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Top 10 CGA Risks to Avoid

BY BRYAN CLONTZ

fter performing dozens of risk
A audits on charitable gift annuity
pools from 25-1500 annuitants,
I have become increasingly troubled by
. how charities are managing gift annuity
risks. The majority of these pools, regard-
less of the size, have at least one firecrack-
er, hand grenade and/or nuclear bomb
that will do varying degrees of damage to
the pool or charity. How can you avoid
. the risk? Stay out of these top 10 charita-
I ble gift annuity traps.

1. Using Money Currently
Spending current money from charita-
ble gift annuities has always been the car-

dinal sin of gift annuity management, yet
charities still do it. Although the equity
returns of the ‘80s and ‘90s allowed these
policies, the whipsaw effect of 2000-2002
has pulled many of these pools underwa-
ter — to the point where the present
value of assets is less than the present
value of liabilities.

Using conservative ACGA assumptions,
a new gift annuity has between a 5 and 15
percent probability of exhaustion. And for
every 5 percent the charity uses upfront,
the exhaustion probability increases by 4
to 8 percent to a total of 35 to 45 percent at
20 percent upfront.

Continued on page 8

‘Teaching Our Children Philanthropy

BY CAM KELLY

f you are like me, you may often
wonder if your children understand

just how fortunate they are, or

. whether they are oblivious to the many
hardships that can challenge families
on a daily basis. I consider myself phi-
lanthropically inclined, and I wanted
to begin to share that idea and practice
with my three young sons. How to do
it in a way that is meaningful to them
is the question.

Over time my children have observed
me putting an envelope in the church
basket; pledging money over the tele-
phone when a phonathon volunteer
called; writing a check to a charity whose
work I respect; or heading off to a meet-
ing at the local YMCA, where 1 serve on
the board of directors. Although they’ve
seen this behavior repeatedly, I wasn’t
sure they understood the end result of
my actions.

As an introduction, I explained that
there are families whose decisions are not
“What kind of new bike should 1 buy?”
but “Can we afford a new bike when you
also need new shoes?” The blatant com-
parison of want versus need caught them
off guard, so I waded slowly into the water.
I shared with them that the YMCA needs
money 1ot only to keep the building look-
ing nice, but so that children who can't
afford a membership or a swim lesson can
have one through the generosity of some-
one else.

In fact, T explained, our family gift
to the Y just might help a friend of
theirs to have a swim lesson or be able
to go to summer camp. Their nods and
smiles assured me that I was headed in
the right direction in trying to express
a difficult concept by using a familiar
situation.

Continued on page 2
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