" REACHING NEW HEIGHTS IN GIFT PLANNING

...A CONFERENCE ON PLANNED GIVING

ON GIFT ANNUITIES




To Our Participants:

Please refer to the conference program for a complete agenda, including room
assignments. The program also includes a diagram of the exhibit hall and a list of
exhibitors.

The views expressed in the papers presented in this pubation are those of the

authors and do not necessarily reflect the opinions of ACGA, its staff, or its board
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of the material in these proceedings should be construed as legalvice. Readers are

urged to consult their own legal counsel regarding any information found herein.
Permission to reprint an individual paper must be secured from the author of the

paper.

Neither ACGA nor the Sheraton Seattle Hotel is responsible fosl@r stolen
conference proceedings.
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Welcome

Welcome from the ACGA Ledcdo Chair

Welcome to Seattle and the 33 ACGA Conference on Planned Givingc A8 OA C1 AA Ui 680
1927, our conference has been a quality educational and networking everOur conference allows
representatives from charities and consulting organizations the opportunity to gather together, share
expertise, and enjoy the camaraderie.

The 339 Conference Committee, chaired by Joe Bull of Carnegie Mellon University, hasrbbard at
work for two years planning all the details of the conference. The Conference Committee has developed
the educational program that will serve the needs of each of you, and has spent countless hours
recruiting an outstanding faculty of the natio® O | 1T @&dogmiz&d speakers. They have been a handa, working
committee from start to finish.

Our conference staff has carried out the plans of the Conference Committee with exemplary professionalism. From faculty
communications and registration pocedures to publications design and menu planning, the conference staff has worked
with the committee, the faculty, and the hotel staff to make this the best experience possible for you, our valued attendees.

While in Seattle, you will find the ACGA Bod at work monitoring the educational sessions, collecting food tickets, and
greeting our guests. Please take a moment to introduce yourself to any member of the Board. We are eager to meet you
and learn about your needs as ACGA moves forward.

Most importantly, each of you has contributed to the success of this conference. We know that you have sacrificed precious
time and professional development dollars to be here. We appreciate your confidence in us, and thank you for attending.
Please let any member bthe conference teany committee members, staff, Board members, hotel staffknow how we
may better serve you.

With Best Regards,
Laurie W. Valentine, J.D.
Fisher & Sauls, P.A.

Welcome from the ACGA Conference Chair

Welcome! We are delighted anchonored by your attendance./ 0O AT 1T £ZAOAT AA OE
(AECEOO ET 'EEO 01 ATTEIChe DPAUO EIT T ACA O 10 AEOL
We have assembled a stellar program of speakers and topics so that you can indeed ressh heights

ET OEA Ei Bl OOAT O x1 OE -pufit Orgahizatiols] O T OO 1T AOET 1 6C

It is significant that your organization has made an investment of time and resources in your attendan
at our conference. We encourage you to take advantage of all the available: seek out ACGA boar
members to provide feedback, access information about all of the presentations in the conference a
and proceedings, visit our exhibitors who can be valuable resources for you, and enjoy meeting oth
gift planning professionals from all types of charitable organizations.

7A 1 TTE A& OxAOA O1 1 AAOGEI C Ui O AT A EAAOEIT C A&OI T Ul 68 , A
Sincerely,
&.

Jdseph O. Bull, J.D.
Executive Director of Gift Planning
Carnegie Mellon University
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Model Standards of Praate for the Charitable Gift Planner

Preamble

The purpose of this statement is to encourage responsible gift planning by urging the adoption of the following

Standards of Practice by all individuals who work in the charitable gift planning process, giftgining officers, fund

raising consultants, attorneys, accountants, financial planners, life insurance agents and other financial services

POl FAOCGOGEI T AT O jAT11 AACGEOGAT U OAZEAOOAA O EAOAAEOA GseAtd O
This statement recognizes that the solicitation, planning and administration of a charitable gift is a complex process
involving philanthropic, personal, financial, and tax considerations, and often involves professionals from various
disciplines whose goals should include working together to structure a gift that achieves a fair and proper balance

between the interests of the donor and the purposes of the charitable institution.

VI.

VII.

VIII.

4/19/18

Primacy of Philanthropic Motivation  The principal basis for making acharitable gift should be a desire on the
part of the donor to support the work of charitable institutions.O

Explanation of Tax Implications Congress has provided tax incentives for charitable giving, and the emphasis
in this statement on philanthropic mdivation in no way minimizes the necessity and appropriateness of a full

and accurate explanation by the Gift Planner of those incentives and their implicatior®.

Full Disclosure It is essential to the gift planning process that the role and relationshipsf all parties involved,
including how and by whom each is compensated, be fully disclosed to the donor. A Gift Planner shall not act or
purport to act as a representative of any charity without the express knowledge and approval of the charity, and
shall not, while employed by the charity, act or purport to act as a representative of the donor, without the
express consent of both the charity and the dono©

Compensation Compensation paid to Gift Planners shall be reasonable and proportionate to the services

DOl OEAAA8 O0AUI AT O T &£ £ET AAOCSO AZAAOh AT T T EOOEITO T0O 1
Planner as a condition for the delivery o& gift is never appropriate. Such payments lead to abusive practices

and may violate certain state and federal regulations. Likewise, commissidrased compensation for Gift

Planners who are employed by a charitable institution is never appropriated

Competence and Professionalism The Gift Planner should strive to achieve and maintain a high degree of
competence in his or her chosen area, and shall advise donors only in areas in which he or she is professionally
qualified. It is a hallmark of professionalisn for Gift Planners that they realize when they have reached the limits
of their knowledge and expertise, and as a result, should include other professionals in the process. Such
relationships should be characterized by courtesy, tact and mutual respe€.

Consultation with Independent Advisers A Gift Planner acting on behalf of a charity shall in all cases strongly
encourage the donor to discuss the proposed gift with competent independent legal and tax advisers of the

AT 11T 08600 AET EAAS

Consultation with Charities Although Gift Planners frequently and properly counsel donors concerning

specific charitable gifts without the prior knowledge or approval of the donee organization, the Gift Planner, in

I OAAO OiI ET OOOA OEAO OEA bjechvaDshoulll éncourdgh thd dordi e&riQ i thedgitA Al
planning process, to discuss the proposed gift with the charity to whom the gift is to be made. In cases where the
donor desires anonymity, the Gift Planner shall endeavor, on behalf of the undiscldsdonor, to obtain the
AEAOEOUB8O ET POO E1T OOEA CEZO PIATTEIC DPOI AAOGOS
Description and Representation of Gift The Gift Planner shall make every effort to assure that the donor
receives a full description and an accurate representation of all aspects of gopposed charitable gift plan. The

AT 1 OANOGAT AAO &£ O OEA AEAOEOURh OEA AiITT O AT Ah xEAOA /
assumptions underlying any financial illustrations should be realisticO

Full Compliance A Gift Planner shdlfully comply with and shall encourage other parties in the gift planning
process to fully comply with both the letter and spirit of all applicable federal and state laws and regulation®.
Public Trust Gift Planners shall, in all dealings with donors, #titutions and other professionals, act with

fairness, honesty, integrity and openness. Except for compensation received for services, the terms of wkich
have been disclosed to the donor, they shall have no vested interest that could result in persondahga

Adopted and subscribed to by the National Committee on Planned Giving and the American Council on Gift
Annuities, May 7, 1991 Revised April 1999.
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About ACGAand the33d Conference

Since 1927 the American Council on Gift Annuities (ACGA) and its predecessor, the Committee on Gift
Annuities, has promoted responsible philanthropy. Charities and allied professionals have kexd to ACGA

for actuarially sound gift annuity rate recommendations, advocacy of consumer protection and quality
educational opportunities. The ACGA biennial conference is the premier meeting planned giving, and is

the longestrunning educational opportunity in the history of the gift planning profession.

The 331 conferencecommittee has developed a program that addresses the most significant issues in the
field today. The agenda will be full of tips and guidelines on how to conduct the business chitable giving

in a legal and forthright manner. The conference is an outstanding opportunity toform yourself, and to
aid you in guidingthose with whom you work, in the best that charitable gift planning has to offer, both to
your donors, their advisors andyour organizational leadership.

Three tracks are available to suit your educational needs:

1 Fundamentals (Track I) : From gift annuity basics to marketing issues, this track is designed for
those who are newer to the field.

1 Intermediate & Advanc ed Planned Giving (Track Il) : This track is geared toward the more
experienced professional with a focus not only on gift planning vehicles, but also gift policy
development and improving your planned giving program.

1 Financial, Investment & Administrative Issues(Track Ill) : Designed to meet the needs of business
and finance officers, as well as allied professionals.

Regardless of your level of expertise, the384 Conference on Planned Giving is a quality educational
opportunity.

Continuing Education
CEforms for CFRE and CFP can be obtained from the registration desk or through the ACGA Conference
app. Only courses that have been approved are listed on each form. Registrants that attend the
conference will have their name submitted as an attendee, batach attendee is responsible for
submitting their information for CE credit.

Attendees will also have access to a certificate of attendance for the conference.
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Registration Information

10:00AM z 8:30P

7:00AM z 4:30P

7:00AM 7 12:15P

Guest meal tickets can be purchased during the online registration process. You may add up to 2 guests to

your registration. Guests are welcome to attend the funains listed below. Pleas@ote that children under
the age of 18 are not permitted at conference events.

April 25,2018
Opening Dinner
6:30pm - 9:00pm

April 26, 2018
Mt. RainierReception
4:30pm - 5:45pm

4/19/18 Back to TOC 12



Impacttul

OLUTIONS

for Increasing

Major&lannedGifS

\Websites Software Print Email Analytics
Create leads, build donor relationships “ With Crescendo's marketing, we
and close more gifts with Crescendo’'s are able to reach more alumni and
impactful solutions for major, friends than ever before. Since starting
blended and planned gifts. For a to use Crescendo’s tools and services
free demo, call 800-858-9154 or visit in the fall of 2014, we have booked over
crescendointeractive.com. $92 million in planned gifts. ,,

Cr©sce ndo ——— Tammy Wernke

Assistant Director, Gift Planning
Integrated Marketing for Planned Gifts University of Cincinnati Foundation
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ACGA Conference App, Presentations, andR\Vi

Conference App & Electronic Proceedings
The 2018 ACGA Conference appponsored by Crescendas available for multiple mobile devie platforms
and contains upto-the-minute conference information including: session descriptions, speaker bios,
speaker presentations and additional handouts, floor plans, exhibitors, sponsors, as wadl an electronic
ATPU T &£ 1 060 Ol AAAAET ¢cO AT T E8 91 O packetthahas faforAnationA b A
on how you can download and gain access to this app.

Sponsored By:

Cr@scendo

Integrated Marketing for Planned Gifts

Electronic Proceedings
The 2018 Conference Proceedings b is entirely electronic in an effort to go green. You can access the

proceedings book through the app or on the thumb drivesponsored by Sharpe Group &&R Newkirk,that
is distributed in your attendee materials at the registration desk.

Sponsored By:

AR

rr@newkirk

Meeting Space WFi
A special thank you to US Bankharitable Services Groufor sponsoring attendee access to Wi in the
meeting space.! OOAT AAAO xEI1 1 1 Ahdrica@boundlbnGittahiuifles oI xCEEORA TAR O O
network and enter the passwordUSB_CSG_Rocks the splash page to gain access to the network.
Bandwidth is shared, so please be considerate of your fellow attendees when using thefVto access
the app, email and other internet content.

GROUP

Sponsored By:

(Ebank

Charitable Services Group
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A partner who listens

PR
5

Strong partnerships are based on communication, trust and taking the time to listen to your
unigue needs. At U.S. Bank Charitable Services Group, our team of experienced professionals
are dedicated to customized strategies and expert advice every step of the way.

Mike Penfield, National Director Charitable Services
mike.penfield@usbank.com | 503.464.4912

usbank.com

[(Ebank.

tenoern Member FDIC. ©2018 U.S. Bank.
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Hotel & Locationinformation

Sheraton Seattle Hotel O
1400 6th Avenue Seattle, Washington 98101

L5,
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¢
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Sheraton' §

SEATTLE HOTEL

About the Sheraton Seattle Hotel

However you choose to fill your days and your nights, Sheraton Seattle Hotel puts you in the center of it all.
&OT i OEA 111 AT O Ul O O0OAD [lfekl@wdicbn@iunlike @ otitef. OE OET C
Keep in touch with home and the office with our computer workstations in the lobby, or bring your laptop
for complimentary wireless High Speed Internet Access. You can also stay on top of work with the range of
services ofered at the 24hour FedEx Office Business Center.

Our hotel makes it easy to stay active while traveling. Maintain your workout regimen with our Sheraton
&EOT AOGO A Hittie-Arosgudpment) dr &Am laps in our heated indoor pool.

Plan the perfect day. Seattle offers all the delights of an international city, from museums and theaters to

| OOO0OAT AET ¢ OAAOAAOQGEITTAI 1BDDPT OOOT EOEAOG8 2AT O A
majestic Mount Rainier, or sample authentic Seattle coffe€ontact our concierge to learn more about

xEAO6O CIEITC 11T OECEO 1ix ET AT A AOI OT A OEA AEOU
Location

Our hotel enjoys a convenient downtown location. The historic Pike Place Market, the Seattle Art Museum,
the Space Needle, Experience Music Project, amtiost of other exciting attractions are right nearby. See a
show at the Fifth Avenue Theater or the Paramount Theater. Experience the opera or ballet at McCaw Hall.
Enjoy the Seattle Symphony at Benaroya HaBomeare just a short walk from the hotel. Ashort trip will

take you to bustling Pioneer Square or the colorful International District.

Hotel Promotions (For Conference Attendees Only)
Complimentary Basic Wireless Internet Access in guest rooms
Complimentary Pool and Fitness Center Access

Chedk-in and Check-out

Checkin: 3:00 PM
Checkout: 12:00 PM
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Transportation & Parking

1 Airport Transportation ( All rates are subject to change.)Orhe Sheraton Seattle Hotel does not

provide shuttle service. However, several transportation suggestions careldound on their site
here: http://www.sheratonseattle.com/transportation

1 Driving Directions / Transportation Options
1 Parking ( Click here for additional parking _information ):

1 SeltParking*: Off-site selfparking passes are available to purchase at the Sheraton Valet Booth.
The selfparking rate is $30 per night. Please keep the pass in a safe and accessible place, away
from electronic or magnetic devices. The @ can be used up to three (3) times to exit the facility
before it expires on the day of your checkout. If additional exits are required, please see the
Sheraton Valet Podium.

1 Valet parking* at the hotel is based on limited availability. Valet parking iavailable for $57 per
nighty plus tax.

*Rates subject to change without notice.

What to Do in Seattle

There are some great reasons to visit Seattle!

I Check outSeattle's Top 25 Things To Do [ g

1 Want to know what is happening in Seattle? Subscribe te A
the Seattle Localist newsletter .

1 Seattle TVl 4EA O&EOOO 4AEAGS OEA S

317 O1 A6 EtkeQrindicEsc@redne city.
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10:00am- 8:30pm

Schedule of Events

Wednesday, April25

Regstration Open
2nd Floor

1:30pm - 3:00pm

Symposium 1: So What is Really Happening in Washingto
Grand BallroomC & D(2"d Floor)

3:30pm - 5:00pm

Symposium 2: Minimizing Risk, Marnizing Benefit
Grand BallroomC & D(2M Floor)

5:30pm - 6:30pm

Grand Opening Receptiorn
Exhibit Hall (Grand Ballroom A & B,"2Floor)

6:30pm - 9:00pm

7:30am-4:30pm

Opening Dinner &Keynote Address
Grand BallroomC & D(2"d Floor)

Thursday, April 26

Registration Open
2nd Floor

7:30am- 8:30am

Full Breakfast
Exhibit Hall (Grand Ballroom A & B,"2Floor)

8:30am- 9:45am

~ Morning Breakout Sessiong
See sessions for room (subject to chan

9:45am-10:15am

Refreshment Break
Exhibit Hall (Grand Ballroom A & B,"2Floor)

10:15am- 11:30am

Morning Breakout Sessions Repeate
See sessions for room (subject to chan

11:45am-1:15pm

Rates Luncheon
Grand BallroomC & D(2"d Floor)

1:30pm - 2:45pm

_Afternoon Breakout Sessiong
See sessions for room (subject to chan

2:45pm - 3:15pm

Refreshment Break
Exhibit Hall (Grand Ballroom A & B,"2Floor)

3:15pm - 4:30pm

Afternoon Breakout Sessions Repeate
See sessions for room (subject to chan

4:30pm - 5:45pm

Mt. Rainier Reception
Exhibit Hall (Grand Ballroom A & B"2Floor)

7:00am-12:15pm

5:45pm Enjoy Seattle on your own!
Friday, Aprl 27

Registration Open
2nd Floor

7:15amz 9:00am

Full Breakfast
Grand Ballroom PreFunction Area

7:30am-9:00am

Closing BreakfasiSpeaker The Brave New World of Gift Planning Where
Do We Go From Hex?
Grand BallroomC & D(2n Floor)

9:00am- 9:30am

Exhibits
Exhibit Hall (Grand Ballroom A & B '@ loor)

9:30am-10:45am

~ Morning Breakout Sessiong
See sessions for room (subject to chan

10:45am-11:15am

Refreshment Beak
Exhibit Hall (Grand Ballroom A & B,"2Floor)

11:15am- 12:30pm

Morning Breakout Sessions Repeate
See sessions for room (subject to chan

4/19/18

Conference Adjourns
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SessiorListing

Thursday, April 26 - Morning Sessions

Track |

Sleepless in Seattle? Confessions from a Gift Planner's Ethical X-Files

Philip Purcell... eememmmt et e e e e meeeeeemr e e e e e e emeeeee  REAWOO A
Overcoming Planned G|V|ng Myths W|th Your CoIIeagues

Rebecca Lock& Renee Kurdzos... PP UPPPUPUPPRRRRRRRRIY (=1 o =1 o
From Base Camp to Summit: CGA Basrcs & Best Practlces

Laurie W. Valentine..........ooo oo e e e e e e e et emmeeeeems et n s e e e e e e e e e e e e e e emeeeeSn@ AT

Track I

Structuring Charitable Gifts of IRAs

Jere Doyle... cerreeeeeene e Metropolitan A
Panel D|scuSS|on In3|ghts from the 2017 Survey of Charltable Glft Annumes

Facilitated byKristen Schultz Jaaral... . U OPOUPPNY |7 [ 1 (0] o To] [ ¢= Ta l =]

The Pooled Income Fund zAIbatross or Eagle’?

L R = = TP PP PPPPPPPPPRRIY [151: (6 (L1210
Track Il

The Silence of the Lambs: Retirement Plan Distributions to Charities

Jeff Comfort... PP P PPPRPPRPPRRRRIOPPPPPRN 17/ (01

How to Manage Your Admlnlstrator

Gary Pforzheimer... " PP PP PPPPPPPRPPOPPPPPPPPPPINN = =10 |/ /(o olo | =)
CGAsFunded With III|qu|d Assets

David Wheeler Newman.. et emmmeeee e RAVENNA

Thursday, Apnl 26 Afternoon SeSS|ons

Track |

One Size Does Not Fit All: How to Brew the Best Marketing Blend for Yo ur Nonprofit

Jeremy Arkin& Stuart Shapiro.... PP PPPTTPUPPPRRRRNPPPIRY 4 =1 ¢ [ =] o
The Case of the Peanut Butter and JeIIy SandW|ch

Lindsay Lapole.... S — 7= To \'V/oToJo N =}
CRT 101: Income for Donors Tax Savrngs a Lastrng Fh|Ianthrop|c Legacy

Cris Lutz... O PP PPPPPPTRY r.=\'/ <1 4| L)
Track I

IRAs: The Best Asset Ever Made for Planned Giving - Discover Everything You Need to Know

Johni Hays.... g USSP PPPRPPPPPPPpRp v/ -1 (o] o101 [| ¢z Ta WY
Big Data: G|V|ng PropenS|ty

Mark Koenig.... PP P PP RPPPPPPPPPPPRRRRRRRPPPPPR )" || (011
Understandlng the OIder Donor

LISz UYL= Y= o PP |V, =1 1 (o] o o] [ E=Tg ] =
Track I

Does Strict State Regulation Protect Gift Annuitants?

Bryan Clontz... PP P PP PUPPPPPP P RRRRRTPPRPPPRY O -1 [-] §
Assessing the Health of your Glft Annurty Program’P

Bryan Taylor.... .Issaquah
Compatible or Combatable’) The Worklng Relatlonshlp between Busrness and Planned G|V|ng Offices
Teresa R. Goddar®l Melanie JNorton... ..Redwood A
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Friday April 27 - Morning Sessions

Track |

Teamwork Makes a Dream Work

Jeremy Belsky... PSPPI = -1 \1\' o lo 1o I =]
Gift Planning in a Campalg n z Lessons Learned at Penn

Lynn Malzone lerardi... PP P PP PP PP PPPTPPPPPPPPIIN ©1=10 r-1¢
Learning from the Planned Grvrng Mrstakes of Others

Doug White... PP PPPPRRRRRN == 17/ =11 I-}
Track Il

Five Things You Should Know When Working with Professional Advisors

Donna M. Bandellon& Stephanie BuckIey.............c..uviiiieeeccccc i METFOPOlitaN B

Pursuing Blended Gifts

Kristen L. Dugdale... PP PUPPPRRRRRRRIRN v (=11 go] o o] [} 7=1g AN
What Gift Officers Need to Know About Flnance

Pat CoxDavid Ely& KeVIn MCGOWAN. ..........uuuuunnniccccccceeeeeeeeeeiiiisieeeeeeeereeennnnnnnnnsammmmmmmmeeeeeeeeeeeeeesnee MV IOW

Track Il

Investing Gift Annuity Reserves

Del Bouafi... PP UPPPPPPPPPPPPPRRPPRPIN L-17= (6 |8 F=10
Determrnrng the Profrtabrlrty of a Grft Annurty Program

Chris Kelly& Cathy R. Sheffield.. PP | 1= o | =1 o
CGA Annual Filings Made Easy(ier)

Edith E. Matulka& Crystal TROMPKINS............cociiiiiiiimeeaaeeiiiiiiiiiiieee e REOWOOD A
Track Key:

Track 1z Fundamentals

Track Il - Intermediate & Advanced Planned Giving

Track Il - Financial, Investment & Administrative Issues
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(1:30pm z 9:00pm)
Symposium |: So What is Really Happening in Washingtoftf?Z30PMz 3:00PM).........ccvevenenn... 23....
Svym 03|um 11 Mlnlmlzm Rlsk MaX|m|2|n Benefit (3: 30P 5:00PM)....... et 20
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INTEGRATED PLANNED
GIVING SOLUTIONS FOR
NONPROFIT ORGANIZATIONS

Our dedicated staff of professionals provides insight in the
areas of life-income gift administration and investments
for charitable gift annuities, charitable remainder trusts,
and pooled income funds. We will help to create a program
that fits your organization’s needs. We have a dedicated
group of Planned Giving Specialists who are committed

to relieving nonprofit organizations of the time-consuming
and technical aspects of administering and investing

a planned giving program.

TO LEARN MORE...

about how PNC Institutional Advisory Solutions
can help your nonprofit program reach new levels
of donor success, contact Chris McGurn at
410-237-5938 or Christopher.mcgurn@pnc.com.

> PNC
INSTITUTIONAL
ADVISORY SOLUTIONS

The PNC Financial Services Group, Inc. (“PNC”) uses the marketing name PNC Institutional Advisory Solutions® for discretionary investment management, trustee,
and other related services conducted by its subsidiary, PNC Bank, National Association (“PNC Bank”), which is 2 Member FDIC. Standalone custody, escrow, and
directed trustee services; FDIC-insured banking products and services; and lending of funds are also provided through PNC Bank. PNC does not provide legal,

tax, or accounting advice unless, with respect to tax advice, PNC Bank has entered into a written tax services agreement. PNC does not provide services in any
jurisdiction in which it is not authorized to conduct business. PNC Bank is not registered as a municipal advisor under the Dodd-Frank Wall Street Reform and
Consumer Protection Act {(“Act”). Investment management and related products and services provided to a “municipal entity” or “obligated person” regarding
“proceeds of municipal securities” (as such terms are defined in the Act) will be provided by PNC Capital Advisors, LLC, a wholly-owned subsidiary of PNC Bank
and SEC registered investment adviser.

“PNC Institutional Advisory Solutions” is a registered service mark of The PNC Financial Services Group, Inc.
Investments: Not FDIC Insured. No Bank Guarantee. May Lose Value.

©2018 The PNC Financial Services Group, Inc. All rights reserved. INVWM PDF 0218-0138-730001
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Symposium ISo What is Really Happening in WashingtqdaZ30PM¢ 3:00PM)
Facilitated ly EmanuéJ. Kallina, 1, J.D., LL.M.
PanelistsHarold HancockSteve Newbey

There is a lot of activity on the Hill and at IRSPresently, we do not know the future of the charitable deduction and
charitable incentives. At the conference, Emil Kallina will moderate a symposium on the state of tax reform,
projected changes, ad the effect of current and projected tax reform on charitable givingThe panel will consist of
individuals from the congressional sector, charitable lobbying arena, and experts on tax policy.

Sponsored By:

PNC

INSTITUTIONAL
ADVISORY SOLUTIONS

Emanuel Kallina, I, J.D., LL.M.

Managing Member
Kallina & Associates, LLC

his practice on estate and charitable planning for high net worth individuals and representing
charitable organizations in caonplex gifts. Emil works extensively with charitable lead and
remainder trusts, supporting organizations, private foundations, and over the years has
practiced in the related fields of business law, corporate tax law, partnerships, and real estate.

Emil is the founder of CharitablePlanning.com, a website dedicated to professionals who need
the tools to complete planned and major gifts. He is also a-fmunder of the Planned Giving
Design Center www.pgdc.com), a former member of the Board of Directors of PPP (formerly NPCG), former
Chairman (5 years) of the Government Relations Committee of the NCPG, dozmder of the Chesapeake Planned
Giving Council, Chairman of the Board and President of The James Foundation, a me&rabthe Board of Directors

of Search Ministries, Inc., and a present and former member of numerous other boards. Mr. Kallina has testified
frequently before the IRS, is a nationally recognized speaker on estate planning and charitable giving, and is a
frequent author on these topics.

Harold Hancock
Partner
McGuire Woods

After more than six years as tax counsel to the Ways and Means Committee, Harold now serves as
a strategic federal tax advisor to clients in a wide range of industries. He brings a uag bipartisan
perspective to several areas of tax law, including business deductions and credits, tax accounting,
tax-exempt organizations, and estate and gift taxes.

During his tenure, Harold served under three Ways and Means Committee chairs, includithg

%i AT OAl j Ol Ei 6q *8 +AI1ETAR )) EO OEA [ AlAC

— . currentchairman, Rep. KevinBrady (R AGAOQh AT A " OAAUBO DPOAAAAAOC

Ryan. He was responsible for devising key provisions in major legislation, including the Bipartisan
Budget Act of 2015 and the Protecting Americans fromak Hikes (PATH) Act of 2015. In addition to providing
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strategic legal counsel, Harold advises clients on strategy and business planning as a senior advisor to
-A" OEOA7ITAO #11 001 OEi ch OEA EEOI 60 DPOAI EA AEEAEOO OC

Steven W. Newberry

Principal & Faunder
Newberry Advisors, LLC

Steve Newberry is the founder of Newberry Advisors, a government affairs, leadership and
strategic planning firm. In addition to his work on behalf of broadcasters in Washington, DC
Steve frequently presents to and consult®rganizations on issues of leadership development,
governance, organizational and board development focused on the broadcasting, banking, health
care, nonprofit and economic development sectors.

- — A national leader in the broadcast industry, Newberry isthe founder of Commonwealth

Broadcasting Corporation, aradio broadcast group with facilities throughout Kentucky. He

began his broadcast career at the age of 14 and owned his first radio station at 21.

4xEAA Al AAGAA OI1 1 A A AheloinBarEl£hadnian & bd Natibriall€socfatidOof Brdadcasters

(NAB), Newberrywas alslODEA c¢mpp OAAEDPEAT O 1T £ OEA . AOET T Al 2AAEI

2AAET )T E -ACAUET A EAO OAPAAOGAAIT U ToAll DA AEBIT TNRIAREN & OF

A leader inindustry affairs, Steveserves on the board of directors of Broadcast Music, Inc. (BMI), the global leader

in music rights management, andas held many othemational leadership positions in the broadcast industry. A

member of the Radio Advertising Bureau (RAB) executive committée 3 OAOA EO &I O AO AEAEO

directors and the NAB Political Action CommitteeHe isalso a member of the International Broadcasterklea Bank.

For five years he served as Chaman of the Authority for Kentucky Educational Televigon (KET), and e servedtwo
termsAO A [ AT AAO T £ OEA TAOEITAI AT AOA 1T £ 00 Govkidapasi £ !
president of the Kentucky Broadcasters Association (18B) and is a member of the KBA Hall of Fame. Ieceived

their prestigious Distinguished Kentuckian Awardn 2009. He received the 2013 Outstanding Alumnus Award from

the University of Kentucky College of Communications and Information.

He received hisBA in telecommunications from the University of Kentucky.

4/19/18 Back to TOC 24



HIGHGROUND'

ADVISORS

Protect. Strengthen. Grow.*

High standards.
Grounded expertise.

HighGround Advisors offers nearly a century

strengthen and grow the a

of financial expertise designed to protect,

of nonprofit

organizations and their donors.

With a specialized, comprehensive array of
services and strength in asset management,
planned giving and account administration,
we are uniquely positioned to handle all of

your nonprofit needs.
L4

B

214.978.3300 | 800.747.5564 | highgrouIldad{’isors.org

|
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Symposium IIMinimizing Risk, Maximizing Benef{8:30PM¢ 5:00PM)
Facilitated byFrank Minton
PanelistsDavid LibengogdNev Major andAngela Winingham

Multiple options exist for operating your gift annuity program. These options involve the investment policy for your
gift annuity pool, managing various aspects of risk, determining whether to seifisure or reinsure gift annuities, and
the spending policy for the residuum of individual gift annuities. This session will describe and evaluate these
various options which will help a charity develop a sound policy for its specific situation.

Frank Minton will moderate a panel discussion amongst three nationallknown experts: David Libengood (TIAA
Kaspick), Nev Major (The Nature Conservancy), and Angela Winingham (MetLife), on the various aspects of gift
annuity administration.

Sponsored By:

HIGHGROUND

ADVISORS

FrankD. Minton

President
Frank Minton Consulting, LLC

Frank Minton founded Planned Giwig Services, a national consulting firm that was acquired by PG
Calc in 2005. Before entering consulting in 1991, he spent over ten years with the University of
Washington, where he served as Director of Planned Giving and Executive Director of
Developmert. He has served both as conference chair and board chair of the National Committee
on Planned Giving (now the Partnership for Philanthropic Planning) and received its distinguished
service award. He is a recognized expert on gift annuities and has senagichair of the American
Council on Gift Annuities from which he also received a distinguished service awarHie is the
principal author of Charitable Gift Annuities: the Complete Resource Mantia¢ co-author of
Planned Giving for Canadianand has mde many presentations and published numerous articles on gift planningh
number of his presentations have been to Canadian audiences, and his writing and consultation also deal with cross
border charitable gifts. He is on the advisory board oPlanned @&ing Today,and is a member of the Seattle Estate
Planning Council, and the Washington Planned Giving Council.

David Libengood
Senior Director, Relationship Management
TIAA Kaspick

Dave, who leads the relationship management/client consulting team at AA Kaspick, has over 30
years of experience in the planning, administration, and investment of planned gifts. He is also Vice
Chair, Business for the American Council on Gift Annuities (ACGA) and formerly served as chair of
its Rates Committee.Prior to joining TIAA Kaspick in 2001, he was responsible for gift planning,
trust and bequest administration, and the investment of life income gifts at The First Church of
Christ, Scientist in Boston, Massachusetts. Dave graduated with high honors from the Amanic
. " AT EAOO ! OOT AEAOCET 160 . AOETT Al ' OAAOAOA 40000
(CTFA). He holds a Bachelors of Music Performance degree and an MBA with distinction from The
University of Michigan.

Julian Major
Director of Gift Planring Administration
The Nature Conservancy
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Nev Major has worked at The Nature Conservancy for over 20 years in a variety of roles,
including Membership, Development, Campaign and Planned Giving. As Director of Gift
Planning Administration he overseesTA . AOOOA #1711 OAOOAT Aus O bl Al
donor advised fund program, estate distributions, gift of securities and other complex assets. A
native Virginian, he enjoys camping and hiking around the Shenandoah Valley and currently
lives in Warrenton, Virginia with his wife and two children.

Angela Winingham
Sales Director, Western Region
MetLife

Angela Winingham is Western region sales director, Institutional Income Annuities (l11A), Life &
Income Funding Solutions for MetLife. IIA enables deified contribution plan sponsors to provide
guaranteed retirement income to their plan participants to help them achieve successful
retirement outcomes. The business also offers specialty annuity products including charitable

gift annuity reinsurance and lotery annuities. The division is part of Retirement & Income
371 OOET 1 O6h OEA AT i DPATUBO EIT OOEOOOETT AI OAOE
OAOPI T OEAT A A1 O TOA0O ¢n DAOAAT O T &£ -AO, EEASO

Winingham, who joined MetLife in 2007, woks with intermediaries and plan sponsors to add guaranteed retirement
income options to defined contribution plans, as well as to provide pension risk transfer solutions for defined benefit
plans. She also works with charities to reinsure charitable gifprograms and state lotteries to provide annuity

Ol 1 OOET 1 08 O0OET O Ol AOOOIiET ¢ EAO AOOOAT O OIT A ET ¢qmpr
Worksite Benefits area.

Winingham has over 16 years of industry experience. Prior to joing MetLife, she was a senior consultant with
Mercer, an assistant vice president with Marsh and McLennan, and a human resources professional, specializing in
benefits and compensation. She has been an adjunct professor at Washington University in St. Lsinise 2002.

Winingham earned a Bachelor of Arts in Psychology and Sociology from Notre Dame de Namur and a Master of Arts
in Human Resources from Washington University. She is a FINRA Series & @8 registered representativeand is a
member of the Natonal Employee Benefits Advisory Forum (NEBAF), The Employee Benefits Association (EBA), The
International Foundation of Employee Benefit Plans (IFEBP), the Society for Human Resources Management (SHRM)
and the National Association of Professional Women @PW). She was named 2015 NAPW VIP Woman of the Year
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MINIMIZING RISK, MAXIMIZING BENEFIT

American Council on Gift Annuities
Biennial Conference
Seattle, WA
April 25-27, 2018

Panelists:

David Libengood

Senior Director Relationship Management

TIAA Kaspick

One Beacon Street, 8% Flcor

Boston, MA 02108

Ph: 617-788-5875 email: dlibengood@kaspick.com

Angela Winingham

Institutional Income Annuities Sales Director, Western Region
MetLife

7800 Forsythe Blvd., Suite 450

St. Louis, MO 63105

Ph: 314-930-8543 email: awiningham@metlife.com

Julian Major

Director, Gift Planning Administration
The Nature Conservancy

4245 North Fairfax Drive, Suite 100
Arlington, VA 22203

Ph: email: jmajor@tnc.org

Moderator:

Frank Minton

Principal

Frank Minton Consulting, LLC

26538 Beach Drive N.E.

Lake Forest Park, WA 98155

Ph: 206-365-5154 email: FDMinton@gmail.com
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INTRODUCTION

Charities have become increasingly concerned about the risk of issuing gift annuities since the
year 2000 as a result of two developments. One was the plunge in stock values, first in 2002
and 2003 connected with the tech bubble and again in 2008 and 2009 as a result of the
mortgage crisis. The other has been persistently-low interest rates. Charities that invested gift
annuity funds heavily in equities sometimes saw them lose 30 to 40 percent of their value, and
those that conservatively chose mostly fixed-income investments have seen a steady erosion of
reserves.

As a consequence, some gift annuities established in the late 1900s and during the 2006-2007
period have either gone under water or are at risk of doing do. This happens when the
contribution for a gift annuity is exhausted before the annuity obligation terminates, and the
charity must cover payments from other funds.

Generally, annuities that have been established during the last decade are projected to be
more profitable to charities because annuity rates during much of that period have been the
lowest in their history, and because of a prolonged bull market, resulting in very good returns
on reserves invested partially in equities. Charities that suspended their gift annuity programs
following the plunge in stock and real estate values in 2006 and 2007 made a major error, for
they missed the growth in returns that would have replenished their gift annuity reserves for
existing annuities and enlarged residua for new annuities.

Even though charities that issue gift annuities are breathing much easier than they did early in
the century, they remain concerned about minimizing risk and maximizing return. That is what
this session concerns. We have three panelists, who will approach the subject from different
perspectives, and the papers they have each prepared follow in the order that they will speak.

David Libengood is with TIAA Kaspick, a company that invests gift annuity reserves and handles
administration for charities that self-insure gift annuities. He will explain why most charities
choose to self-insure their gift annuities and how they control risk.

Angela Winingham is with MetLife, an insurance company that offers charities a way to reinsure
gift annuities. She will show that reinsurance can essentially eliminate risk and generate dollars
for current use.

Julian Major is with the Nature Conservancy, which has one of the largest gift annuity programs
in the United States. He will discuss the policies and procedures that his organization follows to

achieve efficiency and profitability and deal with problematic gift annuities.

Following their initial presentations, you will have an opportunity to direct questions to the
panel in general or to a particular member of the panel.

Frank Minton, Moderator
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SELF-INSURED GIFT ANNUITIES

By David Libengood, TIAA Kaspick

What Is a Charitable Gift Annuity?

A charitable gift annuity (CGA) is a contract between a charity and a donor whereby the charity
agrees to make fixed payments to no more than two annuitants for their lifetimes. In exchange
for agreeing to make these annuity payments, the donor transfers irrevocably to the charity
cash, securities, or other property. These assets become the property of the charity, and the
charity has a legal obligation to make the payments to the annuitant(s) regardless of whether it
chooses to invest the assets, purchase an annuity from a commercial insurance company to
fund the payments, or spend the funds contributed in furtherance of its charitable mission.

Both the amount transferred by the donor and the amount of the annuity payment are
specified in a CGA contract. The annuity payment is determined by multiplying the amount
transferred by the donor by the annuity rate. Most charities follow the gift annuity rates
suggested by the American Council on Gift Annuities (ACGA). These annuity rates vary
depending on the annuitant’s age; annuitants who are older when the contract is signed are
generally offered higher rates than are younger annuitants. The ACGA rates are determined
based on prevailing mortality tables and assumed investment returns and expenses. Material
changes to any of these factors can lead the ACGA to revise its gift annuity rate schedule.

Charities are not obligated to offer the rates suggested by the ACGA; however, as noted above,
the vast majority of charities that issue CGAs do. However, if a charity does not follow the
suggested ACGA rates, it must be certain that the rates it offers meet certain requirements
specified by the Internal Revenue Code, and, in many cases, by state laws and regulations.
Because a portion of the amount contributed to fund a CGA constitutes a gift, the CGA rates
offered by charities are lower than those available through commercial annuities offered by
insurance companies.

Once the annuity rate is established, the annual payment is determined and it remains the
same for the life of the contract. For example, if a 81-year-cold donor establishes a CGA funded
with $25,000 cash, and specifies that the annuity payments will be made to him and to his 81-
year-old wife, a charity that follows the ACGA rates will offer an annuity rate of 5.9% {according
to the rate schedule originally effective on January 1, 2012 and still in effect as of the date of
this paper). The annual fixed payments would equal $1,475, and would be made each year for
the lifetimes of the annuitants, typically in quarterly installments of $368.75 each.
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30



What Does It Mean to Self-Insure a Gift Annuity?

A charity that decides to self-insure its CGA payment obligations is making a decision to invest
the assets transferred by its CGA donors (or more commonly, the proceeds from the sale of
these donated assets) in a portfolio from which the payments to annuitants will be made. The
charity fully controls this investment portfolio, although it might hire a professional investment
management firm to invest the portfolio subject to policy parameters that the charity specifies.
When the contract terminates upon the annuitant’s death, the remaining value of that CGA
contract is usually removed from the investment portfolio and results in the residual gift that
the charity then spends on its mission.

In contrast to the self-insurance approach, a charity could decide to make a one-time payment
to a commercial insurance company in exchange for the insurance company’s promise to make
payments equal in amount to the payments required to be paid to the life annuitant under the
terms of the CGA contract. Under this approach, the amount of the gift the charity can use for
its mission is equal to the value of the gift property transferred by the donor minus the cost of
the one-time premium paid to the insurance company.

Under the self-insurance approach, the amount of the residual gift to the charity at the
termination of any individual contract can and does vary widely. The residual gift depends on
the investment returns earned by the portfolio, the duration of the contract (the lifespan of the
annuitant), and the expenses incurred.

Sometimes an individual CGA residuum can be more than the value of the funds originally
transferred by the donor, even though payments have been made for the entire lifetime of the
annuitant. At other times, an individual CGA residuum can be much less than the original gift
amount. It is even possible for the contract value to be fully depleted. In the case of depletion,
the charity must continue to make the payments to the annuitant(s) for life, either from the
investment portfolio itself, or from some other source. Such a contract is said to have “run dry,”
and what was originally intended as a gift by the donor in effect turns out to be a liability of the
charity. In other words, the charity actually loses money on a CGA contract that fully depletes.

The American Council on Gift Annuities {ACGA) establishes its suggested maximum CGA rates
by targeting the amount of money to be left for the self-insuring charity at the end of the
contract to be 50% of the amount originally contributed. Continuing the example quoted
above, if an 81-year old donor contributes $25,000in cash to fund a CGA, the assumed gift
remaining for the charity at the end of the contract is 50% of the funding amount, or
approximately $12,500. The 5.9% payment rate on the CGA is set so that, if the annuitant lives
his or her life expectancy and the assumed annualized investment return and administration
expenses are realized in actual experience, there would be $12,500 left at the end of the
contract. For more detailed information on how the ACGA establishes its suggested maximum
rates, please consult the ACGA’s Rates Paper at www.acga-web.org.
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A number of states regulate the issuance and management of CGAs. In most of these states, the
regulatory agency is the Department of Insurance. Some of these states require charities that
self-insure their CGAs to report annually to the Department of Insurance information about the
investment portfolio that is earmarked to make payments to the annuitants of its CGAs. A
subset of those states place investment restrictions on the investment portfolio, such as a
maximum percentage of the portfolio that can be invested in equity investments. The purpose
of this regulation is to protect the assets that back the annuity payment streams to the
annuitants under the CGA contracts. For more detailed information on state regulation of CGAs,
please consult the ACGA website at www.acga-web.org.

What Are the Risks to the Charity that Self-Insures?

Risks that are Outside the Charity’s Control. As noted above, any individual CGA contract can
run out of money, requiring the charity to continue to make the payments from sources other
than the original gift. Or, the residuum gift could be below expectations and fail to fund the
donor’s philanthropic objective, for example, a named scholarship at a college. These poor
outcomes might be attributed to a number of factors. Some of these factors are outside the
control of the charity, including:

o Mortality risk: The annuitant might live longer than what was expected at the time of
the gift. The 2012 Individual Annuity Reserving Table (the “2012 |AR”) is the most
recently published mortality table in the individual annuity profession. Under this table,
the life expectancy of a 75-year old female is approximately 17 years, or to age 92.
About half of 75-year old females are expected to live beyond age 92 and about half are
expected to die before attaining age 92. However, it is important to note that the
probability of living well beyond life expectancy is not insignificant. For example, a 75-
year old female has about a 13% probability of surviving to age 100.

e Bear market risk: Any individual CGA might be established just before a major
investment market decline similar to what was experienced in during the Qil Crisis in
1973 and 1974, the Tech Bubble Burst in 2000 to 2002, or the Financial Crisis of 2008
and early 20089. If this happens, and if the self-insuring charity has invested its portfolio
significantly in equity investments, the individual contract’s value is quickly eroded while
the payment obligation remains fixed. The payments on the contract might originally
have been 5.9% of the gift value. But a short time after the contract’s establishment and
immediately after the bear market, the payments to the annuitant might constitute 8%
or 10% or even more of the contract’s depleted value. If this “effective payout rate” gets
high enough, the contract value could be driven to zero and the contract depleted.

s Otherinvestment risk: It is possible that, during the life of a particular CGA, the
investment markets might not experience a downturn of the magnitude described
above. But the annualized return during the contract horizon might still be lower than
long-term average returns. This might result in residual gifts that are below
expectations, and depending on how long the annuitant lives, can even resultin a
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depleted contract. However, this risk is generally less of a problem for self-insured CGAs
than the immediate bear market risk described in the prior paragraph. Note that, even
during a period of relatively benign investment markets, poor performance by the
charity’s investment managers can result in damage to the value of CGA contracts.

Risks within the Charity’'s Control. Other factors that can affect the risk of a self-insuring
charity’s gift annuity program are, at least to a considerable extent, within the control of the
charity. For example:

s Paying a high rate: A charity could decide to issue gift annuities at rates higher than
those suggested by the ACGA. This increases the risk, all else being equal, that these
contracts will result in disappointing residual gifts to the charity, or even fully deplete.

s Current use of donated funds: A charity could decide it will immediately apply all or
some of the funds contributed under the contract to current charitable uses. Although
this might be appealing to the charity and the donor, this increases the risk that the
contract will run dry by reducing the assets available to support the annuity payments.

¢ Funding assetrisk: A charity could accept an asset that is not sold immediately or is
sold for a loss. For example, the value of an individual security might fall significantly in
one or two trading days. If the charity does not sell it immediately upon receipt, it might
realize a loss. The payment liability under the contract is fixed by the gift value of the
asset contributed even if it subsequently declines in value before it is sold. This can
result in a contract that has a disappointing residual value or fully depletes.

A similar decline in value could occur if a CGA is funded with an illiquid asset such as real
estate. In addition to the risk of loss on sale, many illiquid assets come with carrying
costs that the charity must pay until the asset is sold. These carrying costs also reduce
the net value of the CGA to the charity.

s Accepting large CGAs, or many CGAs for the benefit of a single annuitant: The
contracts issued by a charity could result in payments that must be made to an
individual annuitant that are very large. If the particular annuitant greatly outlives life
expectancy and/or the value of his or her contracts declines significantly because of
poor investment performance, the contracts might deplete. Finding a source of funds to
make payments on a dry contract with a small annual payment of $590 is likely not a
problem for almost all charities. On the other hand, finding a funding source for one or
more contracts that collectively pay the same individual $500,000 per year is a
significant problem for any charity. Although the mortality risk of an individual donor is
outside the control of the charity, the decision to accept large CGAs for one annuitant is
within the control of the charity.

o High Expenses: If a charity is not careful in the management and administration of its
self-insured program, its expenses for managing the program can be high. This can
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reduce the value of the residual gift left for charity. For example, as of the end of 2017,
the average domestic balanced mutual fund in the Morningstar universe of mutual
funds has an annual expense ratio of 1.16%. However, it is possible to construct a
broadly diversified portfolio of both domestic and international asset classes {including
both active and passive approaches employed by high quality managers) for about
0.50%. This more careful and economic approach means about 0.66% of the annual
investment return, year in and year out, is left inside the CGA investment portfolio to
compound for the benefit of the charity. Over the average 13-15 year horizon of a CGA
contract, this can make a significant difference in the realized residuum.

How Might a Charity that Self-Insures Mitigate these Risks?

Managing Investment Risk. Although the occurrence of a bear market is outside the control of
the charity, this does not mean that charity is completely powerless to protect its CGA
investment portfolio from poor investment returns. A full discussion of the approaches to
protecting investment portfolios is beyond the scope of this paper, but below are some general
principles that self-insuring charities can employ to mitigate investment risk:

» Selecting an appropriate overall stock/bond allocation: Because stocks have much
greater downside risk than bonds, during a bear market a CGA investment portfolio with
a higher allocation to stocks will decline more significantly than a portfolio with a
smaller allocation to stocks. The overall stock/bond mix is the most powerful tool the
self-insuring charity has at its disposal for managing investment risk. !t is very important
that charities select an asset allocation that is appropriate for the unique circumstances
and risk tolerances of the institution. In the author’s experience, most charities that self-
insure invest their CGA portfolios in equity allocations that range from 40% to 70% of
portfolio’s total value.

s Diversifying across asset classes whose investment returns behave differently: Equity
asset classes (such as large and small domestic stocks, large and small international
developed market stocks, emerging markets stocks, domestic and international real
estate, etc.) behave differently from each other in turns of the investment returns
realized. For example, in a particular year the investment returns from emerging
markets stocks might be negative while the returns from domestic real estate might be
positive. By constructing a portfolio that blends multiple asset classes whose returns
tend to have low correlations, the overall risk of the CGA investment portfolio is
reduced and the residual values of CGA contracts enhanced.

s Keeping fees low: As noted above, carefully investing in a diversified portfolio of
professional asset managers with lower management fees can help to enhance residual

CGA values.

Controlling Risk through Sound Policies. Other risk management approaches that self-insuring
charities should seriously consider include the following:

Back to TOC

34



¢ Do not exceed the ACGA rates: The ACGA rates are designed to balance an attractive
payment stream for the donor with a good gift for the charity. Establishing CGAs with
payout rates that exceed the suggested ACGA rates necessarily involves greater risk of
contract depletion. Some institutions cap the rates that they will pay to annuitants of
higher ages as a way to further reduce risk.

s Do notspend any of the assets prior to termination: As noted earlier, this practice can
seem satisfying for both the charity and the donor, but it can lead to trouble down the
road. If a charity spends part of the gift for a restricted purpose, it can later find itself
trying to identify unrestricted institutional funds that can be used to make payments on
the restricted purpose CGA that has run dry.

o Determine a maximum dollar amount that the institution will allow to be paid to any
one annuitant (whether from one CGA contract or multiple CGA contracts): Consider
multiple authority levels required for the issuance of contracts whose payments exceed
particular thresholds. For example, an acceptance policy might allow total annual
payments of up to $25,000 to be made to any one annuitant with the approval of the
Director of Gift Planning and the AVP for Finance. Total annual payments of between
$25,001 to $100,000 might be agreed to only with the approval of the VP for
Development and the VP for Finance, while total annual payments to any cne annuitant
that exceed $100,000 might require approval by the appropriate committee of the
Board of Directors. Naturally, these thresholds might be different for charities of
different sizes.

s Establish sound processes for promptly liquidating marketable securities: Any charity
should take steps to ensure that these funding assets are liquidated immediately after
they are received from the donor and confirmed to be the correct funding assets. This
will prevent the situation described above where the value of the funding assets
declines significantly from the gift date to the date of liquidation. Many charities ask
the donor to fill out a CGA application which specifies the ticker symbol(s) of the
donated security(ies), the number of shares to be contributed, and the transmitting
broker. This allows the charity’s custodian to determine immediately on receipt that the
transferred securities are indeed the ones expected from the donor.

s Establish a payment reserve to fund contracts that might run dry: Most charities that
issue many CGA contracts will eventually have a contract the runs dry. Itis best to
prepare for this eventuality by establishing a payment reserve separate from the gift
annuity investment portfolio from which payments on dry contracts may be made. This
separate reserve might be funded by the residual gifts of terminated CGA contracts with
unrestricted gift designations, from unrestricted general funds of the charity, or by an
assessment against all CGA contracts. For more information on this topic, please see
the Best Practices section of the ACGA website at www.acga-web.org.
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s Determine acceptable funding assets and establish a process for evaluating CGA gifts
with illiquid funding assets such as real estate: CGAs funded with illiquid assets involve
more risk because of carrying costs and uncertainty about the amount of liquid assets
that will be available, after the liquidation of the gift asset, to support the payment
liability. If a charity decides that it is willing to acceptilliquid assets to fund a CGA, it
should establish rigorous due diligence processes in regard to the funding asset and the
potential buyers of the asset. It should also consider negotiating other risk reduction
measures with the donor such as reducing the payout rate below the suggested ACGA
maximum rate, deferring the start of payments under the contract, or both.

Given the Risks, Why Would a Charity Decide to Self-Insure?

Most charities that self-insure do so because they expect to realize greater residual gifts from
self-insured contracts than they would by purchasing commercial annuity contracts from
insurance companies. They can reasonably expect to receive these greater residuals because
self-insuring charities can typically achieve higher effective equity allocations on the invested
assets than can be achieved if they reinsure.

The self-insuring approach is not without risks, however, sophisticated approaches and policies
are necessary to mitigate these risks and consistently realize higher residuals inits program. If a
charity does not feel it can successfully implement these approaches and policies, it might
determine it is better off reinsuring the CGAs it issues.
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REINSURED GIFT ANNUITIES

By Angela Winingham, MetLife

John Trumbell, an American artist during the American Revolutionary War, is credited
with the creation of the first modern charitable gift annuity (CGA) when, in 1831 he sold
a series of 28 paintings and 60 miniature portraits to Yale University in exchange for a
$1,000 annuity. Increating CGAs, Trumbell and his attorney Peter Augustus Jay adapted
“complex ideas and methods from life insurance, pension, and banking companies for
[a] new, charitable purpose.”’ Today, philanthropic organizations have turned to
insurance companies —from whom the idea for CGAs was first derived —to help manage
their obligations with CGA reinsurance.

For some nonprofit organizations that want to decrease the risks involved with all or a
portion of their gift annuities, reinsurance may make sense. When you reinsure, you
purchase protection from a life insurance company to cover your organization's annuity
payment obligation using a portion of the initial gift. In exchange, the insurance
company agrees to make payments either to the charity or directly to the annuitants.’ It
also transfers most of the administrative duties of a CGA program to the insurance
company so the organization can refocus its resources on the charity’s mission.

CGA Basics

CGAs enable donors to support causes they care about, while gaining the security of
lifetime income for themselves and, oftentimes, for their spouses or other loved ones.
With a CGA, which involves a contract between a donor and a charity, the donor
transfers cash or property to the charity in exchange for a partial tax deduction and an
annuity that provides a guaranteed stream of income from the charity. The amount of
the income stream is determined by many factors, including the donor's age and the
policies of the charity. Most charities in the United States use payout rates defined by
the American Council on Gift Annuities (ACGA). A CGA donor can typically begin to
receive income right away, or at a predetermined date in the future, the latter of which
can be attractive for younger donors. CGAs are particularly well-suited for philanthropic,
often high net-worth retirees, to meet their need for lifetime income and a desire to
donate money to charity in a tax-advantaged way. When the contract ends and the
donor (or their survivor in the case of a joint and survivor annuity) dies, the charity
keeps the remaining portion of the gift — known as a residuum.
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Offering a CGA Is Not Without Risk

Many philanthropic organizations have been willing to act like insurance companies by
self-insuring their CGA programs. However, a CGA program does not come without risks
—significant risks that can unfavorably impact the value of the gifts and the viability of
the program. An April 2015 ACGA whitepaper noted that a disadvantage of self-insuring
gift annuities is that it puts the charity at financial risk, which can include investment,
longevity and concentration risks."

Itis important for a nonprofit organization to understand the impact of investment risk
and the best procedures to minimize negative impacts to a portfolio. The 2008-2009
U.S. financial crisis caused several charities to go bankrupt and left them unable not only
to re-pay their donors, but also to promote their missions. For CGAs, investment risk is
best managed through diversified investment pools, asset allocation and asset-liability
matching (ALM). But, as Brian K. Clontz and Donald F. Behan noted in a Journal of Gift
Planning article, most CGA pools do not address ALM because charities "tend to invest
every annuity in the same investment pool without regard to the expected timing of the
liability."” Because charities do not use ALM, when the rate of return for a CGA pool is
not high enough to meet the payments for the annuitants, a charity needs to make up
the shortfall. This can have a negative and sometimes devastating effect on the
financial viability of an organization. In contrast, Clontz and Behan note, "insurance
company actuaries build pools asset/liability models to project future cash flow needs."
Reinsuring through an established insurance company gives a charity protection against
lower returns and financial losses due to market volatility.

Longevity risk is the risk of an annuitant living longer than their expected actuarial
mortality. Inthe event the annuitant outlives his or her life expectancy, a charity is
obligated to continue making CGA payments since they have been guaranteed for as
long as the annuitant lives. If someone dies earlier than expected, then in theory, the
residuum can be released. But, if there is another donor still alive well past their
expected mortality, the residuum from the person who died sooner might actually not
be released, because the charity needs that to continue paying the person still living,
Longevity risk can expose an organization to higher-than-expected payout rates and a
need to supplement the payments with the charity’s revenues or general operating
funds.

With concentration risk (i.e., when a CGA pool's assets and liabilities are concentrated
around a small humber of annuitants), short periods of market underperformance
and/or the impact of longevity risk may require additional contributions from the charity
to shore up the outstanding obligations.

In addition, charities need to be aware of the regulations that govern CGAs, which differ
by state. Most states require that a separate annuity reserve fund be created by the
charity, but the specific requirements, including reserve and annual reporting
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requirements, vary. These administrative complexities can distract from a nonprofit’s
mission.

Minimizing Risk and Maximizing Value Through CGA Reinsurance

CGA reinsurance is actually a bit of a misnomer because the term “reinsurance” usually
describes an arrangement where one insurance company cedes excess risk to another
insurance company for a premium. In the context of CGAs, reinsurance is simply a financial
management technique that helps to eliminate a charity’s exposure to various risks. Itis not an
all-or-nothing solution since organizations can choose which gifts, or portion of a gift, to
reinsure.

Like the name implies, CGA reinsurance is insurance, not an investment. When an
organization utilizes reinsurance, it is purchasing a guarantee from an insurance
company to cover the organization’s annuity payment obligations.

There are a number of benefits to CGA reinsurance, including security and certainty;
immediate access to donor funds; flexible administration; and, increased donor
confidence.

Security and Certainty

CGA reinsurance reduces uncertainty with the transfer of investment, longevity and
concentration risks, eliminating the need to draw on other revenues or unrestricted dollars in
order to meet donor obligations. A charity that reinsures its CGA program does not have to
worry about the impact on its ability to cover obligations due to market volatility or donors
living longer than expected. A charity can accept gifts of all sizes and not be concerned about
how the exposure to large gift annuity amounts might impact the financial health of the
organization.

Immediate Access to Donor Funds

CGA reinsurance allows an organization to immediately use CGA donations, instead of waiting
until a donor’s death. When a nonprofit organization reinsures a gift annuity, funds are
released to the charity after the purchase of the reinsurance, with the charity immediately
being able to use the difference between the remaining value of the gift and the cost of the
annuity. What’s more, the transfer of risks undertaken by CGA reinsurance may free up capital
and enable the organization to issue additional CGAs.

Flexible Administration

Flexible administration options are provided in CGA reinsurance, with payments being made by
the insurer either to the organization or directly to a donor or annuitant. According to the
ACGA, gift annuity administration requires the “structure and resources to invest reserve funds,
manage accounts, make annuitant payments and meet state and federal reporting
requirements.” The transfer to an insurance company requires fewer of an organization’s
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resources to maintain the program, which allows an organization to focus more time on its
primary mission.

Increased Donor Confidence

Importantly, CGA reinsurance gives donors confidence about the guarantee of lifetime
payments. Employing aninsurance company funding mechanism can make donors more
comfortable with the amount of their donation—or may even increase the possibility of
additional donations if potential donors know their CGAs will be backed by an insurance
company.

When CGA Reinsurance Makes the Most Sense

The best candidates for CGA reinsurance are those charities that desire to use some
money immediately, want the least amount of administration possible, and are risk-
averse. Typically, these are organizations that have no excess reserves to tap into ifa
CGA exhausts. The size of an organization and its CGA program shouldn’t matter since
charities of all sizes can all benefit from CGA reinsurance. However, according to
MetLife’s proprietary research, larger charities are more likely than smaller charities to
reinsure their CGAs. Similarly, the more gift annuity donations received, the more likely
a charity is to purchase reinsurance. While an attractive alternative, CGA reinsurance is
not necessarily a solution for every organization.

Here are two examples of organizations that have recently benefited from CGA
reinsurance:

A New York-based religious organization with a longstanding CGA program —This
organization had a large block of CGAs (over 800 in total, including many relatively small
gifts made long ago) and was concerned about the impact of the increasing lifespans of
annuitants and stock market volatility on the organization’s financial health. The insurer
reviewed the organization’s entire block of existing CGAs and determined reinsurance
could immediately improve the program’s bottom line and reduce both its longevity and
investment risk. The analysis identified nearly 150 CGAs in which the state-mandated
reserves being held were actually higher than the cost to reinsure these gifts. A net gain
of over $70,000 was achieved for the organization through the purchase of CGA
reinsurance. The client was also able to eliminate ongoing investment management
fees and reduce their administration expenses for these CGAs, and especially liked that
the insurance company guarantee would continue annuity payments as promised when
these gifts were made.

An Arizona-based nonprofit concerned about a few large gift annuities — This
organization’s chief financial officer was concerned about the potential impact of a few
large gift annuities on the finances of the overall organization, even though it had a
relatively small CGA program. Additionally, the organization was interested in the ability
to outsource the program’s administration (e.g., writing checks, providing tax reporting
information, etc.). The organization purchased a CGA reinsurance contract, saying that
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it valued the insurance company's expertise in fixed income investing and return
guarantees that compare favorably with other investment alternatives. It alsoliked the
ability to put a percentage of a CGA's value to work immediately, while compl etely
eliminating longevity and investment risk, and plans to reinsure future donor gifts.

How Does CGA Reinsurance Work?
Exhibit 1: Comparing the CGA vs. CGA Reinsurance Processes

Nonprofit organization retains all risks
DONOR RECEVES ANNUITY

. PAYMENT S AND TAX
ﬁ DEDUCTHONS

DELAYED ACC E 55 '!'3- FUNDS
DOMATION MADE TO ANNUITY AGREEMENT CREATED UNTIL DONOR'S DEATH

NONPROAT ORGANZATION BY NONPROFIT CRGAMLZATION

CGA REINSURANCE PROCESS

Investment and longevity risk transfemredto insurance company

ir .

. DONOR RECETVES ANNLUITY
PAYMENT % AND TAX
DEDUCTIONS

]

DONATION MADE TO ANNUITY AGREEMENT PR
NOMNPROFT ORGAN IZATICN REINSUREDBY ORCANZATION' S CASH FLOVY
INSURANCE COMPANY

Exhibit 1 illustrates the traditional CGA process compared to the CGA reinsurance
process. Inthetraditional CGA process, the donation is made to the nonprofit
organization, and an annuity agreement iz created to provide lifelong income payments
to that donor. The nonprofit arganization creates the necessary reserves and makes
annuity paymentsto the donor. Access to funds generated by the gift is delayed until
the donor's death, and the organization realizes the residual gift at that time. The
nonprofit organization retains all the risks and ad ministrative functions. If assets
underperform andforthedonor lives past estimated life expectancy, there can be a
negative impact on the residual gift realized or, in some cases, 8 need to access general
funds to meet payrment obligations.

With CGA reinsurance, the same annuity agreement between a donor and an
organization takes place. However, a secondary contractis created with an insurance
company. Inexchange for a portion of the initial gift, the annuity payments are made by
theinsurance company, ensuring that the organization keeps its promises toits
constituencies and stakeholders. There iz a releaze of reserves — the difference in the
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cost of reinsurance and the gift —that the organization can access immediately, thereby
increasing the organization's cash flow. As noted earlierinthis arkicle, the investment
and longevity risks are transferred to the insurance company. The administrative
functions are also transferred, eliminating investment management fees and requiring
fewer of an organization's resources to maintain the program. Payments can be made
directly to the donor or to the organization.

With both processes, donors will still avail themselves all the tax advantages associated

with making a donation tothe organization. The initial contract remains unchanged
with no impact to the donor.

Exhibit 2; Cost Structure of CGA Eeinsurance

Funds Released by Reinsurance
INSURER

CGA AMMUITY s !
ZENEF COST AMDUNT OF DFIGIMAL DIFT
® $10,000 2510 57,700 52300 23%
als 325,000 51,275 218,400 38,500 DE%
Male 3100,000 25,100 272,200 527,800 28%
70
‘ 510,000 S510 58,100 $1,900 19%
&b 325,000 1,275 218,600 5,400 7%
Female £100.000 55,100 578,700 523,300 23%
70
S g e
A e (e e AT e Lo FrmcTIU CoEA, rane s oec e et e Pouesiner T, 200 S (e approsen Dy e Arerioen Councl on G ATUTES)
s o (o] oy [ P o paaa ) e o) Ploaeeniner 30 200 T

Exhibit 2 illustrates reinsurance pricing for gift annuities as the size of the gift and CGA
payment increase. Reinsurance prices for this exhibit were developed based off of each
annuitant's age and benefit amount with MetLife purchase rates in effect on November
30, 2017, Thereinsurance prices are included in the column titled “Insurer Annuity
Cost". The Gift Amount less the Insurer Annuity Cost isthe % Amount of Funds Released
by Reinsurance. The % of Original gift is the S Amount of Funds Released by Reinsurance
divided by the Gift Amount. Ingeneral, the % of Original Gift amount released by
reinzurance increases as the size of the benefit amount increazes. The driver behind
this iz that the fixed expen=zes aszoriated with the contract become a smaller percentage
of the total premium as the benefit amount increases. Looking atthe 5100K example
for a male at age 70, the reinsurance the cost is 572K, thus releasing 28% of the initial
gift or 527,800 imm ediately for use by the organization vs. waiting until the donor's
death.
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Exhibkit 3: Funds Released By CGA Self-Insurance vs. CGA Reinsurance

Age at Purchase 65 7o 65 70 7o

Life Expectancy (under &R 2012} 2% 90 91 91 a2
Funds Released at Life Expectancy 548 000 248 000 548,000 241,000 543,000 542,000
Value of Funds Today (Self-insurarce] ~ $21,000 | $26,000 | $30,000 $18,000 $22,000 $24,000

Value of Funds Today (Reinsurarce) $28,000 | $32,000 $20,000 | %$23,000 | %26,000

Reinsuring today allows you to immediately release the same
amount of funds without the inherent risk exposure to your CGA
program

EEEE

wnds Todsy (Sef-hsurancs) besed on Present Value (PV) of CGA dongtion discouried back from anmuly confract msturly dafe W0 cument date

Locking at this another way, why would an organization want to pay 72% of the initial
gift when we could potentially realize 50% of the gift at the time of the donor's death?
The key is the ACGA assumption of a 50% remainder to the charity is in the future at the
time of the donor's death. Exhibit 3 illustrates the present value of the funds comparing
Self Insurance vs. Reinsurance. Reinsurance allows charities to immediately release
approximately the same amount of funds without the inherent exposure to investment
risks, longevity risk and fees for the duration they are managing the reserves and
making the payments.

The Society of Actuaries’ 2012 Individual Annuity Reserving Takle, the I1AR 2012 Mortality Takle,
required by a number of states for determining the minimum reserves required for gift
annuities issued on or after January 1, 2015, was used to determine the life expectancy for each
age and gender. Using the CGA rates and a gift amount of $100,000, the Annual Benefits are
54,700 for a 65 year old, 55,100 for a 70 year old, and 55,800 for a 75 yvear old, regardless of
gender. At each individual's life expectancy, the residual amount of the gift amount is
determined, starting with the Initial Gift Amount {$100K), reducing that for the annual benefit,
and assuming a return of 3.25% for each year until the life expectancy age. This amount is
called the “Funds Released at Life Expectancy” in the Exhibit above, and it assumes that each
individual dies at their life expectancy. The Value of Funds Today (Self Insurance) is the residual
amount discounted back to the age at purchase using the 3.25% rate-of-return assumption.
The Walue of Funds Today {(Reinsurance] is the Gift Amount (100K} less the Cost of Reinsurance
for each individual determined as of November 30, 2017,
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There is not a significant difference between ages and genders when the Value of Funds Today
is compared for selfdinsurance against reinsurance. It also shows that at the AR 2012 life
expectancy age, the present value of reinsurance is greater than that of selfdnsurance.
Howevwer, this is only one assumption for when the annuitant may die. Exhibit 4 illustrates
residual amounts at different ages for the participant circled in Exhibit 3.

Exhihit 4: Longevity Protection

Male

aA 7

Life Expectancy of B Years Past AR 11 Years PastIAR
I1AR 2012 Table Life Expedancy Life Expectancy

Funds Released atAge

(Sel-insurance) MiA 40,000 29,000 0
Value of Funds Today

(Selfnsurance) $28,000 $26,000 $13,000 $0

> >

Description of Age Reinsurance

Exhibit 4 illustrates how reinsurance can help provide longevity protection for nonprofit
organizations. The Exhibit shows the Funds Released at Age (Self-Insurance} and the Value of
Funds Today (Self-Insurance) at different possible ages of death. 1AR 2012 mortality was used
to determine life expectancy. Using the CGA rates, and a gift amount of 100K the Annual
Benefit is 55,100 fora 70 year old. At each possible “age at death”, the residual amount of the
gift amount is determined by Starting with the Initial Gift Amount {$100K} reducing that for the
annual benefit and adding in a fund return of 3.25% for each year until the “age at death”. This
amount is called the “Funds Released at Age” inthe chart above. The Value of Funds Today
{Self-Insurance) is the residual amount discounted back to the age at purchase (70} using
3.25%. The green column shows The Value of Funds Today (Reinsurance) and is the Gift Amount
{$100K) less the Cost of Reinsurance for the sample individual determined as of November 30,
2017.

Using the IAR 2012 Mortality Table, the probahility of living longer than age 89 is 56%, age 901z
52%, age 95 is 28% and age 101 is 7%. The Exhibit shows that age 89 is the equivalent age for
where the Value of Funds Today with Self-Insurance is equal to the Value of Funds Releazed
from Reinsurance. The residual value quickly diminizshes vs. what they could have realized with
reinsurance after age 89. For individuals that live to age 101 or longer, the charity may lose
money {or break even) from the gift annuity.
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Determining if CGA Reinsurance is a Good Fit

There is not a one-size-fits-all solution for mitigating risks for a CGA program and, while an
attractive alternative, CGA reinsurance is not necessarily a solution for every organization.
Organizations should develop CGA risk management policies that address the following
questions:

1) What is our risk tolerance threshold for the management of the CGA program?

2) Up to what level do we want to self-insure, and when should we consider reinsuring
all or a part of the gift based on our risk-tolerance threshold?

3) Is there a minimum gift size that we do not want to administer?

4) What are the fees and administrative demands of the program; and what should we
retain or outsource?

5) Could our organization benefit from increased up-front cash flow?

Ultimately, with CGA reinsurance through a well-established and experienced insurance
company, charities can alleviate their exposure to a host of risks and make certain that
their finances remain predictable, to ensure that their organizations keep their promises
to donors. When selecting an insurer to reinsure CGAs, there are several criteria that a
charity should consider. First, itis important for a charity to select an insurer with CGA
reinsurance as a core competency to ensure that the charity is working with a provider
who truly understands the need to balance the charity’s ability to promote its mission
by freeing up its capital, while protecting the income stream that has been promised to
valued donors in exchange for their generosity. Itis also extremely important to select
an insurance carrier with strong financial strength ratings to be certain the insurer is
able to meet all of its payment obligations. Additional protections can be provided to
the charity through state guarantee associations, up to certain limits, which vary by
state. For more information on state statutory limits, please visit NOLGHA.com.

Conclusion

With 10,000 baby boomers retiring every day, there is an enormous opportunity for
older Americans with philanthropic intent to secure lifetime income payments for
themselves and their loved ones, while getting a tax deduction. As the number of CGAs
grows, so will the number of organizations that may turn to CGA reinsurance. The
ACGA’s 2013 Gift Annuity Survey Report, the most recent survey for which data are
available, showed a slight increase in the number of charities interested in CGA
reinsurance. The 303 charities responding that reported issuing one or more gift
annuities in 2013 were asked whether they purchased commercial annuities to
“reinsure” the gift annuities they issue. Nine in ten charities (91%) reported they do not
purchase commercial annuities at all, while 7% purchase some commercial annuities,
and 2% reported that all gift annuities they issue involve the purchase of commercial
annuities, a slight increase over the 6% and 1%, respectively, in the 2009 survey. This
means that the percentage of charities reinsuring their annuities is up slightly since the
wake of the 2008-2009 U.S. financial crisis.
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The uptick in the percentage of charities reinsuring their CGAs indicates that awareness
of the extensive benefits that CGA reinsurance can offer to charitable organizations is
expanding. The percentage is likely to grow even further as more charitable
organizations realize that working with an insurance company whose expertise lies in
mortality and longevity risk management and asset-liability matching can mitigate the
risks associated with managing CGAs, relieving some of the burdens that come with
administering a CGA program and allowing the organization to focus on its core
philanthropic purpose.

“Benjamin Silliman: The Gift Planner Behind the First Modern Charitable Annuity," By Ronald A. Brown,
giftplanninghistory.org, Part 3 of 3, April 21, 2014.

! Not every state permits reinsurance. If reinsurance is permitted, the charity must investigate how
reinsuring contracts impacts the charity’s state reserve requirements.

! "Managing the Financial Liability of a Charitable Gift Annuity Program," American Council on Gift
Annuities, April 2015.

! Optimizing Charitable Gift Annuity Risk Management: Collaring the Bear and the Grim Reaper, Journal of
Gift Planning, By Brian K. Clontz and Donald F. Behan, January 2004.

L0118502003[exp0119][All States][DC]
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CONSIDERATIONS IN MANAGING A GIFT ANNUITY PROGRAM

By Julian Major, The Nature Conservancy

Charitable Gift Annuities (CGAs) are a vital part of any planned giving program. They are
generally the easiest type of life income gift for a donor to understand and, therefore, the
easiest gift to make. They appeal to all ranges of supporters on the donor pyramid: from
annual supporters to high net worth individuals.

The Nature Conservancy’s (TNC) Gift Annuity program has been in existence since the 1980s
and is a mature and diversified part of TNC’s planned giving program. Currently, CGAs make up
approximately 43% of The Nature Conservancy’s planned giving assets. The Nature
Conservancy strives to ensure that our gift annuity program is self-sufficient, meaning that it
does not draw costs or expenses from the rest of the organization. Itisimportant to manage
the program with this goal in mind. This way you can demonstrate to those in leadership
positions that the program is solely a benefit to the organization and not a risk.

Why CGAs are Appealing

The Nature Conservancy has received thousands of gift annuities ranging in size from $5,000 to
gifts in the seven-figure range. They are popular because they provide a stable income while
allowing donors to support the organization through a larger gift than they otherwise may have
been able to make. Some donors give up an entire interestin an appreciated asset or can make
a larger gift of cash than they imagined possible. Here are some quotes from our donors on why
they like supporting The Nature Conservancy through a CGA.

“It is comforting to know that | will continue to receive payments from my gift while I'm alive
and that it will benefit the good work of the Conservancy beyond my lifespan.”

Some donors see the gift annuity as an opportunity to receive a guaranteed flow of income and
diversify their retirement portfolio, while ultimately helping to protect some of the outstanding
natural places they had come to know through the Conservancy. “It was as much a strategic
decision for us as it was a desire to help the Conservancy.”

“My charitable gift annuity gives me the advantages of @ commercial annuity, but with added
tax benefits,” she says. “Now I receive steady income that is partially tax-advantaged, and the
Conservancy will ultimately benefit with a donation in the future. How much better can it get?”
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CGAs can also be part of a blended gift strategy when thinking about the best ways that a donor
can support an organizations’ mission. Donors who are interested in charitable gift annuities
can also be good prospects for future solicitations, including bequest gifts. There are several
important factors that go into successfully operating a gift annuity program.

Gift Acceptance Policies and Procedures

Organizations should establish clearly defined gifts acceptance policies and procedures. Much
like any type of gift, the organization should set specific guidelines for acceptance of charitable
gift annuities. Criteria should include factors such as:

s gift minimums

s funding assets accepted

e agerequirements and

e payout rates

o At TNC, we believe that it is very important to follow payout rates established
the American Council on Gift Annuities ACGA).

The Nature Conservancy accepts cash, securities and real estate {upon review and where
allowed) as funding assets for CGAs. We recently raised the gift minimum for CGAs to $10,000
for cash and securities. Repeat donors can make additional CGAs for a minimum contribution
of $5,000. The minimum for real estate gifts is $100,000. Real Estate funded annuities have
their own unique set of considerations. A thorough due diligence process of the property
should take place before entering into any gift agreement. An organization may consider
offering a lower payment rate to the donor in exchange for the additional risk involved and/or a
deferral period to account for selling the property so the CGA can be funded with the sale
proceeds. The organization should also take the marketability of the property into account
prior to any gift agreement.

The Nature Conservancy requires beneficiaries to be at least 50 years old to receive payments

from a CGA. A donor may make establish a Deferred CGA as young as 35, but the payments
cannot commence before their 50" birthday.

Investment Policies

Organizations should ensure they have an investment policy related to charitable gift annuities.
These investment decisions and strategy should be developed in partnership with development
and finance staff to make sure all parties in the organization understand the goals of the
program. Having a strong partnership with finance staff also allows everyone to understand
the risks and liabilities for a CGA program. Note that some state regulations can impact and
dictate the investments of Charitable Gift Annuities.

Designation and Use

An organization should consider a gift designation and restriction policy for CGAs. For example:
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s Canthe remainder be used to support any program within the organization?
s Should a portion be used to pay for the Gift Planning efforts and administration of the
CGA program?
Itis important to have these discussions with prospective donors so they have a clear
understanding of how their gift will support the organization’s goals and mission.

Audit Requirements

An organization should make sure they are able to properly report the assets and liabilities
related to CGAs on their financial statements. The charity should make sure assets and
liabilities are properly stated and the factors are understood by both development and finance
staff. Factors to considerinclude discount rate and mortality tables used to report the
information according to FASB requirements. This should be done in conjunction with the
organization’s finance team, again, speaking to the importance of a strong partnership between
development and finance staff. Many auditors are confused by life income gifts, so it makes
sense to invest some time in “training” your auditors on what a CGA is to avoid questions later.

State Regulations and Requirements

As a large CGA program, The Nature Conservancy strives to comply with all state regulations
and filing requirements. These can sometimes be difficult and time consuming, so an
organization should consider the staff time, skills and resources needed to become registered
and continuing with the annual filing requirements.

The time involved with regulation and filing includes both initial registration and ongoing
compliance. For example, some states require specific language and disclosures for gift annuity
agreements made with their residents. In addition, some states require pre-approval of the gift
agreements prior to any solicitation of charitable gift annuities. This approval can be time
consuming and a charity should consider all gift options when requesting approval of their
forms. That means you want to submit one and two-life agreements, deferred gift annuity
forms and flexible deferred gift annuity forms at the same time.

Finally, itis important to develop a strong network of outside resources that can help you
navigate complex questions or issues that could arise. It could be your own in-house counsel,
outside expertise, a vendor you use for administration or companies who provide specific
expertise in this area, such as PG Calc {(www.pgcalc.com) and the ACGA.

One of the great things about our jobs is that we get to learn new things all the time. |

guarantee you will come across a unique situation you have not experienced. A network of
resources can help you navigate these complex situations.

Tools for Fundraisers and Donors
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Organizations should develop user-friendly gift agreement templates that are easily customized
with donor information and easy for fundraisers to use. There are vendors in the sector who
can be instrumental in supplying gift agreement templates and can make this process easy.
Another valuable tool for fundraisers are easily customizable gift proposals. Often, it makes
sense to send a gift proposal prior to the actual CGA contract to a prospective donor to make
sure they understand the gift.

Note that organizations will need agreement templates for one and two-life annuities, deferred
gift annuities and flexibility deferred gift annuities just to name a few.

Organizations should also develop disclosure statements regarding CGAs that clearly lay out
several factors. They should include:

# basic information about how the annuity works

s details about payment beginning and end dates

» information on tax forms sent to the beneficiaries (1099)

¢ an explanation of how inflation can impact CGA payments over time

* an exhibition on investments of the pool and assets backing up the annuity-not just the

invested CGA pool, but the entire assets of the organization.

Finally, the disclosure should clearly state that a donor needs to consult their own advisors for
tax implication. A well written disclosure statement can help set donor expectations at the
outset of the gift and avoid any future misunderstandings leading to a better experience for the
donor.

Standardization and having a “bank” of all these proposals, forms and disclosures that can be
easily customized per donor will make everyone’s life easier and help the program run more
efficiently. It also helps fundraisers respond to donor inquiries in a timely manner.

You should also continually invest in education and outreach to annual/major gift and principal
gift fundraisers. Soliciting CGAs does not have to be the sole domain of the gift planning
fundraiser. Training major gift staff on recognizing these opportunities can lead to larger gifts
for the organization and a better experience for the donor. This will also help grow the pipeline
for new CGAs and ultimately help to grow the program.

Marketing

After fundraisers are trained and your materials are ready, an organization should create
marketing materials specific for CGAs. Investingin marketing materials and programs can help
to establish and grow a CGA program. Materials can include fact sheets, ads in publications,
direct mail, email and information on your website. These materials should focus on the
benefits and provide easy talking points. Featuring donor profiles and testimonials can also
help spread the word about this gift option. Marketing materials should position CGAs as a
charitable gift, and not as an investment product.
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Minimizing Risk

As stated above, the first step in minimizing the risk of accepting any type of gifts is to develop
and follow clear gift acceptance policies and procedures.

s Invest 100% of the funding amount of the gift in the pool. Removing any amount at the
outset of the gift can lead to greater risk that the annuity will go underwater in the
future. The gift would be harder to recover from initial market downturns should they
occur at the beginning of the contract.

o Perform regular “check-ups” by reviewing the health of your gift annuity pool annually.
Initially you should compare the assets to liability ratio of the pool. A healthy pool
should have an asset to liabilities ratio of @140%.

You should also regularly examine the effective payout rate of the annuity contracts. This
means locking at the actual impact of the contractual payments on the current market value of
the gift-not the original payout rate. Remember to include updated information on the life
expectancy of the beneficiary in this analysis. Use the 2012 Individual Annuity Reserving Table
to provide the most up to date information available on how long your organization could
potentially have to pay the obligation.

Example: A $10,000 CGA that pays 7% translates to $700 in payment obligations for the charity
each year. However, if the current market value of the original funding amount is only $6,000,
the $700 annual payment now represents an effective payout rate of 11% of the total value of
the remaining amount.

In the example ahove, the current market value of the gift would run out in approximately 8.5.
If the donor’s current life expectancy is greater than 8.5 years, the contract is at risk to go
“underwater”. Positive investment performance will mitigate this situation but this analysis
should be performed an at least an annual basis to identify gifts that can be problematic.

These factors can help determine the projected exhaustion rate of the market value of the
annuity and help the charity manage this risk. The Nature Conservancy regularly reviews CGAs
with high effective payout rates to determine the risk potential to overall pool.

Keeping Gifts Positive

In the example above, contracts with the potential for going “underwater” are a risk to the CGA
pool. As a current prolific tweeter often says #5AD! This is generally an outcome that is not
welcomed by the donor or the charity. The organization is required to make payments to the
beneficiary for his or her lifetime. In most cases these payments should be made from the
general annuity pool or other sources identified by the charity. One way to mitigate this risk is
to ask the beneficiary to relinquish the remaining income payments. Most donors are
charitably inclined and would like to know that the organization they support will receive
something from their gift. However, the conversation should also stress that in no way are the
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donor’s future payments impacted should they chose not to relinquish. Having a large annuity
program with many donors helps with these situations and ensures the pools are self-sufficient.

As your program grows, having a larger pool does help to provide additional stability to and
manage the risk of underwater contracts. At the close of our last fiscal year, The Nature
Conservancy had approximately 8.7% of our CGA contracts “underwater”. A large and mature
program is likely to have underwater contracts all the time, the key is to know about them so
the organization can understand the risk they may pose to the health of the pool. You can alsc
get insights into why the contract went underwater-longer than projected life expectancy, poor
investment returns, high payout rate, etc.

Review Risk Concentration

An organization should also monitor risk concentration in their annuity pools. This can be from
a single, large gift relative to the size of the pool, or multiple annuities from the same donors.
The Nature Conservancy generally reviews gifts when they make up 10% of the pool from any
one donor. These gifts could be candidates for re-insurance hut the charity should carefully
weigh the cost benefit of this option. An additional benefit of reinsurance would be to remove
the liability from the charity’s financial statement and state filings. The charity should make
sure they follow any notification rules required by state regulators (http://www.acga-
web.org/state-requlations). Charities should carefully consider the costs associated with re-
insurance and determine if the risk outweighs the potential remainder gift that would come to
the organization.

Keep Unpaid Payments in the Pool

Another method TNC has employed that helps bolster the reserves of our CGA pools is to keep
unpaid life income payments that are unrestricted in the pool once a contract matures. For
example, if a person passes away prior to their life expectancy, the funds that would have been
paid out had they lived to life expectancy can remain invested in the pool.

Example: A donor establishes a $500,000 gift annuity in 1995 with a 5.7% payout rate. The
annuity pays out $28,500 per year. The gift matured in 2017 with a remainder value of
$340,597.99.

e The original life expectancy for the donor was 12/31/2021. Had the contract remained
in effect until that time, an additional $121,125 would have heen paid out to the
beneficiary.

e The giftis unrestricted. Our decision would be to separate out $219,472.99 to the
organization and leave $121,125 invested in the pool.

This only applies to unrestricted gifts. These separated gifts should continue to be tracked
individually and the expectation is that the amounts will grow over time with investment
performance. Over time, they will contribute to the overall health of the annuity pool as there
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is no longer a liability associated with these payments. By tracking them, a charity can always
choose to take the funds out later to use towards their mission.

Residuum

Another method to evaluate the effectiveness of your organizations program is the remainder
amount received when a CGA matures. Afair measure is 50% of the initial gift value should be
left over at the end of the contract. We look at the residuum amount each year-most recently
The Nature Conservancy received an average of nearly 53% of the initial contribution. We have
seen fluctuations throughout the years-a high of 65% in Fiscal Year 15 and a low of 43% in Fiscal
year 13.

Conclusion

In summary, there are many factors to consider when administering a gift annuity program. An
organization should focus on mitigating the risk using tools like Gift Acceptance Policies,
regularly reviewing risk, keeping an eye on fundraising and administrative costs and properly
investing the assets. A successful gift annuity program is a valuable part of an organization’s
fundraising efforts. As one of our donors stated:

A charitable gift annuity offers us a charitable tax deduction, fixed income and the satisfaction
of knowing that the principal of the gift will ultimately support The Nature Conservancy. And, as
we get older and establish new charitable gift annuities, the interest rate they pay goes up—a
nice feature. All in all, we think it's a win-win situation, for us and the Conservancy.”
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PENTERA

Modern Planned Giving Marketing

YOU KNOW YOUR
MISSION IS SPECIAL,
AND SO DO WE

Let Pentera’s Marketing Consulting Team Help Your Nonprofit
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full-service integrated marketing communications for more than four decades.
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Keynote:Big Ideas Inspire Big PhilanthrogyAnd Lead to Big Resul{§:30PM¢ 9:00PM)
W. Reter Sommerfeld& Tomasz Ber, MD, FACP
(Wednesday, 800pm - 9:)

In September of 2013, Nike cdounder Phil Knight issued a challenge to the OHSU Foundation: Raise $500 Million
for cancer research in the next two years, and Penny and | will give you another $500 Milliow/ith that began the
largest fund raising challenge in the history of North American philanthropy.The story of how the Foundation
successfully met that match is an exciting story in itselfBut, even more exciting is what that Billion Dollars has
begun to accomfish in the fight to end cancer as we know it.

W. Peter Sommerfeld
Senior Philanthropic Advisor
Oregon Health & Science University Foundation

&( 2 Pete Sommerfeld joined the gift planning team at Oregon Health & Science University Foundation in
;:ﬁ October 1996.) T $AAAI AAOh ¢mpmh EA xAO 1T AIi AA OEA &
¥ = =W} Advisor, having previously served as its Senior Director of Gift Planningn total, he has over

* — twenty-five years of experience in the field. During his tenure with OHSU Foundat, he has
> collaborated with donors and their advisors to design and close a variety of gifts in support of all
‘& AOPAAOO 1T &£ /(3580 1 EOOETT 8
LN

Pete came to OHSU Foundation from United Cerebral Palsy of Oregon and Southwest Washington,
where he served as Dector of Planned Giving. He began his development career at the same organization as Special
Projects Director. His professional background also includes experience in the corporate office of PayLess Drug
Stores, Portland television station KATU, and ogpus ministry in several locations around the US.

Pete is a former Board member of the Northwest Planned Giving Roundtable, and holds membership in the National
Association of Charitable Gift Planners, and its Leadership Institutén 2015 Pete receivedhe Distinguished Service
Award from the Roundtable in recognition of his contributions to the organizationIn 2001 he earned designation

as a Certified Specialist in Planned Giving (CSPG) from the American Institute of Philanthropic Studies at Caldorn
State University, Long Beach.

Tomasz Beer, MD, FACP

Deputy Director
OHSU Knight Cancer Institute

Tomasz M. Beer, M.D., Grover C. Bagby Endowed Chair for Prostate Cancer Research, Professor of
Medicine, Division of Hematology & Medical Oncology, and ey Director at the Oregon Health

& Science University Knight Cancer Institute in Portland, OregorDr. Beer leads the Prostate
Cancer Research Program within the OHSU Knight Cancer Institute, an fd€signated Cancer
Center. He received his medical dege from Johns Hopkins School of Medicine, Baltimore,
Maryland, in 1991. He then moved to Oregon Health & Science University. At OHSU he completed
his internship and residency in internal medicine and then completed his fellowship in Hematology

and MedicalOncology.

Currently, he is a fellow of the American College of Physicians, as well as a member of several other professional
societies, including American Society of Clinical Oncology, American Urologic Association, American Association for
Cancer Researh, and Southwest Oncology Group, where he has led a number of clinical trials.

Dr. Beer has authored and cauthored more than 350 articles and abstracts on prostate cancer largely with a focus

on the development of novel therapies through clinical anttanslational investigation. He recently ceauthored the

book Cancer Clinical Trials: A Commonsense Guide to Experimental Cancer Therapies and Clinical Trials. Dr. Beer's
major research interests include clinical trials, preclinical investigation, and riskactors in prostate cancer.
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Thursday, April 26 Morning Sessions
(8:30am - 9:45am & 10:15am- 11:30am)

Sleepless in Seattle? Confessions from a Gift Planner's Ethic#lilés (Track D........coooveevenvenninee 58..

Overcoming Planned Giving Myths with Your Colleagues (Track.l).........ccoooeiiiieeeceemeeeeeeennns

From Base Camp to Summit: CGA Basics & Best Practices (Track.l).......ccccuuvvvicemmcmmeceeeennn

Structuring Charitable Gifts of IRAs (Track Il).... .
Panel Discussion: Insights from the 2017 Survev of Chantable Glft Annumes (Track Il) .......
The Pooled Income Fund Albatross or Eagle? (Track Il)...
The Silence of the Lambs: Retirement Plan Distributions to Charltles (Track IJJ.) ...................
How to Manage Your Administrator (Track Ill)... ettt et mm—————— et hh ettt £ e e e s
CGAs Funded With llliquid Assets (Track III)
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Strengthen your
CGA program

through
reinsurance

° Mitigate risks associated with your CGA program

° Gain immediate access to donor funds

Visit MetLife at booth #303 to learn how charitable gift annuity reinsurance will
allow you to focus more on what matters most.

Chuck Burke

Sales Director

Life & Income Funding Solutions
617-232-4717
cburke@metlife.com
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. MEtLife Navigating life together
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Sleepless in Seattle? Confessions from a Gift Planner's EthiEdeX(Track )
Philip Purcell, J.D.
(Thursday, 8:30am - 9:45am & 10:15am- 11:30am)

%OEEAAI OEI 1 AOETT O AAT OECI EAZEAAT Ol U AEGit pladAnkerg dnd thee A
organizations that they serve should understand the importance of ethics in our daily workAnd we must know how

to implement ethical best practices.This presentation will offer a definition of ethics as well as a template for ethita
decision-making. The prominent standards of ethics serving the charitable sector will be reviewed, identifying
important attributes common to all standards.

The Model Standards of Practice for the Charitable Gift Planmexs adopted and subscribed tdy the National
Association of Charitable Gift Planners (then National Committee on Planned Giving) and the American Council on
Gift Annuities is the leading standard of ethics for gift plannersThese Model Standards will be explored in detail,
sharing examples of ethical violations of each of the ten model standardéttendees will learn the results of civil and
criminal court cases, Congressional and state legislature actions, state attorney general reviews and case studies that
examine ethical violatons of the Model Standards.The discussion will lead to a deeper understanding of the
importance of ethics and the standards that should guide our profession.

Philip Purcell, J.D.

Senior Counsel for Philanthropy
Fellowship of Catholic University Students

Phil Purcell currently serves as Senior Counsel for Philanthropy on behalf of the Fellowship of
Catholic University Students.Formerly, he was VicePresident for Planned Giving and Endowment
Stewardship at the Ball State University Foundation where hassisted with completion of a $200
million campaign of which $65 million in planned gifts were raised.Phil held prior position as
director of gift planning for the Central Indiana Community Foundation, director of development
and planned gifts for the St Vincent Hospital Foundation, and director of planned giving and
development counsel for RoseéHulman Institute of Technology.He is senior consultant forHeaton
Smith Group providing charitable and estate planning servicesPhil is a certified fundraising
executive (CFRE)He is an attorney and member of the American and Indiana State Bar Associations.

Phil currently serves as a volunteer on the Tax Exempt Organization Advisory Council for the Internal Revenue
Service (Great Lakes States region) andMA A #EAEO 1 £ OEA |, ACEOI AGET 1T #1111 EC
Charitable Group.He teaches courses on Law and Philanthropy, Nonprofit Organization Law and Planned Giving as
adjunct faculty for the Indiana University Maurer School of Law and Indna University Lilly School of Philanthropy

and Fundraising School.Phil has served on the board of directors for the Partnership for Philanthropic Planning
(Secretary), Planned Giving Group of Indiana (President) and Association of Fundraising Professis Indiana

Chapter (President). Phil serves on the Editorial Advisory Board fd?lanned Giving Today.

Phil received his B.A. degree from Wabash College in 198tiggna cum laudgand his J.D. and M.P.A. degreesgth
honorg from Indiana University in 1985.
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TOM HANKS NEG RYAN
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Confessions from a Charitable Gift
Planner’s Ethical X-Files

Sleepless in Seattle?

SLEEPLESS NIGHTS? @

Philip M. Purcell, JD
pmpurcell@outlook.com

Copyright 2018@AIll rights reserved.
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Opening the Ethical
X- Files...

Off the Record...

¢ Overview of Ethics
¢ Application of Model Standards of Practice
Two Qualifications:

¢ Gift Planning requires teamwork of
nonprofit and for profit planners.

¢ Ethical issues are sometimes easier to
identify than to resolve.
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Definition of Ethics

«The rules or standards governing the
conduct of the members of a
profession.”

- American Heritage Dictionary

Role of Ethics in
Gift and Estate Planning

a

¢ Public Service
e Stewardship

¢ Value of a Good Reputation with
Clients and Constituencies
e Recent Issues: Valuation of Non-Cash

Gifts, Easements, Donor Advised
Funds, Supporting Organizations
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Ethical Frameworks

» Take into account and reflect a concern for the
interests and well-being of all stakeholders.
(Golden Rule)

* Always reflect the precedence of ethical values
and principles over non-ethical values. (Emmanuel
Kant)

* Violate an ethical principle only when truly
necessary to advance another ethical principle
that will produce the greatest balance of good in
the long run. (Utilitarianism)

()

Josephson Institute:
Decision-Making Model

Application of any of these approaches
requires:

A stakeholder analysis: Who are the
stakeholders? Donors, Charities, IRS,
Taxpayers?

Clarity about your principles: What are the
principles that govern ethical decision-

making? s
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Three Stages of Concern

1. Clearly lllegal
2. Clearly Unethical
3. Ethical Dilemmas

Five Steps to Principled
Reasoning

o Clarify
eEvaluate
eDecide
eImplement
eMonitor or
e Modify
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