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Maximizing Charitable Gifting Leverage at Death

Upon the death of an individual, basically there are only three available destinations for his/her assets: the individual's family,
a government having a claim to that individual's assets, or a charity. Tax considerations —income, gift, and estate —can be
coordinated with charitable objectives to reduce amounts paid to government.

Examples of impact through charitable giving strategies

Where no estate or charitable strategy is implemented, a little more than two-thirds of the value of the assets at death
typically will pass to the family, with the balance passing to the government in the form of taxes and fees, and nothing passing
to charity.

Example: Assuming a $50 million taxable estate (in 2026, when the applicable exclusion amount equals $15 million per
individual), government receives approximately $8 million, family receives around $42 million, and charity receives
nothing.

If the decedent’s last will and testament transfers assets to charity, the government'’s share is reduced; unfortunately, the
family’s share also is reduced.

Example: Assuming a $50 million taxable estate (again, in 2026) with a charitable bequest equal to 10% of the estate (or
$5 million), charity receives $5 million, government receives approximately $6 million, and family receives approximately
$39 million.

If, however, assets can be accumulated outside of the taxable estate within an irrevocable life insurance trust, the result can
be altered significantly.

Example: Assuming a $50 million taxable estate (again, in 2026, and net of life insurance premiums paid), with a charitable
bequest equal to 10% of the estate and a $10 million irrevocable life insurance trust, charity receives $5 million,
government receives approximately $6 million, and family receives approximately $49 million.

Establishing an irrevocable life insurance trust to hold life insurance

Anirrevocable life insurance trust (ILIT) can be a useful vehicle to hold life insurance policies outside of a person’s taxable
estate. When anindividual has both control and ownership rights on alife insurance policy on his/her life, then the policy likely
will be included in that individual's taxable estate.

However, by relinquishing dominion and control of policies to an ILIT (essentially transferring ownership of policies to the
ILIT), death proceeds may be removed from an individual's estate, reducing the estate tax obligation and providing numerous
other benefits, such as asset protection to the beneficiaries and removal of life insurance value from the individual's taxable
estate.

Upon the individual's death, the trustee will receive the life insurance proceeds income and estate tax free, if the ILIT has been
administered properly. To pay estate taxes or other outstanding liabilities, insurance proceeds are usually either borrowed by
the estate or used to purchase assets from the estate.

Typically, an ILIT is drafted and signed prior to the time any life insurance policy is issued and placed into the trust. The ILIT
may either apply for a new policy, or an existing policy may be transferred to it.

* Inthe case of anew coverage, the ILIT purchases life insurance on the trust grantor’s life and is owner and beneficiary
of the policy.

©  Funds are typically gifted by the grantor to the trust to make premium payments.

o To make non-taxable gifts, the gift may be applied towards the grantor’s annual gift tax exclusion amount
($19,000in 2026) or lifetime exemption amount ($15 million in 2026).
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* Anexisting policy may either be gifted or sold toan ILIT.

o Ifthe policy is gifted to the trust, the grantor must live for at least three years after the gift is made, or the policy
will be brought back into the grantor’s estate.

o However, if the policy is sold to the trust for its fair market value, the 3-year rule does not apply.
0 Theimpact of the transfer-for-value rule cannot be ignored.

= Thisrule stipulates that if a life insurance policy (or any interest in that policy) is transferred for something of
value (e.g., money, property, etc.), a portion of the death benefit is subject to taxation as ordinary income.

=  This portion is equal to the death benefit minus the item(s) of value, as well as any premiums paid by the
transferee at the time of the transfer.

e Anoperational diagram of anirrevocable life insurance trust is shown below.
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As aresult of H.R.1 of the 119th Congress (commonly known as the One Big Beautiful Bill Act), the estate, gift, and generation skipping tax exemptions
amounts enacted under the Tax Cuts and Jobs Act of 2017 were made permanent. Effective January 1, 2026, the exemption amount will be $15 million per
person ($30 million for a married couple), with annual adjustments for inflation. For asset transfers in excess of the applicable exemption amount and
otherwise subject to such taxes, the highest applicable federal tax rate remains at 40%. In addition, under different rates, rules, and exemption amounts (if
any), there may be state and local estate, inheritance, or gift taxes that apply in your circumstances. Please consult your own tax or legal advisor for advice
pertaining to your specific situation. This writing is provided for informational purposes only. New York Life Insurance Company, its agents and its
employees may not provide legal, tax, or accounting advice. Individuals should consult their own professional advisors before implementing any planning
strategies. These materials are prepared by The Nautilus Group®, a service of New York Life Insurance Company, and are made available to all Nautilus
Group member agents, and as a courtesy, to select agents of New York Life Insurance Company. Membership is limited exclusively to the company's agents.
© 2018 New York Life Insurance Company. Allrights reserved. SMRU 5016009 Exp. 12.31.2028
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