benefited up front, the
trust assets can often go to the donor’s heirs later at substantial savings in Federal gift and estate taxes.

4. There is no Federal income tax deduction for the donor who establishes a non-grantor charitable
lead trust. However, the donor does receive an income tax "benefit", since the income generated by
the non-grantor lead trust is not considered to be "income" to the donor, and, therefore, is not taxed to
the donor.

5. The non-grantor lead trust is often used as a way to transfer assets from the donor to his or her
children and/or grandchildren at a much lower transfer tax cost. This gift option will provide the most
benefits for the donor who has a large estate (in excess of $4 million.)
6. Charitable lead trusts can be established by a donor during lifetime or by Will.

C. Benefits for the Donor

1. The charitably motivated donor can make a major gift to favorite organizations now and still
preserve assets for heirs later.

2. The lead trust may enable a donor to transfer specific assets (such as stock in a family-owned
business or income-producing real estate) to heirs with little or no transfer taxes. Can be an important
estate planning tool.

3. The lead trust gift may result in a substantial reduction in gift and estate taxes --- allowing the
donor, ultimately, to transfer more assets to the family and less to the IRS.

4. If the lead trust is created during the donor's lifetime, the trust assets will not have to go through
probate.
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Benefits to your Organization
1. This is an immediate gift for the charity, since lead trust payments begin when the trust is created.

2. An interesting option to discuss with your wealthy donors who have concerns about paying huge
estate taxes. May provide an important service to them.

3. May be an appropriate planned gift opportunity to use in a capital campaign.

Example

THE CHARITABLE LEAD TRUST

Mr. and Mrs. Jones, both in their sixties, would like to make a major gift to their favorite charity. Because
they have a large estate (approximately $5 million) they are also quite concerned about transferring as
much of their assets as possible to their children - at the lowest possible tax cost. They already make
individual gifts of $10,000 per year to family members, and they have also used up their unified credit by
making additional gifts to their children. If they do no further estate planning, the estate will ultimately be
subject to a 55% marginal tax rate - and what is left will go to their children.

In talking with their attorney about their estate plan the Jones' discover that they can set up a Trust that will
pay income to their favorite charity for a period of time, and then the Trust assets will go to family
members. Because the charity will benefit up front, the Trust assets will go to the family later on at
substantial savings in gift and estate taxes. Here is how the gift can work:

Donors transfer LEAD Trust pays $30,000 per year
$500,000 _— ———» to charity for specified time

TRUST

Trust ends - and all Trust
assets go to donors' children

BENEFITS:

i

Because the charity receives income from the Trust first, the tax cost of giving the trust assets to
the donors' children later is substantially reduced.

a. Let's assume that the Trust will pay $30,000 per year to charity for 20 years, and then all of
the Trust assets go to their children. Here the donors are deemed to have made a gift to
charity of $303,525, and a taxable gift to their children of $196,475.

b. Let's also assume that the total return of the Trust (income plus growth of principal) is 9%
annually, and that the Trust assets appreciate to $1,132,927 at the end of the Trust term
(when the assets are paid to the children.)

¢.  When the children receive the $1,132,927 from the Trust, the $632,927 in growth passes to
them completely free of gift or estate taxes.

Here, donors are able to transfer over $1.1 million to their children at substantial savings in
Federal gift and estate taxes. They are also able to make a significant gift to their favorite charity.
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The Totten Trust — Another interesting option -— available in states (like New York) which permit this
kind of arrangement.

A. How Totten Trusts work

1. Donor deposits cash in a bank account, naming himself or herself as trustee for the benefit of a
favorite charity.

2. The donor reserves the right to withdraw from the account or to cancel it at any time.

3. Upon the death of the donor, if the account is still open, the cash in the account goes to the charity.
B. Key Features

1. The donor can use the account as his or her own, during lifetime.

2. The donor can add to the account, withdraw from the account, or cancel the account at any time.

3. The donor does not get an income tax deduction for setting up the account, since it can be revoked
at any time.

4. The donor can make the gift irrevocable at any time by making an unequivocal, irrevocable gift to
the charity. If this is done, the donor will be entitled to an income tax deduction for the gift.

5. If the Totten Trust account is in existence when the donor dies, the assets in the account will go to
the named charity, and the donor's estate will be entitled to a Federal estate tax deduction for the gift.

C. Benefits for the Donor
1. Donor can use the account for his or her own purposes during lifetime.

2. This arrangement provides flexibility for the donor. He or she can always cancel the account and
take the money back, if circumstances change.

3. The donor gets no income tax deduction for setting up the Totten Trust. However, if the account is
in existence at the time of the donor's death, the money will go to the named charity, and the donor's
estate will be entitled to a Federal estate tax deduction for the gift.

D. Benefits for the Charity

1. A way to encourage your donors and prospects who cannot part with income or assets now to make
a gift for the future benefit of your organization — and to keep control of those assets for life. This kind
of arrangement may provide large gifts that would otherwise not be received.

3. Can be a good cultivation tool, to get your donors thinking about your organization in long-range
terms, possibly leading to irrevocable gifts later on.

Ellen G. Estes, LL.B.
Estes Associates
41 Spoke Drive
Woodbridge, CT 06525

Phone: (203) 393-3159
FAX: (203) 393-3857
e-mail: ellen.estes@ juno.com
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CRUTS, CRATS AND PIFS

by

Winton C. Smith, Jr., ]. D.

CHARITABLE REMAINDER UNITRUST

The Gift That Pays You Back

When you make a gift to our organization, there is nothing more gratifying than the knowledge
that you are making a meaningful contribution toward the future. Because your gift is important
to us, we want to be certain that it makes a contribution to your future as well. One of the ways
to accomplish this is through a charitable remainder unitrust.!

The charitable remainder unitrust allows you to set aside a portion of your assets as a gift for our
organization while you maintain — and even enhance — your present and future income. Here
are some potential benefits you receive from a charitable remainder unitrust:

*  Increase current income from appreciated assets

*  Obtain a generous income tax charitable deduction
*  Bypass an onerous penalty capital gains tax

*  Save estate taxes and probate costs

*  Further our organization’s goals

How Trusts Work

When you establish a charitable remainder unitrust, you donate cash or property to fund the
trust. You then decide what percentage of the fair market value of the trust assets you wish to
receive as income. For example, you may donate $1 million in cash to a unitrust and receive 8%
income per year.

With the unitrust, you have a wonderful hedge against inflation. As the value of the trust rises,
so does your income. In this way, if the trust increases dramatically, you are assured of receiving
a share of that increase.

Conversely, if the value of the unitrust declines for some reason, you still receive your fixed per-
centage, but your income payment is smaller. You may also give additional assets to the unitrust
after it has been established, adding to the trust’s value and increasing the income paid to you.
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Advantages of a Unitrust

The charitable remainder unitrust is an ideal gift in many circumstances. Consider a unitrust if:

*  You have made a charitable bequest in your will

*  You want to increase income for yourself, your spouse, or another person

*  You want to enhance your retirement income

*  You own highly appreciated stock or real estate that provides a low income
*  You own a highly appreciated business

*  You are considering selling any of your appreciated assets.

Saving Capital Gains Tax

Does this sound familiar? You own an appreciated asset, such as stock or real estate, and you
would like to sell it. Your cost basis, however, is so much lower than the current fair market
value that you will be hit by an onerous capital gains tax after the sale. You are virtually trapped
by this wonderful asset.

Ilustration

Mr. Smithson purchased ABC stock 15 years ago for $200,000. This growth stock is now worth
$1 million and pays him approximately 2% income per year, or $20,000. While selling the stock
would net an impressive $800,000 profit, it would also trigger a hefty capital gains tax of $160,000.

Mr. Smithson does not wish to incur this penalty tax, yet he would like to increase the income
from this stock. His solution is to transfer the stock into a charitable remainder unitrust. The
trustee then sells the highly appreciated stock free of any capital gains tax.?

Mr. Smithson sets up the trust to pay income equal to 8% of the value of the trust assets. Since
the trust assets in the first year equal $1 million, his income from the unitrust is $80,000, four
times more than he earned from the stock prior to making the gift.

In addition to freeing him from the penalty capital gains tax, the gift also provides him with a
substantial income tax charitable deduction between 40% and 60% of the value of the property
transferred into the trust. He takes a deduction of up to 30% of his adjusted gross income for a
period of six years until the full amount is deducted. Mr. Smithson has quadrupled his income
from that asset. He has also saved substantial federal income tax, avoided the capital gains tax,
and eliminated estate tax.

You should consider transferring highly appreciated assets into a charitable remainder unitrust
when you are considering the sale of any of the following:

*  Appreciated growth stock
*  Appreciated real estate
*  Appreciated family business

*  Any property with appreciated value.
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Mr. and Mrs. Smithson’s Unitrust
|

CRUT
1,000,000

Trustee

8% $80,000

Life
Income
Charitable Organization

Results

e Increase in Income from $20,000 to $ 80,000
¢ Income Tax Savings of $200,000

¢ Capital Gain Tax Saving of $160,000

e Estate Tax Savings of $500,000

Income Tax Savings

As you have seen, the income tax savings from a unitrust can be significant. If you itemize de-
ductions, you obtain a charitable deduction in the year you make the contribution, a deduction
that can be carried over for five additional tax years. The amount of the deduction is based on
the fair market value of the trust assets, the age of the income recipient, the percentage of income
to be paid, the applicable federal rate (AFR) and the number of payments per year.

All these factors are calculated by the Internal Revenue Service and published in tables. Using
those tables, the following chart illustrates the tax deduction available for a gift of $200,000 from
which the contributor wishes to receive a 7% annual income. The deductions are based on an
AFR of 7%.

If the contributor wishes the income to go to two people, the deduction would be slightly re-

duced. Unitrusts also can be established to run for a specific number of one to twenty years,
rather than for the life of a recipient, which would change the amount of the deduction.
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CHARITABLE DEDUCTION

50 $40,000
55 $50,000
60 $62,000
65 $76,000
70 $90,000
75 $106,000
80 $122,000

Depending on the property given (cash, stock, real estate, tax-free bonds, etc.), you can deduct
30%-50% of your adjusted gross income.® If the entire deduction is not used in the first year, it
can be carried over for five more years until the deduction is expended.*

Estate Tax Savings

If you establish a unitrust with yourself as the income beneficiary, your estate will pay no estate
taxes on the property since it will pass immediately to a charitable organization. If your spouse is
also a beneficiary, the combined marital and charitable tax deductions will eliminate estate taxes
in both estates.

Gift Tax Issues

If someone other than your spouse is an income beneficiary, the unitrust income payments may
be subject to gift or estate tax. However, the amount of either tax is reduced by the value of the
unitrust that eventually passes to a charitable organization. It is important that the trust contain
special language to eliminate gift tax.

Results

*  Provides Income to Non-Spouse

*  Income Tax Deduction of 500,000

*  Gift to Non-Spouse of 500,000

Possible Annual Exclusion for first year’s income payment

*  Possible Gift Tax Unless Mr. Smithson Uses Unified Tax Credit to Avoid Payment of Gift Tax
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Mr. Smithson’s Unitrust

CRUT

1,000,000

8% —  $80,000
Life
Income

Parent
Brother

‘ ‘ Sister
Charitable Organization Children

Significant
Other

Other Taxing Matters

When you receive income from a charitable remainder unitrust, the income is taxed according to
how it is earned by the trust. It is often possible for the trust to pay income to you at favorable
capital gains rates or, in some cases, tax-free. The Internal Revenue Service has a four-tier system
it uses to determine how this income is taxed.®

1) Ordinary income

2) Long-term capital gains

3) Tax-free income

4) Tax-free distribution of principal

This means that the money earned by the trust is distributed to you in the form of ordinary in-
come first, followed by capital gains income, and finally by tax-free income.’

Consider the Four Types of Charitable Remainder Unitrusts

*  The Standard CRUT

*  The Net Income CRUT

*  The Net Income plus Makeup CRUT
*  The Flip CRUT
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Establish a Unitrust in Your Will

If life income is not an important factor for you, you can create a unitrust in your will to provide
a life income for your survivors. If your estate exceeds the unified tax credit, the unitrust offers
an excellent way to save estate tax and increase a survivor’s income.

Consider the 10% Minimum Remainder Requirement

The Taxpayer Relief Act of 1997 says that the value of the charitable interest must be at least 10%
of the initial fair market value of the property at the time of transfer. This new limit applies to
both CRUTs and CRATS. Itis important to check carefully in all cases to make certain that the

10% charitable remainder requirement is satisfied.

Establish a Unitrust To Provide for Your Retirement

You can make the most of your retirement income while saving taxes through the use of a chari-
table remainder unitrust. A typical plan uses a “net income-plus makeup” unitrust, and one of
its most appealing features is its flexibility.?

You select:

*  The amount you will add to the plan each year

*  The trustee

*  The amount of retirement income you will receive

You can then:

*  Take a current income tax deduction
*  Maximize your retirement income

*  Avoid the penalty capital gains tax

How This Plan Differs

This charitable remainder unitrust plan differs from other plans in that you establish it 10-15
years before you retire. Until your retirement, you continue to add to the trust assets, but you
also receive a modest income from those assets. The amount you receive may be an annual per-
centage of the trust’s fair market value or the income it generates, whichever is less.

While you are still working, your purpose is to increase the value of the trust as much as possible.
The trust assets can be sold and invested for maximum growth, and you pay no capital gains tax.
Also, you may choose to reinvest your income from the trust back into the trust principal. By
donating this trust income, you may help offset federal income tax.

After you retire, the fund’s objective changes — it is now invested to yield the maximum income
to you and your spouse. Your trustee can use the “makeup” provision to make up any shortfall

in your income from earlier years.

Thus, it provides you with maximum retirement income for the rest of your life and that of your
spouse. After both donor and spouse die, the remainder of the trust passes to charity.
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Charitable Remainder Unitrust Plan

Planning for Retirement

Ages 55 - 55

100,000

75,000

50,000

Y vy

25,000

8% Magnificent
Retirement
+ Income

Charitable Organization

CHARITABLE REMAINDER ANNUITY TRUST

The Reliable Life Income Gift

The charitable remainder annuity trust is also known as a life income gift because once you have
made the gift, it pays you income for the rest of your life, or the life of another, if you desire.’
When you contribute assets to an annuity trust, you determine what percentage of the trust’s
initial fair market value you would like to receive as income. That’s all there is to it.

Some Concrete Benefits

There are a number of benefits to be obtained from annuity trusts:
*  Anannuity trust provides reliable, stable income that is not subject to market fluctuations
*  Your gift generates an income tax deduction that can be carried forward five additional years

* By transferring appreciated assets to the trust, you avoid the penalty capital gains tax on the
sale of those assets
*  You often avoid estate taxes.

83



Other Taxing Matters

1

When you receive income from a charitable remainder annuity trust, the income is taxed accord-
ing to how the trust earned it.

The Internal Revenue Service has a four-tier system it uses to determine how this income is taxed.
1) Ordinary income

2) Long-term capital gains

3) Non-taxable income

4) Tax-free distribution of principal

This means that the money earned by the trust is distributed to you in the form of ordinary in-
come first, then by capital gains, and finally by tax-free income."

Illustration

Mrs. Roberts’ charitable remainder annuity trust, which pays her $80,000 per year, earned ordi-
nary income equal to $100,000 in its first year. It also earned $200,000 in capital gains income.

The trustee is obligated to distribute all ordinary income first. Therefore, her $80,000 payment is
made from the ordinary income, and she pays taxes on it at her ordinary rate, which is 36%.

In its second year, the trust earns $20,000 in ordinary income without any other type of earnings.
This is added to the remaining ordinary income from the previous year (or years), for a total of
$40,000 in ordinary income. The trustee’s payment to Mrs. Roberts consists of $40,000 in ordinary
income and $40,000 in capital gains, which were earned by the trust in the previous year.

Why Tax-Exempt Bonds Are Tax-Wise

The IRS tax structure makes the funding of your annuity trust extremely important. If you al-
ready own tax-exempt bonds, you understand the benefits of income that is free from federal and
state income taxes. When you use these bonds to fund a charitable remainder annuity trust, you
can realize even greater savings.

*  Current income tax deduction, useable over a period of six years
*  Tax-free income
* A magnificent gift to our organization
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IMlustration

Mrs. Gray funds her charitable remainder annuity trust with tax-exempt bonds worth $100,000.
Her tax deduction is calculated using IRS standards based on her age, the amount of the trust,
the applicable federal rate and the income she will receive. The deduction totals $45,000, and
because she is in the 36% tax bracket, this provides a current income tax savings of $16,200. She
then receives $7,000 annually, which is tax-free, because the money earned by the trust is tax-free.

There may be a time when she pays a tax on the income from the trust, such as when a bond ma-
tures and is sold. This would be distributed at the more favorable capital gains rate, however,
and once that income is distributed, her income returns to its tax-free status.

Mrs. Gray's Charitable Remainder Annuity Trust

(Funded with Tax-Exempt Bonds)

Y

100,000

TAX-FREE BONDS

Trustee
7% $7,000
Tax-Free
Income
Charitable Organization
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Determining Your Tax Deductions

The amount of your charitable deduction depends upon the age of the income beneficiary or
beneficiaries and the percentage of income received from the trust. The smaller the income per-
centage, the larger your deduction. The table below shows the percentage of the gift that can be
deducted when the trust has one income beneficiary.

For example, if you are age 70 and you elect to receive 7% income from your charitable remainder
annuity trust, you can deduct 45% of the gift used to fund the trust. For a $100,000 gift, you
would receive a $45,000 deduction.

Saving Gift and Estate Taxes

Charitable remainder annuity trusts offer a way to save estate taxes as well as income taxes. The
savings depends upon who receives the trust income.

1) You are the sole beneficiary. Your estate will pay no estate tax.

2) You and your spouse are beneficiaries. When you die, combined marital and charitable de-
ductions eliminate the estate tax.

3) A person who is not your spouse is the trust’s income beneficiary. This gift is subject to gift
or estate tax, but the tax is reduced by the amount of the trust that will eventually provide for
the charitable organization.

AGE PERCENTAGE OF INCOME FROM GIFT
50 042 030 019 000 000000
55 046 035 024 000 000000
60 050 040 030 0.00 00{; ;‘;}_0.;06'
65 055 046 037 oooaﬂonm
70 061 053 045 037 0.00__:..'50.0_0.
75 066 059 053 046 000000
80 072 067 061 056 050 ‘:03._60

CAUTION: The grey shaded area does not provide a 5% charitable gift or
pass the 10% MDI test, and therefore a qualified charitable remainder
annuity trust is not possible with the specified payments. This calculation
changes with the rate of the month.
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PENSION PLANS AND CRUTS

For many donors, the best method of giving is a Pension Plan gift. Pension plans are often subject
to extremely high tax rates which result in an unintended major gift to the federal government.
Pension plan tax rates are often in the 60% to 70% range, and the result is unplanned philan-
thropy for the federal government.

Confiscatory Taxation

Pension plans are often subject to tax rates which practically confiscate the pension plan for the
government. Many qualified pension plans are eventually subject to the following taxes:

1. Federal Estate Tax ........ccoevrenserinincens 55% Rate
2. Federal Income Tax ....cccococenuiernanens 40% Rate
3. State Inheritance Tax.......c.coccreeunnanns 10% Rate
3. State Income Tax .....c.ococvcrcesinsennannns 10% Rate

Pension Plan Strategies for You and Your Spouse

Many married couples defer receiving income from qualified pension plans until they reach the
mandatory age of 70Y2. The couple then takes the minimum income distribution over their joint
lives, and thus the plan continues to grow and eventually faces confiscatory taxation. The key to
avoiding excessive taxation is often to name your spouse as primary beneficiary of the plan and
then name a charity as secondary beneficiary.

An alternative tax-saving strategy is to name a charitable remainder unitrust or annuity trust as
primary beneficiary of the plan at your death. The trust then provides an income to the surviving
spouse for his or her lifetime. The trust saves federal estate tax and federal income tax and also
continues to provide tax-free growth, and thus it provides an increased income to the surviving
spouse while making an important eventual charitable gift.

An additional tax-saving strategy is to name a charitable remainder unitrust or annuity trust as
primary beneficiary of qualified plan assets with income paid to your children or others for a
specific term of one to twenty years with an important eventual gift for charity.

Pension Plan Strategies for the Single Person

Many single persons defer receiving income from qualified pension plans until they reach the
mandatory age of 70%z. The single person then takes the minimum income distribution over his
or her life, and thus the plan continues to grow and eventually face confiscatory taxation. The key
to avoiding excessive taxation is often to name a charitable remainder unitrust or annuity trust as
primary beneficiary of the plan at your death.

The Trust then provides an income to a survivor for his or her lifetime. The Trust often saves

federal estate tax and federal income tax, and thus provides an increased income to the survivor
while making an important eventual gift for charity.
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IRA’s, KEOGH's, 403b and Defined Contribution Plans

Y

Partial
Estate Tax
CHARITABLE REMAINDER Deduction
UNITRUST
or

CHARITABLE REMAINDER
ANNUITY TRUST

recipient of retirement fund

6% Income ﬁ Spouse, Parent,
Brother, Sister,

Other

Y

s 100%
Chisxgy Charitable
Deduction
POOLED INCOME FUNDS

Working Together for the Future

A pooled income fund* combines your gift with the gifts of other donors who are interested in
supporting our organization. The funds are invested jointly, and each contributor receives a pro
rata share of the income based upon the fund’s performance. In this way, you can make a signifi-
cant gift and enjoy the benefits of a life income in return. You have the satisfaction of seeing your
gift put to work during your lifetime, and you also take advantage of a current income tax chari-
table deduction, avoid capital gains tax, and possibly increase income for yourself or another
beneficiary.

Some Benefits

Simplicity. No separate trust is needed. You can contribute cash, securities or another asset to a
pooled income fund through a simple one-page agreement.
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Low Cost. Some pooled income funds accept gifts as small as $5,000, and you are free to add even
smaller amounts to the fund at any time after the initial gift. We will be happy to provide you
with information about minimum contributions to our pooled income fund.

Attractive Income. You receive income based on the performance of the pooled income fund, not
on a set rate of return. Some pooled income funds pay 8% or more, four times higher than the
typical return on investment in growth stock. Their flexible payout structure also provides an
attractive hedge against inflation.

Current income tax charitable deduction. The amount of your deduction depends upon your
age and the fund’s historical rate of return.”® Assuming the fund has earned an average 8% over
the past three years and you are 65, you could obtain a current tax deduction of 35% of your gift.

Following is a chart showing current income tax charitable deductions based upon a gift of
$10,000 to a fund that pays 8% to one beneficiary.

AGE INCOME TAX DEDUCTION

50 $1,800
55 $2,300
80 $2,800
65 $3,500
70 $4,200
75 $5,000
80 $5,900
85 $6,700
Capital Gains Tax Savings

By contributing a highly appreciated asset such as stock or real estate to a pooled income fund,
you avoid any capital gains tax on the sale of that asset.’* Also, the income you receive from the
fund may be higher than the income you receive from the asset itself.

Ilustration

Seven years ago, Mr. and Mrs. John James paid $3,000 for AZX Co. stock that is now worth
$50,000. The dividends pay them 2%, or $1,000 per year, and they would like to sell the stock in
order to increase their income. Because they paid only $3,000 for it, they face a 20% capital gains
tax on the $47,000 difference, for a tax of $9,400.

Instead of selling the stock, they contribute it to our pooled income fund. The fund sells the stock
completely free of any capital gains tax, and the Jameses receive a life income that averages 9%,
or $4,000 per year, more than quadrupling their income from the investment.
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Mr. and Mrs. John James

Pooled Income Fund
500,000 * 10,000
50,000 + 25,000
5,000

All Income ————— = Mr. & Mrs.

John James

Life Income

Charitable Organization

Some More Benefits

Estate tax savings. Estate tax savings depend upon the relationship of the contributor to the ben-
eficiary or beneficiaries. When you are the income beneficiary, your estate pays no estate tax after
your death. If your spouse is also an income beneficiary, no estate tax will be owed due to the
combined marital and charitable deductions.”

If you name another relative or an unrelated person as beneficiary, some gift or estate tax may
be due, but it is reduced by the amount in the fund that will eventually pass to charity. It is also
important that the gift contain special language to eliminate the possibility of incurring any gift
tax. When your final beneficiary dies, the remainder of the assets go directly to benefit charity.

Professional portfolio management. The pooled income fund is managed by experienced invest-

ment experts. You also have the added security of a diversified portfolio that can only be accom-
plished through the combination of your gifts with those of other contributors.

Simple Reporting Procedures

All payouts from a pooled income fund are taxed as ordinary income. Every year the fund will
send you a statement explaining exactly how to report this income on your federal tax return.
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You Should Consider a Pooled Income Fund If

You would like to make a charitable gift that pays a life income to you or another person

You would like to increase the income you currently receive from appreciated assets such as
stock or real estate

You would like to save current income tax

You are considering the sale of appreciated assets to generate current or future income and
you would like to avoid the capital gains tax

You have made a bequest that will save estate tax and you would like to make a gift that will
provide you with a current income tax deduction as well

You would like to make a life income gift without establishing a trust.
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Ibid.

LR.C. Sec. 55

LR.C. Sec. 664(b)(1) - (4)

Ibid.

LR.C. Sec. 664(d)(3)

LR.C. Sec. 664(d)(1)

L.R.C. Sec. 664(b)

Ibid.

LR.C. Sec. 642(c)(5)

LR.C. Secs. 170(f)(2)(A) and 642(c)(5); see also Reg. §1.642(C) - 6(d)
LR.C. Sec. 642(c)(3)

LR.C. Sec. 2056

For Further Information

This information is not intended as specific legal advice. Consult your attorney when considering
any legal matter. State laws which govern wills and contracts vary and are subject to change. For
more information about these and other planned giving ideas, please contact:

Winton Smith & Associates
2670 Union Ave. Ext., #1200
Memphis, TN 38112
1-800-727-1040

© 1998, Winton C. Smith, Jr.

91



92






Y

I.’L‘l
‘;;.,"L‘. o

<

'
Ik
- )
L




II.

I

What is a Gift Annuity?

A. Contract
B. Donor gives a certain amount of money; Charity agrees to pay fixed income for life.
C. General obligation of the Charity.
1. Not dependent on charity’s earnings.
2 All assets of Charity could be used to pay annuity obligation, not just the
“annuity fund”.
3. Annuitants would likely stand in the same place as other unsecured creditors in
the event of a bankruptcy.
D. Not a trust
There is no separate pool of assets supporting an individual annuity contract, or
the annuity contracts in general.
2 “Annuity fund” is probably not protected from general creditors.
Types of Annuity Contracts
A. Single life - pays a fixed amount for one person’s life.
B. Two life - pays a fixed amount for two people’s lives.
1l Joint - pays income simultaneously to the two annuitants, either jointly or in
equal shares. After first death, full amount paid to the other annuitant.
2. Successor - pays all of the income to one annuitant until his death, then to the
other annuitant.
G Immediate - begins to pay the annuity immediately.
D. Deferred - payments begin at a specified later date. Note that the date must be fixed at
the time the contract is established. You cannot decide later.
E. Cannot have a charitable gift annuity for more than two lives.

Annuity Rates

A.

Suggested rates established by the ACGA, based on assumptions regarding:

1. Mortality.
2, Rate of return.
3: Expense load.

93



4. Residuum. For a long time, this assumption has been 50%. This means that, if
Charity’s earnings exactly meet assumptions, and the person dies when the
actuarial tables say they’re supposed to, and the expense assumption is also
accurate, then at the annuitant’s death the Charity will have 50% of the original
gift left.

B. Survey regarding experience of charities.

C. State regulation may affect rates, also.

D. IRS requires a minimum 10% gift. This could affect rates.

E. Assumptions for deferred rates.

E Charity individuation. May use higher or lower rates. May have age limits. But ACGA

rates are designed to assist charities and protect them from losing money on annuities.

Tax effects of gift annuities.

A. Income Tax

1.

Charitable deduction. Reg. § 1.170A-1(d)(1): “In the case of an
annuity...purchased from an organization described in section 170(c), there shall
be allowed as a deduction the excess of the amount paid over the value at the
time of purchase of the annuity...purchased.”

Value of the annuity. Reg. § 1.170A-1(d)(2); Reg. § 1.101-2(e)(1)(iii)(b)(2);
Reg. § 20.2031-7.

Taxation of annuity payments - IRC §72.

a) Exclusion Ratio - ratio of the “investment in the contract” to the
“expected return.” IRC §72(b); Reg. § 1.72-4

b) Expected Return - Reg. § 1.72-5.

(1) Single life - calculated by multiplying the annual annuity
payment by the multiple shown in Table V of Reg. § 1.72-9
(Called the “expected return multiple.”)

(2) Two-life - calculated by multiplying the annual annuity
payment by the multiple shown in Table VI of Reg. § 1.72-9.
(Called the “expected return multiple.”)

3) Adjustments required if payments are to be made less
frequently than monthly, or if first payment will cover a
partial period. See Reg. § 1.72-5(a)(2)(i).

@) Note that different tables apply to pre-1986 contracts.
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c)

d)

Investment in the Contract

1

@)

General rule of § 1.72-6. Investment in the contract is the
aggregate amount of premiums or other consideration paid,
reduced by any return of premiums or any other amounts
received which were excludable from income.

However, in the case of a gift annuity, the “value of the
annuity” (see above) is the investment in the contract. The
amount deductible as a charitable contribution is not part of
the invesment in the contract. See Rev. Rul. 62-137, 1962-2
CB 28, which provides older valuation rules for charitable
annuities, and states, “The values prescribed herein will apply
for the purpose of determining the aggregate amount of
consideration paid for the contract (investment in the contract)
for purposes of section 72 of the Internal Revenue Code of
1954. Also see Rev. Rul. 70-15, 1970-1 CB 20, which states,
“The amount in excess of the fair market value of an annuity
contract purchased from an organization described in section
170(c) of the Code may not be treated as an ‘investment in the
contract’; such amount may be deducted as a charitable
contribution.”

Exclusion limited to investment; unrecovered investment.

&y

()]

€)

The total exclusion over the life of the contract cannot exceed
the total investment in the contract. Thus, if the annuitant has
recovered the entire investment in the contract, thereafter, his
annuity payments are fully includible.

Conversely, if the annuitant dies before the investment in the
contract is fully recovered, the unrecovered investment is
allowed as a deduction on his final income tax return.

These rules do not apply to any annuities with a start date
before 1986. For those contracts, the exclusion ratio remains
the same for the life of the contract.

Capital Gains implications

a)

b)

Exchange of property for an annuity is considered a bargain sale. See
Reg. § 1.170A-1(d)(3) and Reg. § 1.1011-2(a)(4)(i).

The “consideration” received in the bargain sale is the “value of the
annuity” (determined in accordance with §2031 and the regulations
thereunder.) The “basis” in the property sold is determined by
multiplying the donor’s basis in the property exchanged by a fraction
whose numerator is the value of the annuity and whose denominator is
the face value of the annuity.

95



c) Example: Donor transfers appreciated securities to charity in exchange
for an annuity that pays $5,000 per year for life. The fair market value
of the securities transferred (and the face amount of the annuity) is
$100,000. The donor’s basis in the property transferred is $20,000.
The value of the annuity is $59,755, per IRS tables, and the charitable
contribution is $40,245 ($100,000 minus $59,755). The donor’s basis
in the portion of the property “sold” is $20,000 X $59,755/$100,000, or
$11,951. The consideration received for the portion “sold” is $59,753,
and so the gain which must be recognized is $47,804 ($59,755 minus
$11,951).

d) If the annuity is nonassignable, the gain is reported ratably over the
period of years measured by the “expected return multiple”, or the
donor’s life expectancy.

e) Only the donor’s life expectancy is considered. The survivor
annuitant’s life expectancy is not considered.

f) The maximum capital gain reportable in any year cannot exceed the
amount treated as return of investment each year, in other words, the
excludible amount.

g) Upon the death of the annuitant, no further gain must be reported.
However, if there is a survivor annuitant, the unreported gain will
continue to be reported on the same basis by the survivor annuitant.

B. Estate and Gift Tax

1.

Single life annuity established by the donor during his lifetime. There is nothing
to include in the donor’s taxable estate, since his right to income terminates with
death, and there is no remaining value in the contract.

Annuity established by donor during life with a survivor annuitant. The value
of the survivor’s interest is included in the donor’s gross estate. IRC § 2039. If
the survivor is the donor’s spouse, the marital deduction is available. IRC §

2056(b)(7)(c).

Annuity established at death for another beneficiary. If a testator provides in his
will or trust that an annuity should be established for someone else, e.g. a child,
niece, etc., the entire amount of the annuity is included in his gross estate, and a
charitable deduction is available for the charitable portion (same computation as
for income tax.)

a) If spouse is the only annuitant, marital deduction is available.
b) Beware of two-life annuity established testamentarily for spouse and
another beneficiary, e.g., wife then daughter. There is no marital

deduction available for the spouse’s interest. Charitable deduction is
still available, however.
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Where donor establishes annuity for another beneficiary inter vivos, there are
potential gift tax issues.

a) If a donor establishes a single life annuity for another beneficiary, e.g.,
a sister, daughter, niece, etc., a taxable gift has been made. The gift
does qualify for the annual exclusion ($10,000), as it is a present
interest.

b) If a donor establishes a two-life annuity for himself and a survivor
beneficiary, e.g., to donor during his lifetime and then to his daughter,
he has made a completed taxable gift to his daughter, and this gift does
not qualify for the annual exclusion, because it is not a present interest.
Gift tax return would need to be filed, and donor would either pay tax
or claim part of his unified credit. Problem can be avoided if donor
retains the right to revoke the survivor’s interest by his will. Then a
completed gift has not occurred, and there is no taxable event for gift
tax purposes. However, the survivor’s interest will be included in
donor’s gross estate at death (see discussion above.)

Beware of an income tax issue when annuities are established out of a
decedent’s estate or a testamentary trust. If the donor’s will or trust provides
that “10% of my residual estate shall be paid to ABC Charity to establish a
single life gift annuity for the benefit of my niece, Susie,” then 10% of the
income earned by the estate during administration will add to the face value of
the annuity. However, someone has to pay the income tax on this income
earned during administration. I believe there are three possible results:

a) If the annuity can be set up immediately (within one month of death?)
possibly income can be avoided by back dating the annuity to the date
of death.

b) If the annuity can be established immediately after the close of the

estate’s or trust’s tax year, the estate or trust could report and pay tax
on the income earned in the prior year, withholding the amount of tax
due from the share used to establish the annuity. A charitable income
tax deduction is available for that portion of the income which
represents the charitable portion of the annuity.

c) If the annuity is established mid year, the only possible result seems to
be that the beneficiary will have to receive a 1041-K-1 for the non-
charitable portion of the income which is added to the annuity, even
though she does not actually receive the income. This is the least
desirable result, as Susie will not understand why she has taxable
income to report when she has not yet begun to receive the income
from the annuity.

d) None of these issues exist if the bequest is stated as a specific dollar
amount, as specific bequests generally do not benefit from income
earned during administration. However, faimess would require setting
up the annuity as soon as possible so that the beneficiary begins
receiving income as the decedent intended.
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Managing the Annuity Fund

A.

Segregation of assets

1.

There is no general overriding requirement that annuity assets be segregated
from the general assets of the charity. The obligation to pay the annuity is a
contractual obligation backed by all of the charity’s assets, not just the annuity
fund.

State law may require that there be a segregated fund, and may dictate how
much must be in the fund.

Prudence requires that the charity maintain a separate fund, at least in an
accounting sense, designated the “annuity fund.” This should be done for the
following reasons:

a) This may provide greater protection to annuitants, as in some states
there may be an argument that these assets are unavailable to general
creditors if the charity goes bankrupt. This argument would be based
on constructive trust or a similar theory. Although the ultimate success
of these arguments is doubtful, bargaining position vis a vis other
creditors in a reorganization might be improved. Surely, if the assets
are not segregated, they will be gobbled up by general creditors.

b) A separate fund facilitates accounting and tracking of performance.

c) Charity may wish to employ a different investment strategy with
annuity assets than for the general fund or the endowment fund, or it
may be required to do so by state regulations. Charity may wish to
have the fund, or part of it, professionally managed, or may wish to
hire a different investment manager than for its other funds.

In some cases, further segregation within the annuity fund may be desirable.
For example, it may be desirable to create a separate sub-fund for California or
New York annuities, since those states have rigid investment restrictions. The
charity would then be free to invest the remaining annuity funds as it wishes.

How much should be in the annuity fund? Or, when does the charity get to take out its
share and spend the money for its charitable programs? There are two basic approaches:

1;

At a minimum, the charity should keep the required reserves in the annuity
fund. This is the amount that, actuarially, will enable it to meet the obligations
which it has incurred for all of its annuity contracts.

a) If this approach is taken, the charity will likely take some of the face
value of the annuity out up front, and will invest only a portion of the
funds received from the donor.

b) On a periodic basis (at least annually), the charity will recalculate its
required reserve based on the annuity contracts then in effect. If the
annuity fund exceeds this amount, the charity can withdraw funds and
add them to its general fund. If the fund is insufficient to meet the
required reserves, the charity will have to add money to the annuity
fund out of its general fund.
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c)

d)

Under this approach, the death of a donor will not result directly in
funds being made available to the charity. However, the termination of
that contract will affect the reserve calculation at the end of the year (or
whenever it is done.)

A key issue is what assumptions are used to calculate the reserves.

(1) There is one set of actuarial assumptions that are implicit in
the IRS tables, but these are not likely to be the ones used for
the charity’s reserve calculations. In other words, if a donor
acquires a $100,000 annuity, and the income tax charitable
deduction is $45,000, this does not mean that the charity can
keep $45,000 and spend it on general purposes.

2) There is another set of actuarial assumptions that determine
the annuity rates. These are discussed above. These
assumptions may or may not be the ones the charity wishes to
use in its reserve calculations.

3) State regulation may dictate a set of assumptions that must be
used. (E.g., California) In that case, the charity must use
assumptions which are at least as conservative as the state
regulation requires, at least for that portion of its fund. Keep
in mind that the charity may always choose to use
assumptions which are more conservative than state regulation
requires.

4) It is always best to be conservative in your assumptions,
considering the long term of the obligations incurred.
However, the assumptions must also be reasonable, or the
accountants will object.

The other approach is to account for each annuity contract individually.

a)

b)

c)

d)

Under this approach, the entire face amount of the annuity is invested.

Income earned in the fund is allocated to each contract, and payments
are deducted from that contract.

When an annuitant dies, the amount remaining in that contract is
transferred to the general fund.

In some instances, the contract may even be individually invested, e.g.,
a $100,000 30-year Treasury Bond may be purchase to support a
$100,000 annuity.

Which approach should you use?

a)

b)

How large is your fund? Are you constantly growing the fund through
new contracts?

Is your actuarial risk diversified?
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How confident are you in your investment performance? Do you
regularly beat the assumptions which determine the rates?

d) How conservative is your organization?

e) What would be the implications if you had to add money to your
annuity fund? Would your board and financial officer be able to accept
this as a natural consequence of taking the less conservative approach?

4. Accounting issues

a) FASB pronouncements may require the charity to recognize as income
in the year received any amount received for an annuity which exceeds
the actuarially required reserve.

b) However, there is a great amount of flexibility, within what is
reasonable, in calculating the reserve.

c) Even though the excess must be recognized as income, it is not

required to be spent, and could be retained in the segregated annuity
fund, if the organization wishes to take the more conservative
approach.

Investing the Annuity Fund

1. Objectives

a)

b)

Meet or beat the return assumption which determines the rates. All
things being equal, if you beat the assumption, your residuum will be
greater than 50%, and if you do not meet the assumption, it will be less
than 50%.

(D The key figure is total return, including gains. It is not
necessary to produce income equal to the return assumption.

(2) Return is looked at on an average, multi-year basis. There
may be years in which the assumption is not met. However,
if, in any year, you do not meet your own assumption used to
calculate the reserve, you may be forced to add money to the
fund.

Maintain sufficient liquidity to meet annuity payment obligations. In
theory, the current income from the fund will not be sufficient to meet
the annuity payment obligations for two reasons:

(D Focus is on total return, not income.

@) Rates contemplate dipping into principal, with only 50%
remaining at termination of contract,
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D.

a)

b)

<)

Specific investments

Stocks - acceptable within state regulation guidelines, and sufficient
diversification. (Note: California limits equity portion of portfolio to
10%). Stocks generally produce better return than bonds in the long
run, but are not likely to produce large amounts of current income, so
liquidity needs must be met elsewhere in the portfolio.

Bonds - generally produce better income than stocks. But value of
bonds may vary greatly with swings in interest rates. In one sense, it
doesn’t matter if you hold to maturity, because you will get full value.
But a dip in the bond market could greatly affect your reserve
calculation, so you need to think carefully before buying long term
bonds.

Real estate - In some cases, real estate could be an appropriate
investment for the annuity fund. It probably should be income
producing, such as a triple net leased commercial property, or
apartment building. This may produce a better return, but there are
different risks associated with real estate. And there are management
issues, as well. Mortgages and land contracts may also be held in the
annuity fund.

3. Should you have professional management?
a) In-house expertise?
b) Portfolio mix - equities v. fixed income
c) Cost
d) Mutual funds as a way to approximate professional management.
e) Charity is still liable to make annuity payments if professional
managers do not perform to expectations.

4, Investment issues are far more difficult in the earlier years of the fund. It is
much easier to achieve diversification in a larger fund, and the actuarial risk is
less the larger the fund. Liquidity is also harder to achieve in a small fund,
because generally, the more liquid, the smaller the return.

5. Reinsurance
a) Possibly a way to manage actuarial risk, particularly on a very large

contract or when fund is just starting out.
b) Prohibited in some states (New York).
c) Charity is still liable if insurance company goes under.

State Regulation - Do you need to register in your state? In the other states where your
annuitants reside?
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E.

Administrative issues

1.

L2

5.

Making timely payments. Need a method to produce checks and keep records.

a)
b)
c)

d)

Check endorsements - how do you know the annuitant is still alive?
Direct deposit.
ACH payments.

Power of attorney/ guardian.

Calculation of charitable deductions, capital gains, etc.

Calculation of reserves.

Tax Reporting.

a) Annual 1099-R to all annuitants. Magnetic tape to IRS.

b) Keep track of when investment in the contract is recovered.
c) Capital gains.

Software.

Decisions for your annuity program

1.

2

&
- 5

4.

Minimum annuity contract

Frequency of payment, or minimum payment

What types of assets will you accept in exchange for an annuity?

Annuities for young beneficiaries.

Marketing

Comparison to other charitable giving vehicles.

1.

Pooled Income Fund

a)
b)
c)

d)

e)

PIF has a fluctuating (generally growing) income stream.
All income is taxable.
Capital gains totally avoided on gifts of appreciated property.

Assets are protected from general creditors, but no guarantee of
payments. Charity only obligated to pay income earned in the trust.

Can create PIF interest for more than two lives.
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L)

Charitable remainder unitrust

a)

b)

c)

d)

g

1

Separately invested. Larger amount required to create a CRUT than a
gift annuity.

Fluctuating income and valuation. In an income-only trust, beneficiary
receives only income earned in the trust, up to the limitation. In
straight unitrust, beneficiary receives percentage of FMV of trust
assets, valued annually, which can go up or down.

Generally, all payments received are taxable income. There may be
distributions of principal which are not taxed in a straight unitrust.
Also, a unitrust may invest in tax exempt securities (but watch out for
accumulated capital gains.)

Assets in trust protected from general creditors. Income obligation is
not backed by charity’s general assets.

Complete elimination of capital gains (unless the tier system of income
payouts dips into the capital gains layer.)

Can create for more than two lives (provided 10% rule is satisfied), or
for a term of years up to 20.

Can provide for contingent income beneficiaries, or a class of income
beneficiaries in a term of years trust.

Charitable remainder annuity trust

a)
b)

©)

d)

e)
)

Separately managed trust. Requires larger amount to set up.
Annual payment is a fixed amount which does not vary.

Initially, complete elimination of capital gains. However, if principal is
distributed, capital gains could be carried out under tier system.

Payment is not guaranteed by general assets of charity. If trust runs out
of money, payments cease.

Assets are protected from the charity’s general creditors.

Can create for more than two lives, or for a term of years.

In general, gift annuity, PIF, and charitable remainder trusts all provide similar,
albeit not identical, tax benefits, namely income tax deductions when
established inter vivos, estate tax deductions at death, and some shielding from
capital gains when funded with appreciated property.
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Elizabeth A. S. Brown
Assistant General Counsel
Moody Bible Institute
820 N. LaSalle Boulevard
Chicago, Illinois 60610
(312)329-4141
(312)329-4328 fax
ebrown@moody.edu

Which vehicle is best?

a)

b)
c)

d)

€)

If the amount being used to fund the gift is small, e.g., less than
$25,000, consider annuity or PIF.

For older beneficiaries (at least 65), consider annuity or annuity trust.
For younger beneficiaries, consider PIF or unitrust.

For illiquid assets, e.g., real estate, consider charitable remainder trust,
probably an income-only unitrust.

Where contingent beneficiaries are important, use term of years
remainder trust.
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FUNDAMENTALS OF MARKETING
A PLANNED GIVING PROGRAM
Presented By
G. Roger Schoenhals
Planned Giving Today,
Introduction
I.  Build A Good Foundation
A. Assess Your Strengths
1. Knowledge Base
2. Skill Level

Experience Quotient

L¥3 ]

4. Linkage to Organization

5. Other Factors
B. Review Your Resources

1. Personnel

2. Budget

3. Upper-Level Support

4. Planned Giving Tools
C. Know Your Institution

1. History and Mission

2. Programs and Personnel

Integrity Factor

(% ]

D. Embrace the Mission
E. Analyze Your Audience
1. Board Members (past and present)
2. Employees
upper-level management
planned giving personnel

other current employees
former employees

ao oe
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Donors

planned giving donors
major donors

regular annual donors
occasional donors

o g

Family/Friends of Key Donors
Volunteers

Beneficiaries (alumni, patients, etc.)
Community

Broader Audience

Define Your Objectives

1.

2.

3.

4.

Build Awareness

Provide Answers

Offer Assistance

Generate Action

Create a Marketing Plan

L.

2,

Mission Statement
Summarize Goals for the Year
List Action Steps to Achieve Each Goal

a. name of person(s) to perform function
d. date when action will be completed

Monthly Planning Calendar for the Year
Summarize Goals for Next Five Years

Appendices

Prepare for Results

1.

2.

w

Develop a Reporting Process

Obtain Computer Tracking System

Establish Follow-Up Activities
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II.  Opportunities Abound

A. Marketing Through Personal Relationships

1.

(V5]

Three Things About Relationships
a. pre-eminent
b. costly

c. rewarding

Basic Elements of Productive Relationships

a. ftrust
b. passion
¢. honor

Be Progressive

make positive first impression
establish rapport

gather information

tell stories

present a plan

urge action

assist advisors

provide affirmation

TR e a0 o

B. Marketing Through Printed Materials

1.

Periodicals

a. institutional
b. planned giving
1) from vendor
2) do yourself
c. format/content
1) articles
2) ads

Brochures
Personalized Letters
Stuffers

a. with receipts

b. testimonial cards
c. response forms

Increase Effectiveness

a. repeat regularly
b. wvary the look
c. address felt needs
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be personal

keep it simple

look professional
make response easy

o o

C. Marketing Through Planned Events
1. Seminars
2. Recognition Society Meetings
3. Small Dinners
4. Facility Tours
5. Signing Ceremonies
D. Marketing Through Public Media
1. Newspapers
a. news releases
b. display ads
c. feature articles

2. Radio

Internet

A" ]

a. web page
b. selected e-mail postings
1) donors
2) professional advisors
3) others
E. Marketing Through Positive Referrals
1. From Development Staff

2. From Satisfied Donors

From Professional Advisors

L

a. advisory board

b. personal networking
c. providing services
d. post gift follow-up

4, From Others

a. various employees
b. key volunteers
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IIl. Targeting Your Marketing

A. Role of Mass Marketing

B. Role of Target Marketing

1.

2,

Defining Your Target

Tailoring Your Message

C. Examples

IV. Miscellaneous

A. Focus Groups

B. Phone Solicitation

C. Cooperative Marketing

V. Some Do’s and Don’ts

A. Do’s

1.

Do Focus on Relationships

2. Do Get Out of the Office and Visit
3. Do Keep Things Simple
4. Do Budget Your Time
5. Do Blow Your Trumpet
6. Do Keep Growing Professionally
B. Don’ts
1. Don’t Swamp Yourself
2. Don’t Oversell
3. Don’t Ignore the Family
4. Don’t Push
5. Don’t Delay
6. Don’t Give Up
Conclusion

(Continued on next three pages.)
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GREAT MARKING IDEAS
By Planned Giving Today Readers

The following marketing ideas were supplied by readers of Planned Giving Today in response to a
readership survey. (From Gaining More Planned Gifts, Copyright 1997 by G. Roger Schoenhals.)

+ We have found great success in providing materials, training and services for attorneys, accountants
and other planning professionals. We provide calculations and explanatory materials regardless of the
intended charitable recipient. Consequently, we are now viewed as the resource for gift-planning advice
in our community.

¢ We run a column on planned giving for every issue of our newsletter. The column is in the same
space every issue. Generally, the article is about a donor or the work accomplished with a bequest. The
newsletter is quarterly and includes my picture along with the column. Using my picture helps to put
donors at ease when they recognize me on a first visit.

+ We concentrate on providing service to our existing donors which, in turn, leads to more gifts. We
assume that our existing donors have already made a commitment to our institution and that we need
only to professionally manage their agreement, get their checks out on time and show them our
appreciation in any (and every) way. When we do, repeat gifts and referrals come.

+ I personalize letters to segmented groups of about 100 people, offering to come for a visit. Then I
follow up with phone calls to as many as possible. To those who did not respond, I ask whether they
received the mailing and whether I could visit them to speak about their financial plan or to answer
questions and provide information on planned giving instruments. To those who responded to the
mailing, I call to arrange a visit. On average, I obtain about 15 contacts from 100 letters.

+ I provide "lunch and learn” sessions in brokerage and financial planning firms during the lunch hour. I
bring in food to the firm’s conference room for any staff who attend the program. I emphasize those
things in charitable giving that benefit the firm, such as replacement wealth policies, freeing up assets
they can trade and helping to solve client problems.

+ I ask prospective donors this question: "If you were to make a planned gift, what would you like it to
accomplish?" Then I open my three-ring binder of ideas ready with cost figures, 8x10-inch color
pictures and so forth. I look through this with them and try to match their wishes to a specific gift
opportunity. Once we find a match, I review their assets to see whether they can make the gift now —
or defer it through one of the planned giving vehicles. This process works better for me than trying to
"sell" the gift vehicle first.

+ We distribute more than 700 scholarships annually. Throughout the year, we meet with scholarship
donors to thank them and bring them up-to-date on their scholarship. Many times, these "thank-you"
visits result in another gift or in a discussion of their bequest plans. We also host a scholarship banquet
each fall to bring the donors and the scholarship recipients together. It’s very effective — a great
education for us and the scholarship recipients leave having a better understanding of what our program
is all about.

¢ Being associated with a radio broadcasting network, I produce "promos” for airing several times daily,
30-60 seconds each. Topics include wills and annuities, and end with the station’s telephone number for
those wanting more information. I developed a special telephone response coupon pad so we get the
proper information including birth dates. The phone receptionist checks off what the caller wants and
faxes it to my office where the request is filled. We are getting 50-100 leads per month, of which about
half are followed up with a personal visit from one of our area representatives.
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+ 1 make every attempt to relate the stories of actual donors and their advisors using common English.
People understand and relate to the circumstanees and motivations of others in similar situations, so [
strive to associate real people to each gift plan example I use. Too many non-donors focus on the plan
rather than on the gift, which usually wastes resources; so I take every opportunity to emphasize the gift
with the belief that the appropriate plan will follow.

+ Throughout the state we have five professional advisory councils which are composed of more than
250 professionals. For almost four years, we have been meeting quarterly for breakfast to discuss the

technical side of planned giving. Referrals from these groups now account for one half of our planned
gifts.

¢ The use of enclosures on planned giving in current gift receipts continues to be very effective. The
enclosure has a small amount of copy and then allows the donor to request a brochure on a planned
giving topic. This is an inexpensive but effective way to reach the best prospects.

+ We started a new gift annuity program last year and received about 11 annuities worth $600,000 in
the first year. We appealed to security for senior citizens (first), tax benefits (second) and support for
the institution (third). We used letters, workshops, articles and personal calls.

+ Train professional advisors (attorneys, trust officers, CPAs, CFPs, CLUs and securities brokers) in
charitable gift planning.

+ After explaining the reason I have been employed by a charity to arrange a visit with my prospect,
and the things I may be able to do to facilitate a generous gift (relating a few of my previous
experiences), I ask for permission to discuss possibilities with his or her CPA. I do this knowing that no
decision will be made without the CPA’s recommendation.

My visit to the CPA is in lieu of the client’s visit so there is no additional expense to him/her.
When he/she receives the CPA’s bill for the time spent, along with an affirmative recommendation, we
are well along the way to an agreement. If the CPA is negative, the cause would be lost anyway. If the
CPA is positive, dealing with the lawyer is much easier.

+ We had a good response to our last fiscal year’s disclosure request mailing, written under the presi-
dent’s signature. We received notice of more than 30 disclosures and more than 20 requests for in-
formation on wills from a mailing to 2,000 donors.

+ Other than going out and seeing prospects, our most effective strategy has been putting articles in
every alumni bulletin. Another effective strategy is the staff training I've done with development offi-
Cers.

+ We formed an honorary society to encourage donors to give $100,000 or more now or in their estate
planning as unrestricted gifts or as endowments to perpetuate their annual campaign gifts. Donors could
use direct gifts or deferred giving arrangements. The society was just inaugurated with 43 members.

+ Build long-lasting, one-to-one relationships with top prospects/donors over a period of years. Focus on
the top 100 or so of these wonderful people.

+ While I hesitate to refer to this as my most effective marketing strategy, an unusual way to market
planned giving and our recognition society began a few years ago when I attached our two society pins
to my reunion name tag.

I now wear them to every function. People always ask about them and it gives me a non-threatening
and appropriate way to mention our planned giving program. (I can trace several gifts directly to
conversations that began because of those pins on my name tags.)

+ [ work for a religious organization. Each month, our organizational newsletter goes to about 10,000
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households. I have an article in each edition — but not a formal column. If it were a column, a lot of
people would automatically skip it. This way, they may read any article that catches their eye.

+ 1 am building a network of persons who will provide referrals. These people do not need to be
specialists, just individuals who have a commitment to our organization and know that we can solve
problems.

+ Last year, our president wrote a letter on gift annuities. It resulted in more than $100,000 in gifts. +

G. Roger Schoenhals
Planned Giving Today

100 Second Ave. S., Ste 180
Edmonds, WA 98020
800-KALL-PGT
www.pgtoday.com
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BARGAIN SALES AND RETAINED LIFE ESTATE

I was first introduced to bargain sales when the College for which I was
working wanted to acquire some houses on the periphery of campus for special
interest student residences. However, the owners of these buildings were not
willing to consider an outright gift. Finances were clearly the key issue in the
transaction. Eventually, we worked out a bargain sale. The owners received what
they would have netted in an outright open market sale and the college acquired
the property at a net outgo 14% less than the open market price. We'll look at some

numbers in a minute to see, in concrete terms, how this worked.

But this led me to look much more broadly at bargain sales—and their
second cousins, retained life estates—as ways of working with owners of real

property (and sometimes other assets too) to mutual benefit.

First, just what is a bargain sale? Simply put, it is a sale of an asset by a

donor to a charity for less than fair market value. Example:

Asset worth - $100,000
I sell to charity for $75,000
Tax deduction = $25,000 (difference between sale price and FMV)

One other general principle of bargain sales we should know before looking

at some concise applications. How do we allocate capital gains?

Basic principle: Capital gains are appropriated equally between the sale
portion and the gift portion of the transaction. The donor still owes the
tax on the gain associated with the sale portion (as would normally be
the case in sales of appreciated property) and avoids the tax on the
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gain associated with the gift portion (as would normally be the case
with all charitable gifts).
Example:
Asset worth $100,000
Sell to charity for $75,000
Charitable gift = $25,000
Original cost basis = $50,000
Total gain = $50,000

Gain associated with sale = sale price/FMV x total gain
= 75,000/100,000 x 50,000 = 37,500

So donor still owes capital gains tax on $37,500, which can be partially offset
by $25,000 charitable tax deduction.

With those principles in mind, let’s look at some specific ways these vehicles
can help us find gifts we might otherwise miss:

Example A: Charity wishes to acquire asset at minimal cost; donor wishes to

net roughly what an open market sale would produce.

Facts: FMV = $300,000
Cost Basis = $100,000
Taxable Gain = $200,000

Open Market Sale
Purchase Price = $300,000
Capital Gains Tax = 20% of $200,000 = $40,000
Net Benefit = $240,000
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Bargain Sale

Purchase Price = $260,000

Capital Gains Tax = 20% of $173,300 = $34,700
Charitable deduction = $40,000

Charitable tax savings (at 39.6%) = $15,800

Net Benefit = $260,000 - $34,700 + $15,800 = $241,100

Example B: Donor wishes to recover cost basis or pay off debt
Same facts: FMV = $300,000
Cost Basis/debt = $100,000
Capital Gain = $200,000

Open Market Sale
Gross Revenue = $300,000
Capital Gains Tax = 20% of $200,000 = $40,000
New revenue = $240,000

Bargain Sale
Gross revenue = $100,000
Capital Gains Tax = 100/300 x 200 = $67,777 x 20% = $13,516
Charitable deduction = $200,000
Tax Savings (assuming AGI = $150,000) = $45,000 x 31% =
$13,950
Net Revenue = $100,000 - 13,516 + 13,950 = $100,434 +
$155,000 carry over deduction, worth over 6 years another
$47,050

Result: Donor makes $200,000 gift at net cost of $97,516
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Example C: Installment Bargain Sale
Same as outright bargain sale except that the sale component is paid
to donor in installments.
This is an excellent way of providing an income stream (just as with a trust
or annuity) where
a) the donor would like a fixed term greater than 20 years;
b) for whatever reason you wish to vary the payments from year to
year (such as a larger “down payment” up front);
c) the donor wishes to live on the property for a period of time or there
is the possibility of the charity’s selling the property to a
“disqualified person” under the private foundation trust rules.

Calculating the charitable deduction and the capital gain implications are
easy and computed much as one would similar factors in an ordinary mortgage

authorization table.

Youneed: 1. an applicable discount rate = federal short, mid, or long term
rate, depending on the term of the installment sale;
2. anet present value analysis based on the NPV of the stream
of principal payments.

In developing IBS scenarios, you can work from
1. the cash flow to the donor
2. the desired gift

If you are using the donor’s cash flow as your independent vehicle, you can
1. provide the same payment each year to a term of years (just

as most mortgages or annuities work);

116



B

2. provide an initial payment larger than the others and then

graduated payment for a period of years;

3. delay the initial payment for some period to give the charity
time to market the property.

Let’s look at some example of each of these:

INSTALLMENT BARGAIN SALE OPTIONS:

Applicable Discount Rate:

EXAMPLE 1: FIXED PAYMENTS FOR FIXED PERIOD OF TIME

Year

FAIR MARKET VALUE OF ASSET $300,000
INTEREST ACCRUED THIS PERIOD

NET UNPAID INTEREST

CASH PAYMENT

INTEREST

PRINCIPAL
NET PRESENT VALUE $240,868
CHARITABLE DEDUCTION $59,132

$14,452
$0
$21,000
$14,452
$6,548

514,059
$0
$21,000
$14,059
$6,941

6.00%

$13,643
$0
$21,000
$13,643
$7.357

$13,201
$0
$21,000
$13,201
$7,799

EXAMPLE 2: LARGER INITIAL PAYMENT THEN FIXED PAYMENTS FOR FIXED PERIOD OF TIME

Year

FAIR MARKET VALUE OF ASSET $300,000
INTEREST ACCRUED THIS PERIOD
NET UNPAID INTEREST
CASH PAYMENT
INTEREST
PRINCIPAL

NET PRESENT VALUE $241,711
CHARITABLE DEDUCTION $58,289

1

$14,503
$0
$100,000
$14,503
$85,497

2

$9,373
$0
$14,000
$9,373
$4,627

3

$9,095
$0
$14,000
$9,095
$4,905

4

$8,801
$0
$14,000
$8,801
$5,199

$12,733
$0
$21,000
$12,733
$8,267

$8,489
$0
$14,000
$8,489
$5.511

EXAMPLE 3: DEFERRED INITIAL PAYMENT THEN FIXED PAYMENTS FOR FIXED PERIOD OF TIME

Year

FAIR MARKET VALUE OF ASSET $300,000
INTEREST ACCRUED THIS PERIOD
NET UNPAID INTEREST
CASH PAYMENT
INTEREST (REAL OR IMPUTED)

PRINCIPAL
NET PRESENT VALUE $211,126
CHARITABLE DEDUCTION $88,874

1

$12,668
$12,668
$0
$0
$0

2

$13.428
$26,095
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$0
30
S0

3

$14,233
$40,328
$0
30
$0

4

$15,087
$31,416
$24,000
$24,000

$0

$14,552
$21,968
$24,000
$24,000

$0

$12,237
$0
$21,000
$12,237
$8,763

$8,158
30
$14,000
$8,158
$5,842

$13,986
$11.954
$24,000
$24,000

30

$11,712
30
$21,000
$11,712
$9.288

$7,808
$0
$14,000
$7.808
$6,192

$13,385
$1,339
$24,000
$24,000
$0

$11,154
s0
$21,000
$11,154
$9.846

$7.436
$0
$14.000
$7.436
$6,564

$12.748
S0
$24.000
$14.086
$9,914
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EXAMPLE 4: FIXED PAYMENTS OVER A FIXED TIME BASED ON CHARITABLE DEDUCTION

Year 1 2 3 4 5 6 7 8

FAIR MARKET VALUE OF ASSET $300,000

INTEREST ACCRUED THIS PERIOD $12000 $11,674 $11,328 $10961 $10573 $1

NET UNPAID INTEREST $0 $0 $0 "s0 o s 0.1:; sg,?';*g ss.z:{z)

CASH PAYMENT $17437 $17437 $17437 $17437 S17437 $17437 $17.437 $17.437
INTEREST (REAL OR IMPUTED) $12000 $11674 $11,328 $10961 $10.573 $10161 $9.725  $9.262
PRINCIPAL $5437  $5763  $6,100 $6475 $6864 $7276  $7.712 8175

NET PRESENT VALUE $200,000

CHARITABLE DEDUCTION $100,000

Retained Life Estates are another very handy but infrequently used
gift vehicle.

Like trusts or annuities, the donor is both giving away something of
value and keeping something for him or herself. In this case, what is
kept is not an income stream but rather the right to live in and “enjoy,”
as the lawyers say, the property for the remainder of his or her life.
This has value, and the younger the person is, the greater the value.

So how does this work?

Transfer is by a simple deed of trust from the donor to the charity,
with the addition of a short clause giving the donors the right to use
and enjoy the property for life. The property in question can be a

primary or secondary residence, a vacation home or a farm.

Usually, the charity and donor also sign a side agreement laying out
all other matters that might arise: e.g., |
Who pays the taxes (usually the donor);

Who maintains the property (usually the donor);
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Who take care of major repairs or replacements (new furnace,
roof, etc.);
Who carries insurance (usually donor, but also charity’s
umbrella);

What will happen if the donor no longer wishes to live there?

This last question is the one most people ask and is often the reason
life estate gifts do not reach fruition. So it is important to think about

the options early on.

Let’s see how this works:

Couple 75/75 own a home worth $250,000
deed to charity yields
charitable deduction = $82,568

Result: Donor makes ultimate gift of $250,000 at no current cost
no change in current life style

plus donor receives $25,596 in tax savings (31% rate)

Sounds like a good deal, but let’s return to the sticky questions of
“what if...” Let’s suppose five years go by and now our donor couple
wants to move to a retirement condo, or one of them dies, or needs

long-term care.

What are the options?
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First, remember that the life estate still has value, less than before
and diminishing every year, as life expectancy goes down, but value
nonetheless. And it is that value that provides the options.

Option 1: Charity purchases the remaining life estate from donors

Example: Donors, now 80, wish to move

If residence is still worth $250,000, retained life estate is now
worth $144,464.

However, if the home has increased in value over the five years,
say to $300,000, retained life estate is worth $175,155.

Whatever the value, if charity purchases the life estate, the
purchase payment is treated as capital gain, insofar as it is

applicable, and taxed accordingly.

Option 2: Donors rent property — another version of “use and

enjoyment”

Now, the current value of property and the value of the life
estate are inconsequential. Rents are the key. Donor collects

rent and maintains the property just as if there had never been

a gift.

Option 3: Donors donate retained life estate.
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Go back to example of $250,000 value and retained life estate
worth $144,464.

Or, alternatively, the $300,000 value yields a potential gift of
$175,155.

Option 4: Donors exchange the retained life estate for annuity income

stream

That $144,464 at 8.2% will yield an annual income of $11,846
and a new charitable gift of $59,952.

Or, if the property value has appreciated, the $175,155 at 8.2%
will yield an annual income of $111,363 and a new gift of
$72,688.

Conclusion:
What can we say about Bargain Sales and Retained Life Estates?

1. They are very flexible vehicles, with lots of room to be tailored to
the specific needs of the donor.

2. Because they are bilateral agreements between donor and charity,
they are not subject to the restrictions of the private foundation
rules which govern charitable trusts —

no self-dealing issues
no disqualified person issues
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Pitfalls: All turn on value, and where real estate is concerned, value

may vary a good deal over time. Property can increase or decrease.

Risk: exchanging the charitable gift portion of a retained life estate for
a gift annuity

Original 75/75 year old couple
$250,000 value
$79,451 deduction

Instead of using the whole deduction, they use it to contract for a gift
annuity which pays them $6,194 per year and still leaves a deduction
of $30,713.

Great, unless, as happened in Southern California, property values

decrease over time.

Bottom line: Don’t forget these very helpful vehicles. They are a wonderful

complement to trusts, annuities and PIF’s.

Bruce Bigelow

Hood College

401 Rosemont Avenue

Frederick, MD 21701

Phone: 301/696-3700

Fax: 301/696-3718

E-mail: bigelow@nimue.hood.edu

122









23RD CONFERENCE ON GIFT ANNUITIES
DONOR RELATIONS: CULTIVATION AND STEWARDSHIP
APRIL 15, 1998

THE RELATIONSHIP CIRCLE

Commitment To The Cause And To The Work Of The Organization
Educating Yourself About The Institution and Its Needs
Educating Yourself About How To Raise Money
Building Relationships With Donors:
® Between Them And The Institution
¢ Between Them And You
Involving Donors In The Work Of The Institution
Getting Donors To Give Early As Part Of Their Involvement
Understanding The Donors
Asking For A Gift
Waiting For An Answer
Thanking The Donor
Involving The Donor In The Work Of The Institution

The Best Future Donors Are Prior Donors

The Continual Caring For Donors

Shirley Anne Peppers
Director, West Coast Development
Harvard University Faculty of Arts and Sciences
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23RD CONFERENCE ON GIFT ANNUITIES
DONOR RELATIONS: CULTIVATION AND STEWARDSHIP
APRIL 15, 1998

SHIRLEY ANNE PEPPERS
DIRECTOR, WEST COAST DEVELOPMENT
HARVARD UNIVERSITY FACULTY OF ARTS AND SCIENCES

BUILDING RELATIONSHIPS WITH MAJOR DONORS

THROUGH COMMUNICATION

WHAT ARE THE GOALS OF COMMUNICATION?
1 BUILDING RELATIONSHIPS:

All of us want and need a variety of personal associations in our lives. In fund raising, as in almost all
other businesses, relationships are necessary in order to achieve our goals. Trust, sharing, help and
understanding all go to make up the complex relationships that often help us help our schools or
institutions and our donors achieve their aims. To build a major gifts program, either for your entire
program, or just for you and one of your donors, you must first build a series of relationships.

2. CREATING TRUST

Trust rests on a proven history of reliability and honor. You keep your word, you do what you say you
will, you are discreet, and you do not take inappropriate advantage of knowledge and confidences. A deep
and abiding trust takes a long time to build, but one can begin the process and eamn growing degrees of
confidence early in a relationship. It's a tough thing to earn, and it's nearly impossible to recapture it once
you've done something to lose it.

3. LEARNING ABOUT THE OTHER PERSON

If you are a successful development officer, one of the things you probably enjoy most about life is meeting
and getting to know other people. As part of building relationships, as part of working toward a successful
solicitation, and as part of having a fulfilling career, you want to get to know your prospective donors on
more than a superficial basis. While remembering the purpose and the limits of the relationship, getting
to know your donors well over time can be rewarding in and of itself.

4. SHARING YOURSELF

Communication is not a one-way process. Insofar as it is appropriate, and insofar as the prospect is
interested, you will share knowledge about yourself while you are learning about your donors. You are
not, solely, an inquisitor or a detective digging up information to solve a mystery. You are developing a
long-term association where some of yourself - your thoughts, your attitudes, and your feelings - will be
involved, and sometimes shared, with your donors. Always remembering, however, that appropriateness,
discretion and reserve are to be courted.

5. ARE MAJOR DONOR COMMUNICATIONS GOALS ANY DIFFERENT THAN THE
UNSPOKEN AND LARGELY SUBCONSCIOUS GOALS YOU HAVE WHEN YOU MEET
ANYONE NEW YOU WANT TO KNOW BETTER?

In some ways, the goals you have when you meet an interesting person are the same ones you have when
you meet a major donor. You want to find out what makes her so interesting and how she accomplished
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her achievements. You want to make a good impression, leave her with the feeling that she would like to
meet with you again, and begin to create the feeling that you have some goals in common.

6. WHAT'S DIFFERENT ABOUT COMMUNICATING WITH MAJOR DONORS?

In spite of the similarities, there are some important differences between communicating with friends and
other acquaintances, and with major donors and prospects. You are going to ask this person for a
substantial sum of money, in some form, and from the start, that's the basis of the relationship. Everyone
involved knows that fact. It may develop into a multifaceted association, but at root, it will always be
financially based. You will not, generally, want to behave as a financial or social peer of the donor. And
even when the donor feels you and he are very similar, he will always be in the driver's seat, and your
taking liberties can end up costing your institution important support, and causing you and the donor
confusion and embarrassment.

s ARE YOU GENUINELY INTERESTED IN YOUR PROSPECTS AS PEOPLE?

Communication with anyone becomes much easier and more genuine when you are actively interested in
the other person. Presumably, part of the reason you're a fund raiser is your interest in people. But that
interest has to go beyond how to get the best gift from that donor. While it is not possible nor required to
develop affection for all your donors, you should care about most of them and be interested in them as
people, not in a touchy-feely way, but in a "disinterested" (in the 19th century sense of the word as
meaning not interested for personal selfish reasons), as well as an interested way.

8. DO YOU RESPECT YOUR PROSPECTS?

As you get closer to your prospects, you begin to learn more about them, foibles as well as admirable
qualities. Just as it would be dishonorable to reveal a friend's quirks in an inappropriate manner, it is
imperative that you respect your donors in the same way. That does not mean everything you learn about
the donor is a secret from your colleagues. After all, the donor knows for whom you work. But, it does
mean that you are very discreet and you share things that need to be shared, but you do not gossip about
your donors.

9. WHY MIGHT THEY BE INTERESTED IN YOU?

One of the things that makes it difficult for us to be as pro-active as we might in contacting and visiting
donors is the feeling that there's no reason why they'd be interested in us. We are also afraid that they'll
feel all we want is their money. Many donors want to know you better because you're the person who's
going to help them realize their philanthropic goals, and they want to know whether you're a person to
work with and trust. After the initial meetings, they also become interested in you because you're
interested in them. We are all like that to some degree: we admire and like people who like us. No
healthy person chooses to spend time with someone who is abusive or rude and who thinks little of one
and shows it. We all like to be in positive environments that reinforce the good aspects of our characters.
As fund raisers, we can create these micro-climates for our donors. They deserve to be treated well, and
most of us enjoy treating them well.

SOME QUESTIONS TO ASK YOURSELF

Why is communicating with major donors a special topic? Why should it be any different than
communication with anyone else? Well, in many ways, it isn't. One way to think about building
relationships with major donors is to think about how you would like to be treated. What do you
expect from someone or some group for whom you have done a favor? Or who wants you to do him
or them a favor?

1. YOU EXPECT POLITENESS: This is so obvious it shouldn't need to be said. Paying
attention to all the ramifications of good manners, in the formal as well as the informal sense, is very
23rd Conference on Gift Annuities
Donor Relations: Cultivation and Stewardshiip

April 15, 1998
Shirley Anne Peppers
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important. Erring on the side of slightly too much formality - not using an older or senior person's first
name until asked, waiting until everyone is served before eating, instant thank you notes - is not always
appreciated, but is noticed when absent. Also, even for people who prefer a more informal way of
interacting, it is usually enjoyable to be treated in a courtly manner. Formality and attention to the rules of
polite behavior also lend a certain air of seriousness to the relationship. As you get to know a particular
prospect, of course, your behavior will adjust itself in a way that seems natural and appropriate for both you
and your prospect.

2. YOU EXPECT PUNCTUALITY: This is part of being polite, but not everyone has the same
definition of punctuality. If your appointment is for 11 a.m., it doesn't mean turning into the parking lot at
11. It means announcing yourself to the receptionist at 10:55 a.m. It means returning calls within 24
hours, or having your assistant call if you're on vacation or unreachable. It means writing thank you notes,
preferably the next morning, and certainly within a few days. It means performing quickly any tasks
you've agreed to do.

3. YOU EXPECT SINCERITY OF THE ASKER: A fund raiser who seems too obsequious,
who seems to be trying to tell you only what you want to hear, one who never gives you a direct answer,
and one whose final results are often very different from your initial expectations, tends to make you
nervous and distrustful. You don't want to feel used or manipulated, and insincerity usually has just those
results. You are not likely to seek out or respond warmly to someone you perceive as insincere,

4. YOU EXPECT THE SOLICITOR TO CARE ABOUT THE CAUSE HE'S ASKING
YOU TO SUPPORT: Most of us do not respond well to a fund raiser or other requester when we feel
she's only doing it "for the money." We are much more receptive and willing, at least to listen, if the asker
clearly is committed to the cause. In major donor solicitation, it often takes years to develop the kind of
relationships that lead to the gifts that shape the future of the institution. Each of us has to be attached
enough to our cause to spend several years building those relationships, sometimes with little tangible
reward for great stretches of time. If you don't care, it's difficult to get someone else to care.

5. YOU EXPECT THE ASKER TO CONVINCE YOU THAT THE CAUSE IS WORTHY:
When I want you to take a certain action, you expect me to tell you why I want you to do this thing. You
expect to have me present my case for your support. You expect me to anticipate questions you may have
and objections you may be reluctant to raise. You expect me to tell you why you should spend whatever
resource I'm asking for - time, money or volunteer effort - on my cause rather than another. You also expect
me to try to do all this even in the face of some rejection. You do not expect me to give up in the face of
feeble or sporadic resistance, and you may even enjoy the give and take of discovering whether the Case is
worthy of support.

6. YOU EXPECT PROOF THAT AN ORGANIZATION ACTUALLY DOES WHAT IT
CLAIMS TO DO: Well, that's pretty obvious. But, even some of our most worthy institutions take
themselves and their donors' understanding and approval too much for granted. If you feel you're the best
liberal arts college in the state, can you prove it? I may want you to if you want $5 million from me and
my family. Your own propaganda will not be sufficient. I'll want facts, figures and testimonials, for a start.
Is your attention to undergraduates unequaled? Who says so besides you?

7 YOU EXPECT RECIPIENTS TO SPEND YOUR MONEY AS PROMISED: Either your
track record must speak for itself, or you must present reliable assurances that my money will be spent as
you assured me it would be. That's not to say that I can set the priorities of the school, but if you tell me
my money will go to support needy undergraduates, I do not expect to hear that my scholarship was
awarded to a brilliant but wealthy engineer. IfI give you an art collection that you promise to keep
together, pieces of it cannot be sold 10 years from now. If you cannot keep a commitment to use a donor's
gift as promised, don't promise, even if you have to give up the gift.

8. YOU EXPECT TO BE INFORMED OF HOW YOUR GIFT IS BEING USED: The key
word hear is INFORMED. Getting regular reports on the use of my money is another way of being
thanked. It's also a way to remind me of what I've done, to renew those warm feelings I got when I made
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the gift, and to help me be receptive to another request. I wanted to do something to help the college, and
to hear that what I did continues to help is very gratifying.

9. YOU EXPECT OTHERS WILL BE ASKED TO DO WHAT YOU'RE BEING ASKED
TO DO: Most people want to know others agree with their decisions to support worthy causes. They
also don't want to bail out a sinking ship, particularly if they seem to be the only ones bailing. Similar
actions by others with whom we identify provides affirmation and validation of our own behavior,
something that is necessary to some degree for most of us. If I'm by far your biggest prospect, I may expect
to give the largest gift, but not if others are not asked to do their share.

10. YOU EXPECT TO BE LISTENED TO: The feelings that someone has heard your concerns
and that what you have said has made some impact are among the most satisfying experiences we can have.
Conversely, the awareness that one is not being listened to and that one's words are falling on deaf ears is
frustrating to us all. We respond to people who seem to listen wholeheartedly to what we say, and we
avoid those whose listening seems to be only a hiatus between monologues, or who don't even try to
appear to listen.

11. YOU EXPECT TO TALK PART OF THE TIME: As obvious as this sounds, scores of
development officers talk themselves out of gifts every day. Whether it's nervousness, thoughtlessness,
eagerness to make the CASE or just rudeness, the urge to talk, talk, talk, can be overwhelming for some
people. Also, many people are uncomfortable with silence when they're among comparative strangers.
When someone babbles at you, even though what he's saying is interesting or important, you get tired of it
before too long.

12. YOU DON'T EXPECT TO BE INTERRUPTED: Since you're the person the asker is trying
to convince, you expect he will defer somewhat to your thoughts and opinions. You feel he should listen
to your ideas even if he is unwilling or unable to implement them. You expect to be able to complete your
thoughts. You expect to have a moment to compose an answer to a question. It is not your expectation
that the solicitor will use your words merely as segues into his own comments or anecdotes.

13. YOU EXPECT TO BE RESPONDED TO: If you pose a question, concern or criticism, you
expect a response. An honest, clear and straightforward reply not only will provide you with the
information you need, but will give you some clues as to the way the solicitor deals with challenges and
how the institution intends to deal with you. When the asker doesn't have the information or the authority
to make the decision you want, you expect to be told that in a prompt manner. And then, you expect the
person who wants you to give time, energy or money to her cause to get back to you promptly with a
response.

14. YOU EXPECT THE REQUESTER WILL KNOW SOMETHING ABOUT YOU: You
weren't picked out of the blue for this request, or were you? You expect that either because of your history
with this person or group, or because of known concrete facts about you that make it seem reasonable that
you would listen to this case, you have been chosen (as one of many) to hear this request. You would be
surprised to learn that you were being visited just because you are rich (particularly if you're not) or because
you live in a fancy neighborhood, or you have the same last name as the richest family in town.

15. YOU EXPECT TO BE ASKED: While you may be a very generous person and want to
support many worthy causes, you have to make choices. Even if you're wealthy, you don't feel you can
support everybody who needs money or time. Also, we support people and causes for many reasons.
Some of those reasons include ego and being asked.

16. YOU DON'T EXPECT TO MAKE A DECISION RIGHT AWAY: Unless you're being
asked for something relatively trivial, you will want to think about your response and possibly discuss it
with someone else. You may need more information. You may have to weigh this request against others
you've received. You may need more convincing. I won't say you may enjoy the process of the
solicitation nearly as much as you will enjoy making the actual gift.
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17. YOU EXPECT THE SOLICITOR WILL DO WHAT SHE SAYS SHE'LL DO: IfI ask
you to help me organize a group of volunteers for a community action effort, you'll want to know what the
group is going to do, maybe you'll be curious about how this problem came about, perhaps you want to
know who's funding the effort. If you ask me to get you this additional information and I agree, you expect
to hear from me before too long with the answers to my questions. If you then agree to try to drum up
support and I say I'll get you a list of names and phone numbers within a week, you expect to get an
accurate list with correct, current phone numbers in something less than a week. You do not expect
inaccurate numbers a month later. Your opinion of me will be formed, at least partially, on how I perform
these tasks, and your allegiance to the cause will be affected positively or negatively because of how I
behave.

18. YOU EXPECT THE ASKER TO KNOW ABOUT YOUR PAST SUPPORT: If the
development officer from your college comes to see you about either a new volunteer role or some sort of
special gift, you assume that he knows that you've been a loyal supporter of the annual fund for 34 years,
that you led the local phonathon effort from 1983-89, and that you and your sister endowed an
undergraduate scholarship in memory of your parents. That the fund raiser is new, very busy, and has
much bigger donors to worry about than you means nothing to you. If he doesn't "know who you are,"
then you will be less well disposed to do what he asks.

19. YOU DON'T EXPECT TO BE BADGERED: After you've been asked, you will want some
time to think over the request. Even though you may have expected the solicitation, it's a big
commitment and you probably weren't sure of the exact details until you heard the proposal. A
development officer who doesn't respect your natural desire to take your time or whose organization is so
hard up she feels she has to rush you and try to get a decision immediately will probably get a "no" or a
much smaller gift. Being pestered and rushed is likely to make you a little suspicious and maybe even a
bit angry.

20. YOU EXPECT TO BE TOLD WHAT YOUR GIFT WILL ACCOMPLISH: Part of any
proposal to you should include specific and clear information about how your gift will help the cause.
Even a proposal for an unrestricted gift should provide examples of how that kind of money could be used.
If you're asked to spend four hours per week volunteering at a food bank, you want to know how giving
your time to this cause will help the hungry. When you get there, you don't want to find yourself doing
make-work because they recruited too many volunteers or because they're too poorly organized to use the
volunteers they've recruited. You expect to know how your time or money will be used and you expect
that use to accomplish the goal you and the organization had when you made the gift.

21. YOU EXPECT THE REQUESTER TO UNDERSTAND THE PROJECT OR PROGRAM
YOU'RE BEING ASKED TO SUPPORT: A recruiter or solicitor who cannot answer questions about
her proposal will not engender confidence. Not only the development officer, but the entire organization
will be called into question if the group sends out a fund raiser who appears to be just a "hired gun." A
donor or volunteer will have little confidence in you in the future if you start out not knowing the basics
about your proposal.

22. YOU EXPECT TO ASK QUESTIONS: A solicitor who feels unfairly challenged or criticized
by questions is being unfair to the donor. People who are asked to make a substantial commitment of time
or money have a right, and indeed an obligation, to make sure the expenditure will be worthwhile. If
have $1,000 to give away this calendar year and I'm considering giving it to your cause, I'd be foolish not
to make sure the gift would accomplish my goal. Do your scholarships go to needy students, or can a rich
kid with good grades get money she doesn't need on the basis of academic merit? Will this Jjunior faculty
travel grant go to someone who doesn't have tenure yet who's interested in ancient African civilizations?
What happens if you don't have anyone who needs this grant this year? My cousin gave you a gift and it
wasn't used the way "they" told her it would be used? What happened? How can I be sure that won't
happen to my gift? These are all legitimate questions and deserve thoughtful, well-informed, truthful
answers.

23. YOU EXPECT TO BE PERSUADED: Often, when you're solicited for time or money, you've
already made up your mind to help - or you're 75% there and positively disposed. However, for lots of
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reasons - uncertainty, insufficient knowledge, donor's remorse, ego, and enjoyment of the attention - you
expect and want the development officer to spend a little time convincing you to take the final step. The
buildup and anticipation is often a pleasant part of the process. Also, if you're considering a gift bigger
than you've ever made before, you're going to be nervous - is this the right thing to do. IfI do this, I won't
be able to make another big gift for 3 years. How will my children feel about this gift? For any or all of
these reasons, you might need and want a bit of persuasion.

24, YOU EXPECT TO HAVE YOUR OBJECTIONS HEARD: Even when you're enthusiastic
about a project, there may be some aspects about it that bother you, or you may want to participate in a
way that the solicitor objects to. If you'd rather not make a pledge, or you feel the college hasn't handled
the endowment it already has to the best advantage, or you want some say in who's appointed to your
professorship, or you feel your granddaughter was rejected unjustly, or you think the curriculum is too
conservative or too liberal, you have a right to expect that someone will respond seriously, completely and
thoughtfully to your concerns, not brush them off glibly.

25. YOU EXPECT TO KNOW WHAT'S GOING TO HAPPEN NEXT: Pleasant anticipation,
possibly tinged with a little anxiety about exactly how much you're going to finally give is part of the
donative process for a gift that's significant for you. After each visit or other significant step, you want to
have a pretty clear idea of what's going to happen next and when. You don't want to be asked to listen to
a serious proposal from the President when you thought your friend, the development officer, was just
coming to have a friendly lunch and talk about when you'd like to see a proposal. You certainly don't
want to be shocked with a figure unexpectedly, even if you know you're eventually going to be asked for
money. It puts you at a disadvantage, and most people don't leave those situations with positive feelings.

26. YOU EXPECT TO BE THANKED: When you've acceded to a request, while you're working
on fulfilling the request, and once you've completed it, you expect to be thanked. Also, after you've gone
through all these steps, you don't expect to be forgotten. That you felt appreciated and continue to feel that
way increases the likelihood that you'll respond favorably to the next request from the same person or
organization.
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Charitable Estate Planning -
Legal Framework and Practical Perspectives

Neither the writer nor Neuberger&Berman Trust Company guarantee the accuracy of any of the statements
below. This document is designed to be used solely to point out ideas and issues facing those individuals
and institutions considering planned gifts. Those persons or institutions wishing to enter into any types of
gifts described herein are urged to consult with their legal, tax and accounting advisors prior to the
creation of any planned giving program or gift.

. Why Discuss Both the Legal and Practical Aspects of Planned Gifts?

Planned giving today is one of the most important efforts a charity can pursue to ensure that it has
secure funding for the long-term pursuit of its objectives. Planned giving programs, however, face
significant challenges to success from a number of quarters.

First, planned giving is the fastest growing area of emphasis by an increasing number of charities
— the competition.

Second, the donors today are informed about the number of benefits that they can enjoy with
planned gifts. They demand specific structures. They involve their advisors in the gift structuring.
They are demanding with respect to investments of these gifts. They require that the planned gift
officer be proactive in advising them about how the gift can benefit both their families and the
charity.

Third, because planned gifts provide immediate and/or long-term tax benefits to the donor, they
are an established part of sophisticated tax planning. This trend, coupled with “trust mills”
“selling” planned gift ideas to persons without charitable inclinations, has focused the attention of
Congress and the IRS on this type of fundraising, rendering it vulnerable to future, more stringent,
regulation.

The result of this governmental focus is a new federal law restricting donor benefits from
charitable remainder trusts and proposed Treasury regulations, which both expands and restricts
the way in which such gifts can be structured. Further, while the IRS has stated that it does not
wish to draft any new such regulations in the future, how donors and charities pursue this type of
donation over time will be an important element in whether this wish is fulfilled or not.

Fourth, a study conducted last year by Prince Associates, reported in The Chronicle of
Philanthropy stated that of the more than 550 donors who had completed a planned gift of
$75,000 or more who were interviewed, 63% were dissatisfied with the advisors involved in the
gift and 59% were disappointed in the planned gift officers. Many of these disappointed donors
would neither participate in another planned gift nor recommend it to their friends. In contrast, of
the donors satisfied with their gifts, 80% would participate in or recommend to their friends to
entertain this form of giving.

This study also revealed that the donors did not expect the planned gift officers to be as
knowledgeable as the advisors involved. Therefore, while the planned gift officer must know the
basics of the different types of planned gifts and how they might respond to specific donor needs,
as importantly, he or she must carefully choose the trustee, investment managers, and legal and
financial advisors to ensure that all of the concerns of a donor are addressed throughout the life of
a gift.
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The reasons for this conclusion are: donors can be satisfied or dissatisfied with a gift because of
the legal requirements, but they can be more satisfied or dissatisfied with the advice received with
respect to the gift structure, the comprehensiveness of each advisor’s knowledge and experience,
the way in which advisors and the charity work together, the timeliness of the completion of the
gift, and the effectiveness of the administration and investment of the planned gift over time to
satisfy both donor and charity needs. Therefore, there are both legal and practical issues which
must be addressed to ensure a successful gift.

This presentation reviews:

e The basics of planned gift options for donors from a legal point of view including some of
the implications for gift structures of the new laws and proposed treasury regulations
issued in 1997,

e A practical approach to making certain decisions to ensure that gift is both well
structured, and well administered and managed over its life.

1. The Philanthropist’s Options
A. Outright Gifts

Charitable gifts give rise to income and gift or estate tax benefits. And outright gifts during a
donor’s life are very attractive to charities and can provide substantial and immediate tax benefits
to a donor. Indeed, although classified as an outright gift, bequests are among the single most
important part of a planned gift program and provide unlimited estate tax deductions for the donor.

Generally speaking, however, while any type of outright gift is usually quite straightforward in how
tax benefits arise, planned gifts are, by their very nature, more complicated. The improper
structuring of such gifts can result not only in the loss of tax deductions but can result also in the
donor’s having to pay a gift or estate tax on the amount given to charity in such a structure.

Outright gifts can be the right solution for certain donors’ needs. However, if a donor wishes to
remain involved in the control, administration and/or financial results of a donation, a planned gift
can be an appropriate alternative to suggest.

B. Planned Gifts

Planned gifts are by definition those which continue to involve a donor and/or his or her family
over time. That involvement can be represented by annual payments to individuals from the
investment of the gift; return of the remaining amounts of the gift after a charity or charities has
enjoyed income from the gift over time — so-called “split interest gifts;” or control by the donor of
the administration, investment or use of the funds of the gift over time.

Because different types of g