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Charitable Giving and Life Insurance 
Can Two Strategies Be Better Than One?   

 
 
By Deborah A. Miner, JD, CFP®, CLU®, CHFC®, RICP® 
Assistant Vice President of Advanced Markets 

 
Charitable planning involving charitable remainder trusts and life insurance has been 
around a long time. Let’s look closer at two strategies. 
 

 
One traditional strategy begins with clients donating a 
highly appreciated asset to a charitable remainder 
trust (CRT) generally during their lifetime and then 
establishing a wealth replacement trust (WRT) 
funded with life insurance. Thanks to the SECURE Act, 
a second strategy—leaving a CRT as the beneficiary of 
a qualified plan or IRA—is attracting new interest. And 
this second strategy has a life insurance angle as well.   
 
Traditional CRT and Life Insurance Strategy  
If a donor simply sells a highly appreciated asset, the 
donor will be taxed on the capital gain in the year of 
the sale. If instead, the donor gives the highly 
appreciated asset to a CRT, the CRT can sell the asset 
and invest the proceeds without paying any income 
tax. In return, the donor receives a stream of income 
payments from the trust for a period not to exceed 20 
years or for lifetime (or a joint lifetime).  
 
The payments will be a fixed amount under a 
charitable remainder annuity trust (CRAT), or a fixed 
percentage under a charitable remainder unitrust 
(CRUT).   

 
The payments will be taxable to the donor under a 
tiered approach (ordinary income, capital gains, tax-
exempt income, and return of basis). At the end of the 
period, the charity (the remainder beneficiary) 
receives the assets remaining in the trust. Not only 
does the donor not have to include all the capital gain 
in income in that first year, the donor can receive an 
income tax deduction in that year for the projected 
remainder interest passing to the charity (assuming all 
requirements are met).  
 
Where does life insurance fit into this strategy?  
A WRT is established to help replace the value of the 
assets donated to charity. Some of the income and tax 
savings generated by the gift to the CRT are used to 
purchase a life insurance policy on the life of the 
donor. The WRT is generally an irrevocable life 
insurance trust (ILIT) and is the owner and beneficiary 
of the life insurance policy. The donor’s natural heirs 
are the beneficiaries of the WRT. The beneficiaries 
generally receive the death proceeds income-tax free 
and estate-tax free. (CRAT example below)
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Naming a CRT as Beneficiary of Qualified Plan or IRA 
Assets  
The SECURE Act eliminated the right of clients’ healthy 
adult children to stretch inherited qualified plan and 
IRA assets over their lifetime. The ability to stretch the 
taxation of those pre-tax funds over the sometimes 
long life expectancy of the clients’ adult children was a 
passable legacy strategy. Having to pay those amounts 
out over a 10-year period is not a good legacy 
strategy. Some clients may be willing to spend some 
of those assets now (and incur current taxation) to 
fund tax-free legacy options, such as life insurance or 
Roth conversions. But some may be looking for a third 
option—a way to duplicate the stretch option that 
was lost.  
 
Leaving their qualified plan and IRA assets to a CRT 
might be a viable strategy. Let’s look at how the CRT 
would work as a substitute stretch. Most likely, the 
beneficiary CRT would be a CRUT. 
 
Using a CRUT as a Substitute Stretch  
Payments from a CRUT are adjusted annually based on 
the current value of the trust assets, providing for 
inflation protection and ensuring that the trust assets 
are never exhausted. Using the minimum 5% payout 
rate can be beneficial if the CRUT is expected to last a 
long time. In the beginning, the distributions will be 
ordinary income since the funds contributed to the 
CRUT were pre-tax qualified plan or IRA funds. After 
all the qualified plan or IRA funds have been 
distributed, the nature of the payments will depend 
on the nature of the investment proceeds. The 

present value of the charity’s remainder interest will 
be includable in the estate but offset by the estate tax 
charitable deduction.  
 
This strategy works better for younger beneficiaries, 
since younger beneficiaries may live longer and may 
receive more distributions over their lifetime. 
However, a too-young beneficiary may be expected to 
live too long and the CRT will not meet the 10% 
remainder interest requirement. For example, at the 
current Section 7520 interest rate of 3% for May, a 26-
year old beneficiary is too young.  

 
Where does life insurance come into play with this 
strategy?  
Life insurance on the life of the beneficiary can help 
protect against the risk of the beneficiary dying too 
soon. If a life payout is selected, the early death of the 
beneficiary will result in less going to the beneficiary 
and more going to the charity. Of course, a client 
leaving tax-inefficient assets (such as plan assets) to a 
CRT may also be interested in a WRT to replace the 
value of those assets.
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Please keep in mind that CRTs are complex and can be costly to set up and administer. As always, clients need to 
review the pros and cons of any CRT strategies with their tax and legal advisors.  
 
For more information, call Advanced Markets at 800.677.9696, option 8 
or email advancedmarkets@columbuslife.com. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Payment of the benefits of Columbus Life Insurance Company life insurance products is backed by the full financial strength of Columbus Life 
Insurance Company, Cincinnati, Ohio. Guarantees are based on the claims-paying ability of the insurer. 
An immediate annuity is permanent. Owner has no access to premium, which converts to an income payout stream. There is no cash value, no 
death benefit and the annuity can’t be surrendered. Contract terms, such as payment amount and frequency, cannot be changed, unless 
commutation is available and elected. Increasing payout option (IPO) payments will initially be lower than under a payout option without the 
IPO. IPO payment amounts increase annually and will at some point, depending on the payout elected and the annuitant’s longevity, exceed 
those received under an option without the IPO. If the annuitant dies before life expectancy, the payee may receive less total income under an 
IPO option than without one. An immediate annuity should not be purchased if access may be needed to any of the premium for living 
expenses or other purposes. 
 
Tax information and estate planning information contained herein is general in nature, is provided for informational purposes only and should 
not be construed as tax or legal advice. Western & Southern member companies do not provide tax or legal advice. Western & Southern 
member companies cannot guarantee that such information is accurate, complete or timely. Laws of a particular state or laws that may be 
applicable to a particular situation may impact the applicability, accuracy or completeness of such information. Federal and state laws are 
complex and can change. Changes in such laws and regulations may have a material impact on pre- and/or after-tax results. Western & 
Southern member companies make no warranties with regard to such information or results obtained by its use. Western & Southern member 
companies disclaim any liability arising out of your use, or any tax position taken in reliance on, such information. Always consult a tax 
professional or attorney regarding your specific tax or legal situation. 
 
Life insurance products are not bank products, are not a deposit, are not insured by the FDIC, nor any other federal entity, have no bank 
guarantee, and may lose value. 
 
Columbus Life Insurance Company, Cincinnati, Ohio, is licensed in the District of Columbia and all states except New York. 
 
© 2022 Columbus Life Insurance Company. All rights reserved. 
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