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CHARITABLE GIVING
IMPORTANT INFORMATION

This information is provided by American General Life Insurance Company (AGL) and The
United States Life Insurance Company in the City of New York (US Life), members of American

International Group, Inc. (AIG).

The information contained in this document is general in nature and infended for educational
purposes only and is not a comprehensive analysis of the topic presented. The information may
be subject to change and should be verified for accuracy and reliability (e.g., federal income tax
statutes, rulings, etc. that may have changed since publication) and may be subject to differing
legal interpretations. While the publisher has been diligent in attempting to provide accurate
information, the accuracy of the information cannot be guaranteed. No representation or
warranty, express or implied, is made by AGL, US life and its affiliates as to the completeness

of the information in this document. AGL and US Life shall not be liable for any loss or damage
caused by the use of, or reliance on, the tax, accounting, legal, investment or financial items

contained in this material.

The Company, ifs financial professionals and other representatives are not authorized to give legal,
fax or accounting advice. For advice concerning your situation, consult your professional afforney,

tax advisor or accountant.

To ensure compliance with requirements imposed by U.S. Treasury Regulations, we inform you that
any tax advice contained in this document (including any attachments) is not intended or written to
be used, and cannot be used, for the purpose of (i) avoiding penalties under the Internal Revenue
Code or (i) promoting, marketing or recommending to another party any fransaction or matter

addressed herein.

©2020. All rights reserved.
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CHARITABLE GIVING
CHARITABLE GIFT OF A LIFE INSURANCE POLICY

The Rationale
Life insurance can be used to make a substantial, cost-effective gift to charity.
A life insurance gift allows heirs to inherit other assets.
Life insurance proceeds are paid to the charity without delay.
A life insurance gift is private, whereas a gift in a will is a matter of public record.

An outright gift of a policy to charity creates a current income tax charitable deduction equal to the lesser
of the policy’s fair market value or the donor’s basis in the policy.

Death proceeds paid to charity from an estate are deductible for federal estate tax purposes.

Remaining premiums paid by a donor are deductible when a charity owns the policy, or when the donor
gifts premium amounts directly to the charity.

The Choices

There are three basic options when making a charitable gift of a life insurance policy:

The policy owner gives an existing policy to charity, assigning all incidents of ownership to the charity by
naming the charity both owner and beneficiary of the policy.

The donor applies for a new policy on his or her own life with the charity as the policy owner and
beneficiary (subject to state insurable interest laws).

The donor names the charity as a beneficiary of a policy the donor continues to own.

The Tax Impact

A gift of an existing life insurance policy to charity qualifies for an income tax charitable deduction,
provided the donor itemizes deductions and assigns all rights to the charity by naming the charity owner
and beneficiary.
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CHARITABLE GIVING
CHARITABLE GIFT OF A LIFE INSURANCE POLICY

The donor’s deduction is the lesser of the fair market value of the policy or the donor’s tax basis in the
policy.

The deduction is reduced if the policy is subject to a loan.

The donor qualifies for an income tax charitable deduction for premium payments the donor makes after
a policy is transferred. If premiums are paid directly to the insurance company, the deduction is limited to
30% of the donor’s adjusted gross income. But if the donor makes annual cash gifts to pay the premiums,
the donor who itemizes may deduct an amount up to 60% of adjusted gross income that year. Stricter
limits apply in the case of gifts to a private foundation.

When a donor wants to retain ownership and control of an existing policy, the donor can simply add
the charity as beneficiary. This will not provide an income tax charitable deduction, but it will create an
estate tax charitable deduction for the proceeds that go to the charity at the insured donor’s death.

If the gift is a new life insurance policy, the donor should transfer funds to the charity to pay premiums.
The charity then becomes applicant, owner and beneficiary of the new policy on the donor’s life. The
initial premium transferred to the charity generally qualifies for a deduction and the policy’s death
proceeds won't be included in the donor’s gross estate at death because the donor never held any
incidents of ownership.

Other Considerations

The laws in most states make it clear that a charitable organization has an insurable interest in a donor.
However, the donor’s legal counsel should check the state law before the donor chooses to give a new
policy to charity.

The Bottom Line

Because death benefits paid to a charity at the donor’s death typically far exceed the premiums paid for the
policy, life insurance can create a gift that is much larger than might otherwise have been possible. A gift of
life insurance permits a donor to make a generous charitable contribution while retaining other assets.
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CHARITABLE GIVING
CHARITABLE GIFT OF A LIFE INSURANCE POLICY

SUMMARY
WHY MAKE A LIFE INSURANCE GIFT?

An insurance policy has the potential to create a substantial, cost-effective gift to charity through the policy’s
death benefit. The result is a gift that is much larger than the donor may otherwise have been able to make.

Also, unlike a charitable bequest made in a will, a life insurance gift does not become a matter of public
record and is made without the delays of probate.

Premiums paid by the donor after a lifetime gift of a policy to charity are deductible for income tax purposes
when the donor itemizes. When the charity is named as the policy beneficiary, the death proceeds paid to
the charity are deductible for federal estate tax purposes.

HOW CAN A DONOR MAKE A GIFT OF LIFE INSURANCE?

A donor has three basic choices in making a charitable gift of life insurance:

@ The donor gives an existing policy to charity. In this case, the donor assigns all incidents of ownership
to the charity, making the charity the policy’s owner and beneficiary.

@ The donor applies for a new life insurance policy and designates the charity as owner and
beneficiary. Although a majority of states recognize a charitable organization as having an insurable
interest in a donor, an individual considering this gift should have an attorney check the applicable
state law pertaining to insurable interest.

@ The donor names the charity as the beneficiary of a policy that the donor continues to own.
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CHARITABLE GIVING
CHARITABLE GIFT OF A LIFE INSURANCE POLICY

WHAT ARE THE TAX CONSIDERATIONS?

A charitable gift of an existing life insurance policy can generate an income tax charitable deduction
provided the donor assigns all rights. When considering a charitable gift of an existing policy, the donor has
two choices:

€ Make an irrevocable gift of the policy to charity. The donor qualifies for an income tax charitable
deduction equal to the value of the policy or the donor’s cost basis in the policy, whichever
is less.

® Name the charity as beneficiary while retaining ownership and control of the policy. No income
tax deduction is available for this gift. At the time of the donor’s death, the policy proceeds will be
included in the donor’s estate and the donor will receive an estate tax charitable deduction for the
money that goes to charity.

If the gift is a new policy, the donor should first transfer funds to the charity. The charity then becomes
applicant, owner and beneficiary of the new policy issued on the life of the donor. The donor qualifies for
an income tax deduction for the initial premium amount paid by the donor. Also, the death proceeds of
the policy won't be included in the donor’s estate at death because the donor never held any incidents of
ownership.

WHAT'S THE CONCLUSIONZ?

Because death benefits paid to a charity at the donor’s death typically far exceed the premiums paid
for the policy, life insurance can create a gift that is much larger than might otherwise have been possible. A
gift of life insurance permits a donor to make a generous charitable contribution while retaining other assets.
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CHARITABLE GIVING
CHARITABLE GIFT OF A LIFE INSURANCE POLICY

2. The donor may also pay the premiums on the
policy, either by paying them directly to the
insurance company or by making annual cash
transfers to the charity, which then pays the
premiums. More favorable deduction limits
apply to the latter scenario.
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