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	Sweet Charity: Life Insurance Gifts

Did you know that you can gift a new or existing life insurance policy to your favorite charity? When properly designed, a charitable life insurance program can provide a powerful boost to your overall financial picture and offer substantial tax benefits, all while supporting a charitable cause.
Generally, there are three methods used to gift a life insurance policy to a qualifying charity: a charitable bequest, a charitable gift, and a charity ownership. Regardless of the method, policy ownership and beneficiary arrangements play an important role in the planning process. A consultation with a qualified legal professional can solidify your goals and expectations, provide information on the limitations on charitable deductions, and help achieve the desired results, while avoiding unnecessary complications.

A Comparison of Gifting Strategies

A charitable bequest is ideal if you would like a charity to benefit from the proceeds of an existing life insurance policy but do not wish to surrender control during your lifetime. By merely changing the beneficiary arrangement to a desired charity, you retain the usual benefits of owning a policy because you still have incidents of ownership in the policy. There is no immediate income tax benefit for this type of charitable gift. Upon your death, however, even though the death proceeds will be included in your gross estate, a charitable deduction for the full value of the policy proceeds is allowed.
If you wish to receive an immediate income tax deduction for a gift of an existing policy, consider a charitable gift. By simply changing the beneficiary and ownership designations on an existing policy to a favorite charity, you can obtain an immediate gift tax charitable deduction for the policy (subject to look-back provisions). This deduction is based on the lesser of your (the policyowner’s) cost basis or the value of the policy. You may also qualify for an income tax deduction.

If you make regular cash contributions to a charity, there may be an opportunity to leverage smaller gifts into a larger endowment. Under a charity ownership, a life insurance policy—where permitted by state law (see below)—is purchased by and made payable to a charity of your choice. Policy premiums are technically paid by the charity. To offset this cost, you can make annual cash gifts to the charity, and as a result, you may be eligible to deduct a portion of your charitable donations from your income taxes. A gift tax charitable deduction for the full value of the annual cash gift is allowed.

Be Aware of Insurable Interest Laws

Regardless of your gifting strategy, the insurable interest laws in the state where the policy was originally purchased must be considered. Although the donor makes contributions to the charity in cash and the cash is then used by the charity to pay premiums on the life insurance policy, the life insurance policy insures the donor’s life. Insurable interest is typically considered to be an interest based on family, marriage, or financial obligation; consequently, the charity’s insurable interest in the policy may be called into question, thereby jeopardizing the tax benefit and placing the policy proceeds as part of the donor’s estate. However, a case for insurable interest can be anticipated and incorporated into the trust documents.
The Best of Both Worlds

If you are charitably inclined and are seeking tax advantages, the gifting of life insurance can offer unique planning opportunities. The potential for charitable income tax deductions or an estate tax deduction, coupled with supporting a worthy cause, may make this type of gift particularly attractive. Careful planning, under the guidance of a qualified tax and legal professional, can help ensure your charitable intentions are properly executed.
Plan Carefully When Choosing Your Executor

When writing your will, one of the more important decisions will be selecting an executor. Ideally, an executor should possess the tact of a diplomat and the administrative skills of a professional executive. The person should also be close enough to you and your family to do as you would wish, yet be able to act objectively should conflict break out among family members.
While any person you trust can be your executor, many people choose a spouse, close friend, or associate, who may also be a beneficiary of the estate. Large estates often have two executors— a personal representative to interpret your wishes and a professional representative or institution, such as your attorney or a bank, to make business or financial decisions, pay taxes, and maintain records.

An executor’s job is to “wrap up” your financial affairs. The individual must identify and determine the value of the assets that are part of your estate. (Trusts, life insurance policies, pension plans, and some types of jointly owned property may fall outside the executor’s authority.) Certain assets necessitate hiring an appraiser, whose fee is generally paid from your estate’s assets, as are expenses for lawyers, accountants, and other professionals. An executor is also responsible for paying your remaining debts, filing tax returns, and distributing whatever remains to your heirs.

Throughout this process, careful records must be kept. Most probate courts will demand a full and detailed account of all money received, spent, or held by your estate. 

If you die without a will (intestate), the court will appoint an administrator to perform the executor’s duties. Administrators and executors usually receive fees of 3% to 5% of an estate. However, when family members serve, they typically waive the fee. Administrators must post a bond to safeguard the financial interests of your heirs, although in some cases the heirs may consent to waive the bond. The cost of the bond premium is also paid from the assets that would otherwise go to your heirs.

When choosing an executor, objectivity is essential. Be sure that the person you select is willing to accept the responsibility. It may be wise to choose an alternate executor to serve in the event that your initial executor is unable to do so. If you have not yet selected your executor, consider choosing one now to eliminate potential complications in the event of an untimely death.

When It Comes to Retirement, Age Matters

When preparing for your retirement, think about how much money you may need each year to fund your desired lifestyle. To help ensure that lifestyle, you will need to set aside enough money to supplement known sources of retirement income, such as a company pension and Social Security. It is also important to be aware of how your age factors into your retirement decisions. Here are some important age milestones to consider:
Age 55. If you take “early” retirement, quit, or are otherwise terminated from employment, you can generally withdraw money from 401(k), 403(b), Keogh, SEP (Simplified Employee Pension), and profit-sharing plans without being subject to a 10% federal income tax penalty for early withdrawals. In order to meet the qualifications as specified in IRS Publication 575, you must attain at least age 55 by December 31st of the year you leave the workforce, money must stay in and come from your employer’s plan and cannot be transferred to an Individual Retirement Account (IRA), early withdrawals are subject to the plan’s provisions, and only money from your last employer’s plan will qualify (not funds from previous employers). You may take early distributions at any age from a traditional IRA, qualified plan, or 403(b) plan without penalty, provided you receive “substantially equal periodic payments.” Certain rules govern this provision, so seek appropriate counsel.

Age 59½. Generally, you can withdraw money from traditional IRAs and qualified retirement plans after the age of 59½ without being subject to the 10% penalty tax, if plan-specific qualifications are met. Ordinary income tax is typically due unless the distribution was a qualified distribution from a Roth IRA. No income tax or penalty will apply to distributions from a Roth IRA, provided you have reached age 59½ and have owned the account for at least five years.

Age 60. Widows and widowers are eligible for reduced Social Security benefits.

Age 62. Some companies may allow retirement at this age with full pension benefits. Moreover, this is the earliest age for receiving regular Social Security benefits, but the benefit will be reduced.

Ages 62–Full Retirement Age. The earnings threshold for those still working and collecting Social Security benefits is $13,560 in 2008 ($14,160 for 2009). There is a $1 loss (a “give-back”) in benefits for every $2 earned above that amount. In addition, a portion of benefits may be taxed as income (based on a complex formula).

Age 65. Most company pension plans provide full benefits. Medicare eligibility generally begins at this age. Those born in 1937 and earlier are eligible for full Social Security benefits and are also deemed to be at “full retirement age.” However, full retirement age for younger workers to receive full Social Security benefits is slowly rising, which affects those born in 1938 and later. Full retirement age for those born between 1938 and 1959 rises incrementally, and for those born in 1960 and later, the age for receiving full benefits is 67. Those still working who have reached full retirement age will be able to receive full Social Security benefits regardless of earnings, although some beneficiaries may find that a portion of benefits may still be taxed.

Ages 65–67. The lower earnings threshold amount noted above still applies for years prior to full retirement age, and a second earnings threshold rule applies for the year in which full retirement age is attained. For those still working and receiving Social Security benefits, there is a benefit loss of $1 for every $3 over $36,120 in 2008 ($37,680 in 2009) earned in months prior to attainment. The earnings threshold no longer applies once full retirement age is attained. A portion of benefits may be taxed as income (based on a complex formula).

Age 70½. The required minimum distributions from a traditional qualified retirement plan must generally begin by April 1st of the calendar year following the year in which you reach age 70½. (Note: Roth IRAs are not subject to the age 70½ mandatory distribution rules.)

As with all tax planning matters, be sure to consult with a qualified tax and legal professional to help ensure your plans are consistent with your goals and objectives. For more information on Social Security and Medicare, visit www.ssa.gov and www.medicare.gov.

Roth IRAs in the Long Run

In addition to tax-free withdrawals, there are two other intriguing features of a Roth IRA: 1) there are no IRS restrictions on when you must begin taking withdrawals (i.e., age 70½ with traditional IRAs), and 2) you can continue to contribute to a Roth beyond age 70½ if you have earned income. Over the long term, this can lead to the potential for significant additional savings, especially if you plan to work past age 70½, or if you have other sources of retirement income and do not expect to rely heavily on your Roth IRA for income.
As an added benefit, your Roth IRA beneficiary may also continue to enjoy the benefits of tax-free withdrawals over his or her lifetime, as long as withdrawals commence before December 31st of the year after your death. (Note: If your beneficiary does not begin taking withdrawals by December 31st of the year after your death, the entire Roth IRA proceeds must be withdrawn by December 31st of the fifth anniversary of your death.)

The Roth IRA provides you, the taxpayer, with yet another retirement savings mechanism. However, it is important to keep in mind that the Roth IRA may not be for everyone and does not serve as a replacement for a traditional IRA in many circumstances. On the flip side, it does appear to be an attractive option for a number of individuals in the upper middle-income range. Be sure to consult with a qualified tax and legal professional to help determine how a Roth IRA might fit into your financial future.

	Current tax law is subject to interpretation and legislative change. Tax results and the appropriateness of any product for any specific taxpayer may vary depending on the particular set of facts and circumstances. The information provided herein is not written or intended as tax or legal advice and may not be relied on for purposes of avoiding any Federal tax penalties. Entities or persons distributing this information are not authorized to give tax or legal advice, and you are encouraged to seek specific advice from your personal tax or legal counsel.    
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