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The purpose of this discussion is to show 10 well-established charitable giving
strategies that are enhanced or enabled by the use of life insurance and annuities.
Clients who consider one or more of these strategies should consult with the legal
and tax advisers prior to implementing any strategy.
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This slide provides basic information on how life insurance policies may be used by
charities as part of their planned gifts endowment strategy.
Before proceeding you may want to point out that any individual can name a charity
as beneficiary (either full or part) of a life insurance policy. There is no current
deduction since the policyowner retains access to policy values. However, at death
the unlimited estate tax deduction means that all proceeds will transfer tax-free to
the charity.
If a current deduction is desired then the charity should own the policy. The text on
the slide explains these rules in detail.
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Strategy number one is for a charity to be the beneficiary of, or owner and
beneficiary of a life insurance policy owned by the charity on the life of a wellestablished donor. State insurable interest laws must allow for a charity to own a
policy (Utah does).
The following slides will show various ways to use Penn Mutual Life Insurance
products to meet the needs of the charity and the donor. Each policy has a unique
premium and cash value structure to maximize desired benefits to the charity.

6

This illustrates how a $31,470 annual premium into a whole life policy can
guarantee the charity a minimum of $1,000,000 at the death of the insured. Cash
accumulation is also an important objective of this strategy, with guaranteed values
and current values (based on non-guaranteed dividends) that can increase the
value of the gift over time..
The charity does own the policy and its values and can use cash values during life if
needed. Most commentators believe the charity should take dividend surrenders, or,
if necessary, a partial face amount reduction rather than loans since loans may
create UBTI (unrelated business taxable income). Charities will understand that
UBTI is problematic and should be avoided.
In this particular scenario the client would make a contribution to the charity and the
charity would pay the premium on the life insurance policy.
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This illustrates how a $14,304 annual premium into a universal life policy with a
secondary guarantee provision can guarantee the charity $1,000,000 at the death of
the insured. Cash accumulation is not an objective in that the charity’s primary
intent is to hold the policy until death.
In this particular scenario the client would make a contribution to the charity and the
charity would pay the premium on the life insurance policy.
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This shows a Survivorship Plus Index Universal Life policy with coverage guarantee
premium. It shows that if the charity is willing to wait until the second death to
collect the $1,000,000 guaranteed death benefit the required premium is just
$8,879, rather than $14,304 annual premium as shown on the single life policy
Guaranteed Protection universal life policy.
The flow of the discussion is to show that even modest annual gifts can create a
very large legacy during life and at death. This may be a very positive alternative to
charities wishing to build an endowment and to donors who would like to leave a
large impact donation at death.
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An alternative way to fund a charitable gift of life insurance is for the charity to use
its own funds to purchase life insurance as a single premium. The donor on whose
life the insurance is owned should have a well established record of contributions to
help establish proper insurable interest on the part of the charity. The donor may
wish to contribute to the cost of the single premium.
We will show a variety of ways to use single premiums to enhance values to the
charity during life and at death,a s shown above.
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Yet another alternative for a charity with cash on hand is to pay a single premium
into a whole life policy where the base face amount is $25,000 with the balance
applied to purchase paid-up additions. In this case the charity will have a policy
cash value that grows based on the guaranteed interest rate and any nonguaranteed dividends. The initial death benefit is slightly more than $1,000,000 and
will also grow if dividends are applied to purchase paid-up additions.
Note the ratio of cash value to premium, particularly in the first year. The charity
may consider this simply a way to reposition existing assets. In the current
economic environment the IRR on cash surrender value may be quite positive
relative to other fixed income assets like CDs, savings accounts, government
bonds, etc. Of course life insurance does not compare directly to these alternatives,
but the charity may still look favorably on the cash accumulation potential of the
policy.
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This is a way for a charity to maximize the at-death value of a Single Insured UL
policy with coverage guarantee.
In this case we completed a “Premium Solve” to see what premium would be
required to guarantee a $1,000,000 death benefit.
This is yet another example of how the charity can lock in a future contribution to
their endowment fund using life insurance.
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This is a way for a charity to maximize the at-death value of a Survivor UL policy
with coverage guarantee where the death benefit is payable at the second death of
two insureds.
In this case we completed a “Premium Solve” to see what premium would be
required to guarantee a $1,000,000 death benefit.
This is yet another example of how the charity can lock in a future contribution to
their endowment fund using life insurance.
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Each of these six examples show how life insurance can maximize the at-death
value of a life insurance policy. This analysis does not take into account the time
value of money and none of these values should be presented to clients without a
complete compliance approved illustration to properly disclose the guaranteed and
non-guaranteed elements of the policy illustration.
Think of it this way. Many clients undoubtedly contribute $8,500 or more to a
favored charity each year. With SUL Guard they could create a $1,000,000
endowment at their deaths. That is a gift that could receive positive recognition and
create an enduring legacy for many years to come.
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This is a way for a charity to maximize the at-death value of a Survivor UL policy
with coverage guarantee where the death benefit is payable at the second death of
two insureds.
In this case we completed a “Face Amount Solve” to see what face amount a
specified premium of $470,000 would be purchase based on Ultra Preferred Male
and Female Age 60. This slide compares with the earlier slide in which $470,000
purchased $1,000,000 of coverage in a $50,000 base Flexible Choice Whole Life
100 with excess to paid-up additions rider.
The difference is that the whole life provides the charity with high and growing
immediate cash values (both guaranteed and current assumptions show growth of
cash values for the life of the policy. Dividends are not guaranteed), while this policy
shows a declining cash surrender value, but a much higher initial and ultimate death
benefit. Just a variation on the theme that demonstrates the flexibility of PennMutual
products to meet client needs.
This is yet another example of how the charity can lock in a future contribution to
their endowment fund using life insurance.
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This is a personal story of a gift I (Jerry Borrowman) made to the American College
in 2011. As a graduate of the school and a member of the Alumni Association Board
of Directors I was charitably inclined to support the long-term endowment goals of
the college.
Acting as agent, I submitted an application on my life to Penn Mutual, who approved
the policy Select Preferred. The single premium required to guarantee the $100,000
death benefit was $20,100, which the American College as applicant and owner of
the policy paid to Penn Mutual when the policy was approved. I signed the
application as Insured, consenting to the College as owner and beneficiary.
Bullet # 3 - In a 28% Federal and 5% Utah State Income Tax Bracket, the
contribution of $20,027 is fully deductible against ordinary income in 2011. The tax
savings is approximately $6,609 ($20,027 X 33%) for a net after-tax cost of
$13,418.09.
The laws of Pennsylvania allow a charitable institution to have an insurable interest
on the life of a donor, so we could do this with the college as the owner from the
beginning. PLEASE NOTE THAT MY CHECK WAS MADE PAYABLE TO THE
AMERICAN COLLEGE. Their check was payable to Penn Mutual Life.
The next slide shows the value to the College of owning this Asset on my life.
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Please note that the cash surrender value, which is not guaranteed, is an asset on
the balance sheet of the College.
The $100,000 death benefit, which IS Guaranteed, is an asset with a predictable
Internal Rate of Return from now until the time of my death.
I include this example to show that I believe in the concepts being discussed – and
so will many clients who are given a chance to explore this idea.
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Strategy #2 has been used successfully with hundreds of charities. It involves the
purchase of two insurance based products – a life income (immediate) annuity to
provide cash flow and a life insurance policy to replace the value of the asset used
to purchase the SPIA
Some background information is in order:
A SPIA (Single Premium Immediate Annuity) provides a guaranteed income for life
in exchange for a single premium. Once the life income is purchased, there is no
“cash value” or “principal” that the client has access to. They have completely given
up their cash value in order to have the guaranteed income stream.
A SPIA is sold by life insurance companies since the obligation to pay the income
stream is contractual for the rest of the annuitant’s life. Hence, the payout is based
on mortality tables.
The older a person is when they purchase a SPIA, the higher the income payout.
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The idea of this slide is to show the positive cash flow that might be created if a client was
insurable at the underwriting class shown. Life Income SPIA does not require underwriting.
This slide shows a current payout rate from a Life Income with No Survivor Option SPIA as
quoted by www.annuityshopper.com as of November 2, 2009. The payout rate is stated as
an approximate percentage. For example, a $1,000,000 Life SPIA Male Age 55 quote is
$65,000 of annualized income, or 6.5% of the initial SPIA premium.
Life insurance premium is stated as an approximate percentage of the face amount, i.e. a
$1,000,000 ULGuard-2 Male Age 55 Non-Tobacco has a no-lapse premium of $15,799.44
(approximately 1.6% of $1,000,000) based on November 2009 rates.
To understand how it works consider an example:
Male Age 65 Select Preferred Non-Tobacco purchases a $100,000 Life SPIA that pays
approximately $7,700 per year income. Simultaneously he purchases from MassMutual a
$100,000 UL-Guard 2 with a guarantee no-lapse premium of approximately $2,200 per
year. The difference between the payout and the premium is $7,700 - $2,200, which is the
equivalent of a 5.5% return guaranteed for life. At death, the life insurance death benefit will
replace the value of the original premium used to purchase the Life Income SPIA.
** Source: Annuity Payout Rate from www.annuityshopper.com Nov 2009
*** Source: MassMutual UL-Guard 2, Nov 2009 for class indicated.

20

This uses the same assumption as Strategy # 2 except that a Charitable Remainder
Annuity Trust with a fixed payment for life uses contributed assets to buy the life
income SPIA and replacement life insurance. I will restate the example from the
previous slide:
The way this works is that if the charity has an active donor age 75 who is willing to
use their “insurability” to benefit the charity (and assuming they reside in a state that
allows charities to have an insurable interest in donors) the charity could use, for
example, $1,000,000 of their assets to purchase a single life SPIA. The payout
would be approximately $126,000 per year for life. The charity would then use
$56,000 (5.6% of the original amount) to purchase a $1,000,000 coverage
guarantee single life universal life policy to replace the original purchase price of the
annuity. The net effect is that the charity has free cash flow of $70,000 per year for
as long as the donor lives. Assuming this is equal to or greater than the return they
could otherwise earn on their portfolio, this would be a good strategy.
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The key to emphasize on this page is that an agent must not be paid directly by the
charity for assisting in the placement of a charitable gift annuity. That would be
considered selling away by a broker/dealer.
However, if the charity chooses to reinsure its payment obligation the agent may be
involved in selling a commercial annuity that will be owned by the charity. Payments
from this annuity should go to the charity and the charity will then issue its own
check to the CGA annuitant.
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This is an example of a publicly available website that does simple calculations for Charitable Gift
Annuities. This slide shows the monthly payout from a CGA based on an interest rate specified by
the Council on Charitable Gift Annuities. Of course this rate will vary over time and should be
checked at the time an actual transaction is to take place. The purpose of this slide is to show the
income for a given contribution. The next slide will show how much premium the charity would have
to pay to purchase a commercial SPIA for the same income.
Here is a definition of how the payout rate is set. The definition comes from PhilanthroCalc, Inc.

Annuity Rates
In order to provide for a gift component, the rates offered by organizations in connection with
charitable gift annuities are lower than those available from commercial insurance carriers. Most
organizations offer annuity rates as suggested by The American Council on Gift Annuities -- a
qualified 501(c)(3) organization formed in 1927 as the Committee on Gift Annuities for the purpose of
providing educational and other services to American charities regarding gift annuities and other
forms of planned gifts. The Council deals with all matters pertaining to charitable gift annuities and
meets periodically to establish suggested annuity rates that will result in issuing charities realizing a
50% actuarial residuum from the annuity agreements they issue. The rates are based on current
mortality studies, prevailing and projected investment returns on invested reserves, and projected
administrative costs. The annuity rate is based on the age and number of annuitants. The most
recently published rates apply to gift annuities issued on or after July 1, 2008. Rates begin at 3.3%
for single-life annuitants age 0 - 5 and increase to 10.5% for single-life annuitants age 90 and older.
Rates for joint-and-survivor life annuities are less to reflect longer combined actuarial life
expectancies. As will be discussed, charitable gift annuities are limited to one or two annuitants.The
purpose of using standardized rates is to discourage competitive rate setting among charities and
thereby ensure that a significant portion of the transfer will be available for charitable purposes. In
1995, however, a lawsuit was filed by a donor who charged that charities that issued gift annuities
had conspired to fix the rates they offered donors and that such practices violated both antitrust and
securities laws. Congress, recognizing the primacy of charitable gift annuities as fundraising tools,
enacted two laws designed to specifically exempt charitable gift annuities from antitrust laws.1
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Notice that the commercial SPIA costs $53,620 less than the contribution. This is
money that is immediately available to the charity, if desired.
Of course this is a sample slide and interest rates and premiums will vary
depending on current interest rates in the market.
Source PennMutual as of November 2010. Rates will change, but once the annuity
is purchased payments are guaranteed for the lifetime of the annuitant.
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This slide provides detailed instructions for this concept. Read and discuss each
bullet point
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For a full discussion of Charitable Remainder Trusts please consult Advanced
Markets Online.
For this slide it’s important to know that when a client contributes property to a CRT
they irrevocably lose access to the principal of that property when sold. They do
enjoy a lifetime income interest (with variations as explained in AMO). At death all
trust principal distributes to the named charitable beneficiaries.
Some clients use their income tax deduction for the contribution as well as the
enhanced income that is payable from the CRT by virtue of the capital gains tax
saved by selling the asset in the CRT instead of as a personal asset to purchase life
insurance as a replacement asset for heirs. If desired, this may be accomplished
using annual gifts to an Irrevocable Life Insurance Trust which may shelter the
death benefit from estate taxes.
For a full discussion of ILIT’s please refer to Advanced Markets Online.
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This continues the discussion from the previous slide
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This slide shows the additional monthly income that results from a sale inside a
CRT vs. a sale outside the CRT with taxes due.
It is supported by the previous slides. Here is the calculation using the online
service, Philanthrocalc and current rates as of 11/2/2009
Charitable Remainder Unitrust for Two Lives
A. Input Assumptions
Date of transfer November 10, 2009
Fair market value of property transferred $500,000.00
Payout rate 5%
Payment frequency Annual
Date of first payment: December 31, 2009
The number of months from the valuation date and the first payout for the
first full taxable year of the trust
12
IRC Sec. 7520(a) election to use 09/2009 discount rate of 3.40%
The mortality table is based on the census taken in 2000
Nearest age of J on the date of the gift is 60
Nearest age of B on the date of the gift is 60
B. Calculation of Present Value of Remainder Interest Factor: (Interpolation of
Table U
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This slide shows how the enhanced income from the trust to purchase life insurance
plus continue to enjoy the tax-savings from the contribution.
This is a win for the grantors in that they have higher lifetime income as well as
current tax savings from the charitable deduction
It’s a win for the charity in that it will receive the remainder interest at the parents’
death
It’s a win for the children in that they receive a tax-free replacement asset in the
form of life insurance after they die.
It is not a win to the IRS who will not collect estate taxes – but they shouldn’t mind
since it’s fully in accord with Congressional intent for individuals to contribute to
charities within the prescribed rules.
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This graphic summarizes the previous slides in explaining that the problem with the
CRT is that it disinherits non-charitable heirs. Donors who wish to protect those
heirs can use the higher income from the CRT as well as income tax savings
generated by the deduction of the ultimate gift of the remainder interest to the
charity to make gifts to an irrevocable life insurance trust for the benefit of the noncharitable heirs.
The net result is a gift to charity, increased income to the donors, an inheritance to
the non-charitable heirs equal to or greater than they would have received if the
property would have remained in the estate. The reason this is all available
because the estate tax is reduced to zero on this property.
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Simply read the bullet points on the screen
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This is an extremely innovative solution that provides an ultimate bequest to charity
while leaving funds available to both the insured-owner and his spouse.
The children are benefited by their role as advisers to the Donor Advised Fund,
which brings them into contact with other influential members of the community.
For a more detailed discussion of Donor Advised Funds please refer to Advanced
Markets Online available on MyHomePage or in Vision Plus
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For a full discussion of Charitable Lead Trusts please consult Advanced Markets
Online or other reference sources.
Essentially, a Charitable Lead Trust allows the grantor to transfer an income interest
to a charity while the trust corpus distributes to heirs at a future time when the trust
term expires.
Unfortunately, the children have no access to the property until the term of the trust
expires. Life insurance can fill the gap should the parents die in the meantime
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Refer to previous information on Charitable Remainder Trusts
Once the contributed property is sold and capital gains tax avoided, the
grantor/trustee needs to invest trust principal to provide the income required to the
grantors.
Agents can sell various assets to meet this need including those listed.
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The FLIP option works well with an annuity for trusts with “NIMCRUT” provisions or
FLIP provisions.
Essentially these provisions say that no distributions need to be made in years the
trust has no taxable income.
Since deferred annuities allow one to defer receipt of income, they can be used to
postpone payments until a future time when needed. Once the triggering event
(such as death of the first spouse) occurs withdrawals can be taken from the
annuity to provide the required income.
If the trust has Net Income with Make Up Provisions (NIMCRUT) the trustee can
pay not just current income, but additional payments to make up income for years
when distributions were not made.
This makes a CRT a great vehicle for funding retirement or post-death needs for the
surviving spouse
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Many clients have deferred annuities with significant deferred gain.
These are not ideal vehicles to contribute to a charity since the contribution will
trigger an income tax event that may not be fully offset by the income charitable
deduction.
The next slide shows an alternative approach
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Review these bullet points to show why a wait and see approach is superior to a
current contribution of the deferred annuity to the charity.
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This is a brief “soap box” lecture to other professionals to indicate why the industry
does not support charity sponsored life insurance on donors where the main
beneficiaries are disinterested investors.
Review the bullet points as appropriate.
The problems with this strategy are numerous, but include:
• It skews the risk profile of insurance companies since extremely large policies with
no lapse guarantee provisions are being issued at older ages. This can affect
pricing and may ultimately harm clients who legitimately need life insurance at that
age for estate planning and other charitable giving.
• It creates a financial interest for disinterested investors in the early death of the
insured person.
• The primary benefit of the policy goes to investors, rather than to the charity or the
donor’s family.
• The insurance issued reduces the amount of personal insurance the donor can
purchase on his or her life for future planning needs.
• The investors will retain a right to track the life of the donor so they can collect on
the death benefit. They may also be interested in his lifestyle habits to see if the
policy remains a good investment. Such investigations may be seen as an intrusion
on the privacy of the donor.
• Many in Congress view this type of transaction a violation of the charities tax
favored status in that the charitable interest is being used to create a benefit that
primarily goes to investors. Industry associations, including AALU, NAIFA, ACLI,
GAMA and others universally oppose this type of transaction and believe it is
harmful to clients, charities, insurance companies, and insurance agents.
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