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253 Gift Annuities and Counting

BY FRANK MINTON

anuel Alarid funded his first gift

annuity April 22, 1993, with a
contribution of $1,000. Fifteen
years later on May 1, 2008, he funded
his 253rd gift annuity with a contribu-
tion of approximately $20,000. By the
time this article is published the number
may well have increased. Mr. Alarid has
been establishing one or two annuities
every month.

All of them are with the Society of the

Divine Word, a Catholic charity located
in the Chicago area. According to Father
Sunny Francis, the annuity director for
this organization, all of the annuities are
unrestricted as to purpose. Mr. Alarid is
happy with the Divine Word missionaries,
who are working in 67 countries around

the world, primarily with the poorest of
the poor, and he wants to provide support
wherever it is most needed. He comment-
ed that he had received much in his life
and that he wanted to help those less for-
tunate. “When | die,” he said, “l want to
die penniless.”

Cash Flow

Certainly, he will have good cash flow
right up to the date of death, for his con-
tributions for the 253 annuities completed
through May 1 total $2,782,747. His sur-
plus cash flow enables him to continue
annuity contributions. It should be noted
that the payments from all of the annuities
are combined into a single check.

Continued on page 2

Best Practices for Gift Annuities

PART |

BY LINDSAY L. LAPOLE
T his is the first in a series of three
articles that will introduce best
practices for charitable gift annu-
ities. Board member Charles Gordy was
the primary author of the original docu-
ment that was prepared for the board of
directors of the American Council on Gift
Annuities. After review and acceptance,
the report was presented to the attendees
of the 28th Conference on Gift Annuities
held in Chicago in April of this year. The
full report can be viewed at the ACGA
Web site (www.acga-web.org).

Before addressing the “best practices,”
it will be useful to review recent develop-
ments with charitable gift annuities and
why these recommended best practices are
so important.

Survey Results and Recent Developments

In 2004, The American Council on
Gift Annuities conducted its third survey
of charitable gift annuities and received
responses from approximately 829 charities
across the country." Other information gath-
ered during the survey indicates that more
than 4,000 organizations are offering gift
annuities.? Clearly there are many more
organizations offering charitable gift annu-
ities than responded to the survey, so the
gift annuity remains an immensely popular
way of making a gift to charity while retain-
ing an income stream.

The vast majority of organizations offer-
ing charitable gift annuities are doing so
in a responsible manner and to the great

Continued on page 8
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Counting Continued from page 1

When informed that his 253 annuities
may well be a record for any one individu-
al, he replied that he had not kept count
of them but that he was pleased there were
so many. “The number is no big deal,” he
observed, “I just want to help the under-
privileged.”

Many years ago, Mr. Alarid’s parents
came from France and settled in New Mex-
ico. They had 11 children, and only Mr.
Alarid and a sister are still living. He has
never married, and he is the sole annuitant
of most of the annuities, though he did
complete some joint and survivor annuities
for himself and another sister who died in
2005. Mr. Alarid will turn 93 later this year.

Father Sunny, whose disposition is like
his name, emigrated from the State of Ker-
ala in South India. He is in charge of a very
large and successful gift annuity program at
the Society of the Divine Word. Although
he is unable to visit personally with all of
the thousands of annuity donors, he is
planning a summer trip to New Mexico for
a first-time meeting with this self-effacing
individual who persists in mailing annuity
contributions like clockwork.

Lessons Learned

By his actions, Mr. Alarid teaches us
several lessons.

The first is that the primary reason for
establishing a gift annuity is to support
the work of a charity. While a gift annuity
is ideal for a person who is philanthropi-
cally motivated and also wants the securi-
ty of fixed payments for life, it is not the
best instrument from a pure investment
standpoint, and should never be market-
ed as such.

When Rates Decline

The second lesson is that people con-
tinue to contribute to gift annuities even
when rates decline. Gift annuity rates were
relatively high in the spring of 1993 when
Mr. Alarid funded his first gift annuity, but
they were reduced at the end of the year in
response to plunging interest rates. They
increased beginning in 1998 but decreased
in 2002, again in 2003, and still again in
2008.

Throughout the period when rates fluc-
tuated up and down, Mr. Alarid’s contribu-
tions continued unabated. A decrease in gift
annuity rates need not slow a gift annuity
program if philanthropic intent is kept front
and center, and if donors are shown how
gift annuity rates reflect the marketplace.

Reasonable Minimums

The third lesson is that a charity should
not set too high a bar for a gift annuity.
Although Mr. Alarid’s first gift annuity
was funded with a mere $1,000, his sub-
sequent gifts have been considerably larg-
er. Currently, a $1,000 minimum for a gift
annuity is definitely too small, and even
$5,000 would be marginally cost-effective
if the donor made no more gifts. Howev-
er, donors often like to test the waters
with a smaller contribution before mak-
ing a larger commitment, and if the min-
imum is too high, they may never make
that first gift.

Repeat Gifts

The fourth and final lesson is that the
best prospect for a gift annuity is a person
who has already established one. Over half
of all contributions for gift annuities in any
given year come from people who have
completed one or more gift annuities. Hav-
ing done a gift annuity, they may approach
other charities, whose work they admire,
and inquire about an annuity with them
as well.

Some of these inquiries have, in fact,
prompted charities without a gift annuity
program to launch one. It is not uncom-
mon for donors, like Mr. Alarid, to pyra-
mid gift annuities. They keep increasing
cash flow with new gift annuities, accu-
mulate surplus cash, and complete still
more annuities.

If Mr. Alarid lives a few more years, he
may well qualify for the “300 club.” Per-
haps he will be the only member. In any
case, he is an inspiration. ¢

Frank Minton is president of Planned Giving Services, a division
of PG Calc Incorporated. He is past chair of NCPG's Board of
Directors, and as well as the American Council on Gift Annuities.
He has received numerous awards for his planned giving leader-
ship both in the United States and Canada. Frank is a member
of Planned Giving Today’s Editorial Advisory Board.
fminton@pgcalc.com

DO YOU HAVE A
GIFT ANNUITY STORY?

Do you have an interesting story about
a donor and your gift annuity program?
Or maybe an amusing tale related to gift
annuities? Write it down and send it to
the editor at roger@pgtoday.com.
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It’s All About Customer Service

BY AVIVA SHIFF BOEDECKER

hy do you rent a car from one
company instead of another
when the prices are comparable?

Why do you shop for groceries at Store
X instead of Store Y? The locations are
equally convenient and the prices about
the same.

Why do people rave about Nordstrom?
Other department stores have similar
merchandise.

When people have a choice, and other
factors are about equal, the quality of the
service that is provided to customers will
generally be the primary factor in consumer
decisions about where to shop or which
service provider to select. In fact, it is not
unusual for people to pay a bit more or go
out of their way to patronize businesses
where they have had pleasant experiences,
and to avoid those where they have not
been well-treated.

How often have you heard tales of poor
service — rudeness, incompetence, inter-
minable automatic phone-answering trees?
These stories are circulated and remem-
bered, sometimes taking on a life of their
own. People avoid these organizations
when possible.

So . . . what distinguishes your organiza-
tion from one across town that offers simi-
lar programs? Why would donors choose
to support your organization?

The level of customer service and stew-
ardship offered to supporters, and to the
public at large, says volumes about an orga-
nization and its values. It also indicates that
the organization is efficient and well-run.

Urgent Call

At a few minutes past 5 p.m. on the day
of a major donor event, when almost all of
the staff is out of the office, the receptionist
picks up a call from someone who wants to
talk about making a gift. The receptionist
can take a message; direct the call to the
appropriate person’s voicemail; or seek
help from one of the few other staff in the
office, the CFO’s assistant. He chooses to
ask for help.

The CFO’s assistant, who already has her
coat on, in turn has similar choices: to speak
with the caller or to let the call go into voice-
mail. She chooses to take the call and learns
that the caller needs to get assets out of the
estate of someone on her deathbed.

The assistant is able to contact the CFO,
who is out of town, not at the donor event.

He finds that not only is the gift urgent,
the asset is an interest in a family limited
partnership. From his hotel room, he man-
ages to contact enough members of the gift
acceptance committee to accept the shares.
The gift of more than $1 million was com-
pleted less than 24 hours after the initial
phone call.

In the end, because the receptionist and
the assistant cared — and knew enough
about the organization — the gift was com-
pleted in time. Since then, the donor has
given much more, and told her friends
about the organization.

Consequences

Recently, I have been involved in two
separate situations where donors changed
the charitable beneficiary of trusts because
they felt ignored by the original recipient or
were dissatisfied with the stewardship they
were (or more accurately, were not) getting.

Another couple I worked with had
planned a bequest to a local organization,
but changed the beneficiary to a different
nonprofit doing similar work — not because
they were poorly treated themselves, but
because they felt that poor service had
been given to others.

In the last few years, at least half a dozen
people moved donor-advised funds to my
community foundation because they were
unhappy with the service elsewhere.

I have also heard people complain about
how arrogant and uncaring entire organiza-
tions were, based on their experience with
one staff member who did not return their
phone calls, or did not respond to them
or their organizations with respect. These
responses were not about being turned
down for a grant or not getting whatever
it was they wanted. The problem was that
they had not been treated decently.

Teamwork

Providing excellent service and steward-
ship to donors should be a given, but some-
times key elements of customer service are
forgotten. Its not just the development staff
that needs to be constantly aware of the ser-
vice they are providing; all employees, board
members, and volunteers are representatives
of the organization.

It is essential that there be a general cul-
ture of customer service, both externally
and internally. Unfortunately, sometimes

Continued on page 4

People avoid these
organizations when

possible.
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You don’t know who

may be a future donor.

Customer Service Continued from page 3

even the development staff lets key elements
of good customer service lapse.

Poor or inconsiderate treatment of inter-
nal colleagues is not only rude, it also affects
external perceptions. A planned giving offi-
cer recently lamented to me that because
the business office would not return his
calls he was concerned about losing a size-
able gift of real estate.

Poor treatment of a “random” caller will
be remembered. It may be the difference
between that person becoming a donor or
not — and may be the subject of conver-
sation with other donors or prospective
donors.

And, of course, professional advisors
will avoid those organizations with which
they or their clients have had bad experi-
ences, and rely on those they know they
can count on.

A commitment to genuine customer ser-
vice by everyone who represents the orga-
nization toward everyone with whom they
come into contact — including clients, ven-
dors, internal staff, and the general public
— must be an integral part of the culture
of the entire organization. Otherwise, the
fundraising efforts, and the organization’s
entire reputation, will suffer.

You may never know when someone
has been alienated. You don’t know who
may be a future donor. And everyone has
friends and acquaintances. Most impor-
tantly, all people deserve respect.

How Do You Measure Up?

You probably adhere to most of the fol-
lowing practices instinctively, but some-
times simple, seemingly small items may
be overlooked. Perhaps you will also find
a few ideas that are new to some in your
organization.

Keep in mind that your “customer” is
any individual: donors, prospects, profes-
sional advisors, patrons, clients, vendors,
and yes, co-workers.

Here are some key elements of provid-
ing excellent customer service. I've divid-
ed them into three different categories.

Obvious Items
These items seem obvious, but pay
attention! It’s easy to let some of these
things slip:
# Be accessible. Give external customers
your direct-dial telephone number.
# Look at a situation through the eyes
of your customers. Consider their
priorities.

* Make others feel they are a priority
and provide them with a positive
experience.

¢ Go the “extra mile” with customers,
even when their inquiries may not be
clear or if you don’t have an immedi-
ate way of helping them.

# Have a can-do, positive attitude
toward helping people, internally
and externally.

* Recognize that others may have differ-
ent work and communication styles,
and be willing to adapt as necessary.

# Be on time for all meetings. If you are
going to be late, notify those who
are waiting for you about when you
expect o arrive.

* Make notes, in paper or electronic
files, when you have contact with
donors and prospects so colleagues
will have background information
when they need it.

* Act with the highest professional com-
petence and ethical standards.

# Be honest in your interactions with
others.

Easily Overlooked Items

Here are some things you might not

have thought about:

¢ Know more about “who does what”
within the organization. This will not
only help you find the right person to
help a customer, it will probably also
make your job more interesting and
help you work more efficiently.

# Make sure your colleagues know what
you do.

# Respond to voicemails and emails
within 24 hours after receiving them
and preferably within the same
workday.

¢ Take personal responsibility for meet-
ing the customer’s needs, whether
or not the issue relates directly to
what you as an individual do at your
organization.

Organization-Wide Initiatives

¢ Ask senior managers to provide brief
“headlines” at all-staff meetings about
what's going on and what’s new.

¢ Does your organization’s signage make
it easy to find Reception, restrooms,
and the other places visitors are like-
ly to be looking for?

¢ This should go without saying, but
donations should be processed and
acknowledged within three days of
receipt.

Continued on page 5
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Beauty and the Beholder: New Rules
for Non-Cash Gift Valuation

BY PHIL PURCELL

eauty is truly in the eye of the behold-
B er when appreciating works of art or

other non-cash property for aesthetic
value. However, Congress, Treasury and
the IRS expect an objective standard when
valuing such assets for tax benefits. Beauty
is in the eye of the appraiser.

The Pension Protection Act of 2006
(PPA) created new rules for qualified
appraisers and appraisals. These rules are
considered very important by Congress
and the IRS to curb abuse in the over-val-
uation of non-cash gifts for tax benefits.

While the PPA is two years old, many
donors and gift planners are still unaware
of its many requirements and new penal-
ties. All gift planners should understand
these rules to help inform donors so that
they are sure to qualify for appropriate
tax benefits, especially in the event of an
IRS audit!

Qualified Appraisals

The PPA defines a qualified appraisal as
an appraisal of property prepared by a qual-
ified appraiser in accordance with generally
accepted appraisal standards and any regu-
lations or other guidance prescribed by the
Secretary of Treasury (Treasury).

A taxpayer is required to obtain a qual-
ified appraisal for donated property with a

value of more than $5,000 with the follow-
ing exceptions:

¢ Non-publicly traded stock of $10,000

or less;

¢ A vehicle (including a car, boat, or air-

plane) if the donor’s deduction for the
vehicle is limited to the gross proceeds
from its sale;
¢ Intellectual property;
¢ Certain securities considered to have
market quotations readily available
(see Regulations 1.170A-13(c)(7)
(xi)(B));

¢ Inventory and other property donated
by a corporation that are “qualified
contributions” for the care of the ill,
the needy, or infants, within the mean-
ing section Internal Revenue Code
(IRC) 170(e)(3)(A); or,

¢ Stock in trade, inventory, or property
held primarily for sale to customers
in the ordinary course of a trade or
business.

Treasury regulations state that a quali-
tied appraisal means an appraisal document
that, among other things:

(1) relates to an appraisal that is made
not earlier than 60 days prior to the date
of contribution of the appraised property
and not later than the due date (including

Continued on page 6

Customer Service Continued from page 4

# A “first contact owns the issue”
approach to customer service will
help insure that no one gets dropped
between the cracks. The person who
took the original inquiry should fol-
low up to make sure the customer
has received what he or she needed.

* Make the most of technology. When
anyone is going to be out of the office
for more than one day, they should
change their outgoing voicemail greet-
ing to let callers know when they will
return the call and/or be back in the
office. Also, they should use their
email “Out of Office Assistant.” The
messages should provide alternative
contacts.

# If your organization uses an electronic
calendar, everyone should keep it up

so colleagues can see when others are
and are not available.

¢ Honor individual initiative, compe-
tence, and teamwork.

# Make sure there are opportunities to
share how specific customer problems
were solved, both as a way to help
others with this situation and to rec-
ognize good customer service.

Conclusion

By being aware and making a commit-
ment (personally and as an organization)
to providing prompt and thoughtful assis-
tance to everyone with whom you and
your colleagues come into contact, excel-
lent customer service will become a habit
and a hallmark. You and your organization
will earn a reputation for being the “go-to”
organization among your peers. ¢

Many donors and
gift planners are still
unaware of the PPA

of 2006.

Aviva Shiff Boedecker, J.D., is director of
gift planning for the Marin Community
Foundation in California. She is a past
member of NCPG’s Board of Directors
and a current member of PGT's Editorial
Advisory Board. aboedecker@marincf.org
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The donor is expected
to defend the appraisal
in the event of an

IRS audit.

Beauty Continued from page 5

extensions) of the return on which a deduc-
tion is first claimed;

(2) is prepared, signed, and dated by a
qualified appraiser;

(3) includes (a) a description of the
property appraised; (b) the fair market
value of such property on the date of con-
tribution and the specific basis for the valu-
ation; (c) a statement that such appraisal
was prepared for income tax purposes; (d)
the qualifications of the qualified appraiser;
and (e) the signature and taxpayer identi-
fication number of such appraiser; and,

(4) does not involve an appraisal fee
that violates certain prescribed rules.

A very helpful resource for donors and
appraisers is IRS Publication 561, Determin-
ing the Value of Donated Property, available
at WwWWw.irs.gov.

Qualified Appraisers

The PPA defines a qualified appraiser as
an individual who;

(1) has earned an appraisal designation
from a recognized professional appraiser
organization or has otherwise met mini-
mum education and experience require-
ments to be determined by the IRS in
regulations;

(2) regularly performs appraisals for
which he or she receives compensation;

(3) can demonstrate verifiable educa-
tion and experience in valuing the type of
property for which the appraisal is being
performed,

(4) has not been prohibited from prac-
ticing before the IRS by the Secretary at
any time during the three years preceding
the conduct of the appraisal; and,

(5) is not excluded from being a quali-
fied appraiser under applicable Treasury
regulations.

Who should pay for the appraisal? The
responsibility rests with the donor to assure
an appropriate valuation for his/her gift for
which tax benefits are claimed. The donor is
expected to defend the appraisal in the event
of an IRS audit. Therefore, a best practice
is that the expense for the appraiser fees
should be paid by the donor, not the char-
itable organization donee.

IRS Form 8283

This form (“Noncash Charitable Contri-
butions”) must be completed and attached
to the tax return for a donor who claims an
income tax charitable deduction of more
than $500 for all contributed property. Sec-
tion A (front) of the 8283 form is used by

the donor to list only items (or groups of
similar items) for which the donor claimed
a deduction of $5,000 or less. Also, the
donor uses Section A to list certain publicly
traded securities even if the deduction is
more than $5,000.

Section B (back) of the form is used to
list only items (or groups of similar items)
for which the donor claimed a deduction
of more than $5,000 per item or group
(except contributions of certain publicly
traded securities reported in Section A).

The appraiser signs the 8283 form in
Part 111 if the donor completes Section B.
As explained in IRS Publication 561 (page
10), a copy of the qualified appraisal need
not be filed with the tax return except for
the following gifts:

¢ Gifts of art for which the claimed
deduction is $20,000 or more;

¢ Gifts of any property for which the
claimed deduction is more than
$500,000;

* Gifts of clothing or household item
that is not in good used condition or
better for which the claimed deduc-
tion is more than $500; or,

¢ Gift of an easement or other restric-
tion on the exterior of a building in
a historic district.

IRS Form 8282

The PPA requires that this form (“Donee
Information Return”) must be completed
and filed by the donee charitable organi-
zation to report a sale, exchange, or other
disposition of the donated property listed
in Section B (back) of the 8283 form with-
in three years after the date of the gift. Two
exceptions that do not require the filing of
this form include:

(1) if the value of the donated item is
$500 or less as designated by the donor on
his/her 8283 form (Section B), or,

(2) if the donated item is consumed or
distributed, without consideration, in ful-
filling the purpose or function of the tax-
exempt organization.

New Rules for Tangible Personal Property
The PPA requires that if a disposition by
the donee of a gift of tangible personal prop-
erty (e.g., art, equipment, collections, etc.)
occurs in the tax year of the donor in which
the contribution is made, the donors deduc-
tion generally is limited to its cost basis. If
the disposition occurs in a subsequent year,
the donor must include as ordinary income
for the taxable year in which the disposition
occurs an amount equal to the excess (if
any) of (i) the amount of the deduction pre-
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viously claimed by the donor as a charitable
contribution with respect to such property,
over (ii) the donor’s basis in such property
at the time of the contribution.

There is no adjustment of the tax bene-
fit if the donee organization makes a certi-
fication by written statement that complies
with the PPA and that is signed under
penalties of perjury by an officer of the
organization. A penalty of $10,000 applies
to a person that identifies applicable prop-
erty as having a use that is related to a pur-
pose or function constituting the basis for
the donee’s exemption knowing that it is
not intended for such a use.

New Taxpayer Penalties

The PPA lowered the thresholds for
imposing accuracy-related penalties on
a taxpayer. For example, for income tax
deduction valuation purposes, a substan-
tial valuation misstatement exists when the
claimed value of any donated property is
150 percent or more (formerly 200 per-
cent) of the amount determined to be the
correct value. A gross valuation misstate-
ment occurs when the claimed value of
any property is 200 percent or more (for-
merly 400 percent) of the amount deter-
mined to be the correct value.

The PPA tightens the thresholds for
imposing accuracy-related penalties with
respect to the estate or gift tax as well.
Under the PPA, a substantial estate or gift
tax valuation misstatement exists when the
claimed value of any property is 65 per-
cent or less of the amount determined to
be the correct value (formerly 50 percent).
A gross estate or gift tax valuation misstate-
ment exists when the claimed value of any
property is 40 percent or less of the amount
determined to be the correct value (former-
ly 25 percent).

The penalty is 20 percent of the under-
payment of tax resulting from a substan-
tial valuation misstatement and rises to
40 percent for a gross valuation misstate-
ment. No penalty is imposed unless the
portion of the underpayment attributable
to the valuation misstatement exceeds
$5,000 or $10,000 in the case of a corpo-
ration other than an S corporation or a
personal holding company.

No penalty is imposed with respect
to any portion of the understatement
attributable to any item if:

(1) the treatment of the item on the
return is or was supported by substantial
authority; or,

(2) facts relevant to the tax treatment
of the item were adequately disclosed on

the return or on a statement attached to
the return and there is a reasonable basis
for the tax treatment.

In addition, the accuracy-related penal-
ties do not apply if a taxpayer shows there
was reasonable cause for an underpayment
and the taxpayer acted in good faith in the
case of a substantial valuation misstate-
ment. Under the PPA, the “reasonable
cause” exception to the accuracy-related
penalty does not apply in the case of gross
valuation misstatements.

New Appraiser Penalties

The PPA establishes a civil penalty on
any person who prepares an appraisal that
is to be used to support a tax benefit if such
appraisal results in a substantial or gross
valuation misstatement. The penalty is
equal to the greater of $1,000 or 10 percent
of the understatement of tax, up to a maxi-
mum of 125 percent of the gross income
derived from the appraisal. The penalty
does not apply if the appraiser establishes
that it was “more likely than not” that the
appraisal was correct.

The Treasury is now authorized to dis-
cipline appraisers after notice and hear-
ing. Disciplinary action may include, but
is not limited to suspending or barring an
appraiser from:

(1) preparing or presenting appraisals
on the value of property or other assets to
the Treasury or the IRS;

(2) appearing before the Treasury or
the IRS for the purpose of offering opinion
evidence on the value of property or other
assets; and,

(3) providing that the appraisals of an
appraiser who has been disciplined have
no probative effect in any administrative
proceeding before the Treasury or the IRS.

Conclusion
Congress, Treasury, and the IRS have

expressed significant concern for the over-
valuation of non-cash gifts for many years.
Gift planners must assist donors to under-
stand that the beauty of non-cash gifts for
tax benefits must be determined in the eyes
of a qualified appraiser. ¢

WRITE US

PGT readers are invited to respond to articles appearing in
the newsletter by writing a “Letter to the Editor.” Articles,
news, humorous anecdotes, and other items of interest to
the planned giving community are also welcome.

Send editorial correspondence to: roger@pgtoday.com

The Treasury is now
authorized to discipline

appraisers.

Phil Purcell, JD, CFRE, is vice president
for planned giving and endowment stew-
ardship at Ball State University Founda-
tion in Muncie, Indiana. He is a frequent
speaker at regional and national gather-
ings of gift-planning professionals. Phil is
also a member of PGT’s Editorial Adviso-
ry Board. ppurcell@bsu.edu
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The program will
require an investment

for several years.

Are You Ready for Planned Giving?

BY FRED MATTHEWS

ot every nonprofit organization
N should start a planned giving pro-

gram. In fact, launching a program
without adequate planning can result in
the kind of disaster that will take years
to overcome.

Here are 11 questions to address before
your organization gets in over its head with
planned giving:

1. Is the organization on solid financial
footing? Planned giving donors want to
support an organization that’s going to be
around 100 years from now. Soft or marginal
finances will not attract many planned gifts.

2. Does a planned giving program fit the
strategic plan and financial projections of the
organization? The program will require an
investment for several years before a signifi-
cant return can be expected — normally five
to seven years. Is the organization willing
and able to make this kind of investment?

3. How will the funds be used? Does the
organization intend to use them for oper-
ations, establishing or building a reserve

fund, or developing an endowment? Each of
these uses or a combination of them poses

important marketing and promotion issues
for the planned giving program.

4. Does the organization have appropri-
ate gift-acceptance policies and procedures?
Planned gifts, by their very nature, require
much more detailed and long-term over-
sight and care than annual gifts or capital
gifts. The board must approve the policies
and procedures that ensure that the mar-
keting/promotion, solicitation, and manage-
ment of the gifts will be both ethically
and procedurally proper.

5. What types of planned gifts will the
organization actively seek? Most organiza-
tions start with a program to seek bequests
and other simple planned gifts such as being
named the beneficiary of various types of
financial accounts or insurance policies.

6. Are the members of the board person-
ally committed to making planned gifts?
Board members need to seriously consider

Continued on page 10

Best Practices Continued from page 1

benefit of their donors and organizations,
but gift annuities and the charities that
offer them have faced a number of chal-
lenges in recent years. Between 1999 and
2004, which was when the last survey was
conducted, the country experienced one
of the worst bear markets in history.’ This
substantially decreased the value of many
charities’ gift annuity reserves and caused
charities to focus on the financial risk they
incur when issuing gift annuities.

Not only was there risk in the financial
markets, but a lawsuit in Texas that threat-
ened to destroy the issuance of charitable
gift annuities focused attention on the legal
risks to institutions offering gift annuities.’

State regulators have increased their
scrutiny of gift annuities and the organiza-
tions that issue them because of concerns
over scams targeted at senior citizens by
issuers more interested in financial gain
than the charitable giving opportunity that
gift annuities present. In 2002, The North
American Securities Administrators Asso-
ciation (NASAA) issued a press release
including charitable gift annuities as one
of its “Top Ten Scams, Schemes, & Scan-
dals” of the year.” The ACGA responded

and it appears that NASAA has backed off
from that assertion.®

The Arizona Commission Corporation’s
Security Division identified gift annuities
as one of its top 10 scams.” Much of this
regulatory activity in Arizona was a result
of the conduct by Mid America Founda-
tion, which amounted essentially to a
$54-million Ponzi Scheme in which the
principal used the donated funds to buy
homes, to pay child support, and to sup-
port a lavish lifestyle.?

In 2003, The Securities Administrator
in Maine issued a cease-and-desist order
against a Maine insurance agent and the
Tennessee based “New Life Corporation”
for representing gift annuities as “guaran-
teed, no risk investments.”® The insur-
ance agents selling these gift annuities
also received a 6 percent commission.'
The Administrator’s action prevented the
sale of one annuity valued at more than
$1 millon."

In the summer of 2003, Arizona state
regulators secured judgments totaling $4.3
million against an Arizona company and
two insurance agents for fraudulently sell-
ing gift annuities, again representing them
as secure investments."

Continued on page 9
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Best Practices Continued from page 8

Finally, gift annuities have come under
increased scrutiny by The Internal Revenue
Service. Early in 2007, the IRS issued a pro-
posed rule that would make changes to the
private annuity rules that would remove the
ratable reporting of gain in the asset used
to establish the private annuity, and while
doing so requested comments as to whether
the rules governing gift annuities should be
similarly changed.” NCPG and ACGA have
filed comments opposing this new point.
The results remain to be seen.

Gift annuities remain a well-respected
and excellent way for many people to make
gifts because the vast majority of organiza-
tions are acting responsibly and donors are
satisfied with their gifts and the income
they receive. The responses to challenges
and pro-active activity by ACGA, by NCPG,
and by many charitable organizations have
met the regulatory challenges head-on and
for the most part have been successful in
preserving gift annuities as a viable gift
option. To continue being successful and
standing up under state and federal scruti-
ny, ACGA must continue to promote its
mission:

Mission and Best Practices

The American Council on Gift Annu-
ities actively promotes responsible philan-
thropy through actuarially sound gift annu-
ity rate recommendations, quality training
opportunities, and the advocacy of appro-
priate consumer protections.

In furtherance of those efforts and
ACGAs mission, ACGA recommends the
following best practices and encourages
charitable organizations to utilize as many
of them as possible.

Establishing Your Program

1. Meet state regulations. ACGA rec-
ommends that charities begin their pro-
grams by indentifying and meeting the
State Regulatory Requirements in their
State of Incorporation. Charities should
also meet the Multi-State Expectations in
all states in which they intend to issue gift
annuities. Our interaction with state regu-
lators indicates that the state of legal resi-
dence of the donor determines the need to
register with the state.

The Philanthropy Protection Act of 1995
requires that a Disclosure Statement, con-
taining specific information, be provided to
the prospective donor. ACGA recommends
that the donor be asked to sign the Disclo-
sure Statement indicating that he or she has

received the document. Some states also
require “state specific” Disclosure State-
ments that also must be used as needed.

Annual reporting requirements are to
be filed on an ongoing basis with the states
that require such reporting. A review of the
ACGA Web site will help keep you up-to-
date on the current requirements.

2. Develop a gift policy that specifies what
asset categories will be accepted. Cash and
appreciated securities are the most usual
assets accepted for funding charitable gift
annuities. Some organizations have chosen
to accept real estate, tangible personal prop-
erty, and intangible property under special
situations. Care must be taken with “hard-
to-sell” assets as they may create liquidity
issues in the annuity reserve.

Situations will arise in which the orga-
nization will be asked (or demanded) to
consider an exception to their policies.
Therefore it is appropriate to have a pro-
cedure for making exceptions in advance
of the request for an exception. This can
save the organization and its support for
unnecessary embarrassment.

3. Establish minimum ages for immediate
and deferred annuities. The most common
minimum age is between 60 and 65 years
of age. Approximately 30 percent of insti-
tutions issuing gift annuities have a 55 age
minimum. The average age of annuitants is
78. The younger the donor, the smaller the
benefit to the donor of the arrangement
because of the effects of inflation on the
annuity distributions, and the smaller the
benefit to the charity because of the work
required over a longer period of time to
maintain and steward the gift. Therefore,
higher age limits increases the annuity ben-
efit to the annuitant(s) as well as the bene-
fit to the charity.

4. Establish minimum amounts for a gift
annuity. Charitable organizations consider-
ing a gift annuity program are well advised
to establish minimum gift amounts. The
2004 survey indicates that $10,000 is the
most common gift minimum in institutions
of higher education.

We also found that $5,000 is the usual
minimum in religious and environmental
organizations. The minimum chosen should
ensure that the charity will realize a mini-
mum gift in exchange for the effort in
setting up the gift, its stewardship, and
administrative expenses during the life of
the annuity.

5. Follow the ACGA rates. Using the rec-
ommended rates of ACGA allows the indi-
vidual charity to minimize risk. Use of the

Continued on page 10

The average age of

annuitants is 78.
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It takes time to develop

a sound program.

Fred Matthews is the major and planned
gifts officer for Planned Parenthood of
Western Washington, and has a strong
interest in nonprofit governance. He is a
member of NCPG and the Washington
Planned Giving Council, and has been a
leader in Council conferences and educa-
tion programs. fred.matthews@ppww.org.

Lindsay L. Lapole Ill, CFRE, is chair of the
American Council on Gift Annuities. He is
also the territorial planned giving director of
The Salvation Army-USA Southern Territory
in Atlanta, Georgia. Lindsay is a former

member of PGT’s Editorial Advisory Board.
Lindsay_Lapole@uss.salvationarmy.org

Are You Ready? Continued from page 8

whether they personally will make planned
gift commitments to the program. If there is
reluctance or reticence, the program should
not move forward until the cause(s) for
these feelings are resolved.

7. Is there at least one board member who
is the “advocate” for planned giving? There
should be at least one member of the board
who will be an ongoing champion of the
program. When this person leaves the board
(either through term limits or for other rea-
sons) another person must be identified to
fill this vital role.

8. Is there someone on the staff with the
time to consistently work on the planned
giving program? Too often the planned
giving program is given to a current staff
member as an additional responsibility or
duty. Experience shows this usually does
not work. Because actual gifts are years in
coming, the press to work on activities
that bring in current gifts crowd out the
time that must be spent to have an effec-
tive planned giving program.

9. Are the financial resources available
and committed to planned giving for the next

five to seven years? Like any fundraising
activity, a budget must be created — based
on a plan — for implementation of the pro-
gram. It takes time to develop a sound pro-
gram, cultivate relationships, and generate
planned gifts.

10. Does senior management support the
program? In addition to board commit-
ment, the support of senior management
is crucial. In addition to assuring staft time
and budget for the program, senior man-
agers should lend their personal support
by making personal gift commitments to
the planned giving program.

11. Can the organization attract the
support and interest of professionals in the
community? These professionals include
those who are in the estate planning and
wealth management fields. Can several
of them be enlisted to assist the staff with
technical questions and in helping pro-
mote the program based on the planned
giving plan?

If the board can answer these 11 ques-
tions positively, or takes action to be able to
answer them affirmatively, the organization
has a strong foundation on which to build
a planned giving program. ¢

Best Practices Continued from page 9

ACGA rates also usually reduces the need
for the charity to have to obtain its own
actuarial verification. The rates also provide
for an anticipated 50 percent residuum.
Our survey indicates that the residuum is
more usually between 75 and 80 percent.

Use of the ACGA rates allows the indi-
vidual organization to focus on the gift
instead of the administrative support of a
different rate structure. The rates are viewed
by many as the “industry standard” and
therefore add credibility to your donor rela-
tionships and your gift annuity program.

6. Establish gift allocation policies. As
your program is established, create guide-
lines that ensure that the donor designation
is honored at the time of the allocation of
the gift. You will also want to ensure that all
organizational units understand and appre-
ciate the actual value they will receive. These
policies will ensure donor confidence that
their desires will be honored.

With these guidelines implemented,
under the guidance of competent legal
counsel, your organization will be in a bet-
ter position to meet the needs of your con-
stituency, your administration, and state
regulatory bodies. With your program

established — or fine-tuned, as the case
may be — you are ready to move on to
meeting with donors and closing gifts.

Next month we will consider “Prospect
Relationships, Disclosure, and Closing
the Gift.” &

1 The “Report and Comments on the American Council on Gift
Annuities 2004 Survey of Charitable Gift Annuities” is avail-
able at www.acga-web.org/orderform06.pdf

2 Supra, See the ACGA 2004 Report’s Introduction

3 Supra

4 Supra, and Ozee, et al. v. The American Council on Gift Annu-
ities, Inc., et al., www.pgdc.com/usa/item/?itemID=30453

5 See Charitable Gift Annuities Make Regulator's Top 10 Scam
List, Planned Giving Design Center, September 19, 2002,
www.pgdc.com/usa/item/?itemID=54550.

6 See comments by the ACGA at www.acga-web.org/scams.rhtml

7 See Commission News, www.azcc.gov/divisions/securities/
news_releases/2002/Apr01c-02.pdf

8 See Tax Analyst Summary on the Planned Giving Design Cen-
ter's Web site at www.pgdc.com/usa/item/?itemID=54550

9 See Testimony of Christine A. Bruenn, NASAA President and
Maine Securities Administrator, U.S. Senate Committee on
Banking, Housing and Urban Affairs, May 7, 2003,
http://www.nasaa.org/Issues___Answers/Legislative_
Activity/Testimony/555.cfm

10 Supra

11 Supra

12 See the press release by the North American Securities
Administrators Association, September 4, 2003, “State
Securities Cops: Senior Investors Facing a Perfect Storm for
Investment Fraud” http://www.nasaa.org/NASAA_Newsroom/
News_Release_Archive/1552.cfm

13 See www.ncpg.org/gov_relations/Annuity_letterncpgadd.asp,
and www.acga-web.org/IRShearingletterJan07.pdf
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PGT MARKETING REPRINTABLE

What'’s So Special About Gift Annuities?

ou have probably heard or read about charitable
Ygift annuities and wondered why all the excite-
ment? Why does ABCharity offer these and why are
donors obtaining these? What's so special about
gift annuities?

1. With a gift annuity, you give the cake and eat it
too. By that, we mean you receive annuity payments
after you give your gift. You give and receive — what
can be more special than that?

For example, Ann Nuity gave $10,000 to ABChari-
ty for a gift annuity. She is 75 years old and for the
rest of her life, she will receive payments totaling
$__ every year. ABCharity wins too, because we
receive whatever is left after Ms. Nuity is gone.

2. With a gift annuity, you receive fixed payments
for life. That is, your annuity payments will not change
over time. It doesn’t matter what happens to the econo-
my; your payments will continue to be the same amount
year in and year out. You can count on it!

3. You not only help yourself, you help ABCharity

with your gift annuity. This is so because part of what

you give for a gift annuity is considered to be a charita-

ble gift, a much-needed gift to help us carry our work
into the future. Your gift helps us fulfill our mission.
4. There are tax advantages as well. These may

include a charitable income tax deduction, an estate

tax deduction, and even capital gains tax relief. In
other words, the IRS looks favorably upon charitable
gift annuities and actually rewards folks for using
these to help organizations like ABCharity.

Would you like to learn more about gift annuities
and how they can help you and ABCharity? Simply fill
out the form below and mail it to the address below.

Or you can call our planned giving office at (number).

PLEASE COMPLETE
AND MAIL THIS FORM

Dear Friends at ABCharity:

U Please send me (us) a free illustration to show the
benefits of having a gift annuity with ABCharity.

U Please send me a personalized illustration of a
gift annuity.

Age(s): /.

Amount: $

Asset: [Jcash [ stock

U Please contact me (us) about a personal visit.
The best time to call me (us) is:

1 Please send information about the ABC Heritage
Society.

Name(s):

Address:

City: State:_ Zip:

Phone Number:

Mail this form to:
ABCharity, 123 Main Street, Anytown

Note: The above items is presented as a resource to adapt and use as you see fit. Unlike the other material in this newsletter, PGT subscribers may use items on this page without written permission
and without including any reference to Planned Giving Today. The publisher, editor, and Editorial Advisory Board assume no responsibility whatsoever in connection with the content or use of this
sample material. Pre-publication review by a qualified professional is strongly recommended. (For more reprintables, see http://www.liebertpub.com/pgtoday/resources/reprintables_on_cd.aspx)
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NEXT MONTH

# Doing the Ethical Thing
# A Tale of Two Endowments

¢ Best Practices for
Gift Annuities, Part Il

¢ And More . ..

Planned Giving Today is designed to provide
accurate and authoritative information in
regard to the subject matters covered. It is
published and sold with the understanding
that neither the publisher nor the authors are
engaged in rendering legal, accounting or
other professional service. If legal advice or
other expert assistance is required, the ser-
vices of a competent professional person
should be sought. (From a Declaration of
Principles jointly adopted by a Committee of
the American Bar Association and a Commit-
tee of Publishers.)

Unauthorized reproduction of all or any part of
this newsletter is prohibited. Written permis-
sion must be obtained from the publisher.

On My Way . ..

# Rails to Success. I recently attended

a regional planned giving conference in
Southern California sponsored by the
Planned Giving Roundtable of Southern
California. T was there as one of 16 presen-
ters and roughly 50 sponsor representatives
mingling among the 275 or so attendees.
It was a well-run conference and, from
comments I heard, exceptionally valuable.
I had been there several years previously
as a speaker and was pleased to return.
Love the PG folks in Southern California,
the palm trees, and the radiant sun.

Debbie Bills, one of the co-chairs of
the program committee, said, “I think
the Western Regional Planned Giving
Conference is well-known for providing
an excellent opportunity for networking
and meeting great people in the industry
... the conversations and new relation-
ships you build during an event like this,
as well as the exposure to such wonder-
ful people, are as invaluable as the tech-
nical information you receive.”

This dual emphasis on technical train-
ing and relational networking is typical
of planned giving conferences, whether
national, regional, or local in scope. It is
typical because both things are necessary
for our success in planned giving.

While I didn’t “ride the rails” down the
coast from Seattle, I did think about railroad
tracks when I reflected on the conference
and the theme, “The Path to Successful
Planned Giving, Taking the Lead.” I thought
maybe we should consider the “path” as
two tracks running side by side — techni-
cal expertise and relational effectiveness.

I recall a readership survey we did 15 or
so years ago in which we asked what the
reader considered most important for suc-
cess in planned giving: technical expertise
or relational skills. We also asked about
length of time in planned giving.

Those who identified themselves as
PGOs with two years or less experience said
that the technical outweighed the relation-
al in importance. Interestingly, those who
were at the other end of the longevity scale
in planned giving pointed to relational skills
as paramount. We need both to succeed.

What local council programs, as well
as regional and national conferences on
planned giving, teach us year after year is
that it takes two “rails” to get the train down
the track. The engine of philanthropic desire
pulls the different vehicles of planned giving
techniques along the parallel rails of techni-

cal know-how and relational skills toward
the destination of a planned gift.

Planned giving officers are sometimes
considered conductors orchestrating the var-
ious elements and persons involved in com-
pleting a planned gift. We might also use
the term “conductor” in a railroad sense in
that we are onboard helping the passengers
(donors, professional advisors, family, etc.)
reach their common destination successfully.

We invite “all aboard” and walk the
aisles of conversation to see that everyone
is enjoying the ride. We conduct the train
to the station.

Newcomers to planned giving may rank
technical expertise more highly because they
feel such inadequacy in this area and see
how badly they need to know these things.
Those who've been “riding the rails” for
years know all the clicks and clacks and
have learned that building solid relation-
ships are important in keeping folks from
jumping off at various whistle stops, not
to mention a disgruntled professional that
might derail the whole process.

I feel a song coming on: “She’ll be comin’
‘round the mountain when she comes . . .”

¢ Stewardship Counts. We hosted a cou-
ple recently for three days here at our moun-
tain home. And as is always the case, we had
lots of time to chat. With my background in
planned giving, I found it particularly interest-
ing to probe the experiences and opinions of
this couple who have been so generous over
the years to their alma mater . . . and the lack
of follow-up information pertaining to the
scholarship endowment they had established.
Our conversations reminded me of sim-
ilar concerns voiced by other donors who
felt let down by those organizations that
worked so enthusiastically to obtain the
initial gift. 'm talking about stewardship
and missing the opportunities for further
gifts because the donors are disappointed.
In the case of our friends, they were
mulling over a gift of $150,000 and were
asking questions of themselves (and me)
whether or not they really wanted to do this.
Good stewardship provides regular infor-
mation about investment results, use of
endowment payouts, and ongoing appreci-
ation. Every donor can influence others in
his or her circles of family and friends to
get involved . . . or to stay clear. Sometimes
it's better not to land a planned gift than to
get one and fail the stewardship test. ®
—GRS
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