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Giving to charity
can provide many benefits
and opportunities.

The charity benefits from donations

that can help further its cause, and your
philanthropic efforts may help you receive
tax benefits. Donations can be made

to charitable organizations in various
ways and can be tailored to achieve your
specific planning objectives.
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Benefits of making charitable gifts

Benefits to the charity

Gifts help further its cause.

Generally, the full value of the asset transferred is received
because often charities are tax-exempt.

Benefits to you

May receive a charitable income tax deduction.
May avoid capital gains tax on a highly appreciated asset.
Potential gift tax savings and/or reduction in estate tax owed.

Possibility to retain an income stream from the transferred asset
for a period of years or your lifetime.

Ability to diversify a concentrated stock position without
Incurring immediate taxes.

May replace the asset given to charity with life insurance.



(o)

Home

W

Overview

Benefits of making
charitable gifts

V%

Types of
charities

A
.

Tax benefits

57

Making
charitable gifts

9

Benefits of using
life insurance

(»

Contact us

OJO,

Types of
charities
Generally, there are

two types of charities —
public and private.

The rules governing each type are very
involved and are beyond the scope of
this guide. Public charities and private
foundations are typically tax-exempt,
operate for charitable purposes, and
provide the donor with a potential
income tax deduction.

The principal purpose of a charity

or foundation is to make grants to
organizations, institutions, or individuals
for scientific, educational, cultural,
religious, or other charitable purposes.
The most common distinguishing
characteristic of a private foundation is
that most of its funds come from one
source, such as an individual, a family,
or a corporation. As a result, a private

foundation generally does not engage

in fundraising, but receives its funds
through continuous contributions and
investment income. There is potentially
more control over the grant-making
process by contributors to a private
foundation. As a result, there is more
room for abuse, and strict rules apply to
gifts made to private foundations.

A public charity normally receives its
support from multiple sources, which may
include private foundations, individuals,
government agencies, and fees for
service. Moreover, a public charity must
continue to seek money from diverse
sources to retain its public status.!

Page 4 of 15 | Charitable planning
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Tax benefits

If you make a gift to charity during your lifetime,
you may be able to receive an income tax
deduction. Income tax benefits for charitable gifts
are generally limited based on the type of asset
transferred, the type of charity, and your adjusted
gross income (AGI). Additionally, a charitable
iIncome tax deduction is only available if you itemize
your deductions in the year the gift is made.?

Value of the charitable income
tax deduction

Generally, the amount of your available deduction is based

on the fair market value (FMV) of the property contributed to
charity.® If you contribute property with a FMV less than your
basis (i.e., what you paid for the property), your deduction

Is limited to FMV of the property. For appreciated property
(i.e., FMV exceeds basis), there are some instances where
your deduction may be limited to your basis. The chart on this
page provides a helpful summary of these rules.

Gift type

Cash

Long-term capital
gains property

Annuity®

Short-term capital
gains property

Real estate

Non-publicly
traded stock

Life insurance

Public charity

Entire gift

FMV

Lesser of FMV or cost basis

Lesser of FMV or cost basis

FMV*

FMV*

Lesser of FMV or cost basis

Private charity/foundation

Entire gift

Lesser of FMV or cost basis*

Lesser of FMV or cost basis

Lesser of FMV or cost basis

Lesser of FMV or cost basis

Lesser of FMV or cost basis

Lesser of FMV or cost basis

@ “If the property is owned for less than one year, or if it is “inventory” in the hands of the donor, the charitable deduction will be based on the

Contact us lesser of the FMV or cost basis.
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Tax benefits, continued

AGI limitations on charitable income tax deduction

Generally, a taxpayer may only deduct the value of a charitable gift up to a certain
percentage of the taxpayer’s adjusted gross income (AGI) for the year. The chart
below indicates the maximum amount that can be deducted based on AGI, type of
property transferred, and type of charity.

Private charity/
Gift type Public charity foundation®
Cash 60% 30%
Ordinary income 50% 30%
Capital gains property 30% 20%
Gifts made by 10% regardless of 10% regardless of
corporation or entity type of property type of property
taxed as a C corporation transferred transferred

“The 60% of AGI deduction for cash contributions increased by the Tax Cuts and Jobs Act is scheduled to revert to
50% of AGl in 2026.

If the entire value of the charitable gift cannot be deducted in the year when the gift

is made due to the above AGI limitations, you may be able to carry over the remaining

deduction for five additional years, subject to the same limitations.’

Required documentation for charitable gifts

Taxpayers making charitable contributions must keep records to prove the amount of
contributions made during the year, especially if claiming an income tax deduction.

Additionally, if you make a donation of goods or services of $75 or more to a
charitable organization and you receive a benefit in return from the charity, the
charity must provide you with a written statement indicating the deductible
amount (i.e., the value of goods/services donated less the value of goods/services
received). Keep this statement for your records as it may satisfy part or all your
reporting and substantiation requirements.

In addition to any receipts given by the charity, you may be responsible for providing
additional information to the IRS to claim a deduction. For example, for gifts of
property with a value exceeding $5,000, you must provide additional information
about how you obtained the property and your basis in the property, and you must
also obtain a qualified written appraisal of the donated property from a qualified
appraiser. Failure to properly document and report the gift to the IRS may lead to a
denial of a charitable deduction for income, estate, or gift tax purposes.

See IRS Publication 526 for helpful guidance about deducting charitable
gifts and the requirements for reporting.

Page 6 0of 15 | Charitable planning
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Making charitable gifts

Gifts to charity can be made during your lifetime or upon
your passing as part of your estate plan. Gifts can be
made directly to a charity, or indirectly by way of a “split
interest” that can benefit both you and the charity.

Direct gifts

Gifts of cash, securities, or real estate

When an asset is given to charity, typically the charity will sell the asset
without any tax consequences, because it is a tax-exempt entity. The
charity will then use the proceeds from the sale for its charitable purposes.

If you would like to make a gift to charity, but are concerned about
retaining enough income, you can also consider a “charitable gift annuity.”
With a charitable gift annuity, you make a gift to charity of cash, securities,
or other assets in return for a fixed stream of income from the charity for
the rest of your lifetime. As an additional benefit, you can receive a partial
income tax deduction based on the value of the asset transferred to
charity reduced by the value of the annuity being paid to you.

Page 7 of 15 | Charitable planning
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Making charitable gifts, continued

Gifts of life insurance policies

A gift of a life insurance policy can benefit a charity significantly, and can be accomplished in a variety of ways:

Transfer existing policy

If you currently own a life insurance policy that you
no longer need, you may consider transferring that
policy to your favorite charity or foundation. Before
transferring a policy, it is important that you first
reach out to the charity as some charities may
require the donor to commit to making annual cash
gifts to the charity to cover any ongoing premium
payments prior to accepting ownership.

A gift of an existing life insurance policy may allow
you to take an income tax deduction for the gift of the

policy and any subsequent cash gifts to pay premiums.

The value of the policy for the purposes of taking a
deduction will generally be the lower of the cost basis
of the policy or its fair market value. An income tax
deduction may be unavailable if there is an existing
loan on the policy at the time of transfer.® Gifts of a
policy with an existing loan to charity will be deemed
a part gift/part sale. You should consult your tax

professional about any available income tax deduction.

Name charity as policy beneficiary

A charity can be named as beneficiary of an existing
life insurance policy, but no income tax deduction is
allowed because you still have full ownership rights,
including the right to change the beneficiary. In this
case, the life insurance proceeds will be included in
your taxable estate, but the estate should receive an
estate tax charitable deduction at death for the full
value of the death benefit transferred to charity.

Charity-owned life insurance

You can make cash gifts equivalent to the premium
amount on a new or existing life insurance policy
owned by a charity. Like any cash gift, an income tax
deduction is available only for the amount of the cash
given directly to charity.”? Please be aware that there
may be additional financial underwriting considerations,
including a strong connection to the charity if a new
policy is being purchased by the charity.

This chart illustrates the income tax
deduction that a donor may receive
by donating an existing life insurance
policy to a public charity:

Existing policy

death benefit $1,000,000
Cost basis $75,000
Fair market value $78,000
Income tax deduction $75,000
(Lesser of FMV or

cost basis)

AGI limitation year 1* $60,000
(50% of $120,000 AGI)

Income tax savings year 1

(24% tax rate) $14,000
Carry-over deduction $15,000
(year 2)

*This example assumes an AGl of $120,000 and that the life
insurance policy is transferred to a public charity.

Page 8 of 15 | Charitable planning
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Making charitable gifts, continued

Indirect gifts

Charitable trusts

A charitable trust allows you to set assets aside

for one or more of your favorite charities while also
retaining a benefit for you and/or your family. Often
referred to as a “split interest trust,” a charitable trust
splits the interest in the assets contributed to the trust

between a charitable and a non-charitable beneficiary.

There are two types of charitable trusts — charitable
remainder trusts and charitable lead trusts. Which one
Is most appropriate for you will depend on a number of
factors including when you want the charity to receive
your gift, the type of assets you wish to donate, and
your goals for estate planning and wealth preservation.

Charitable Remainder Trust (CRT)

A CRT is an irrevocable tax-exempt trust that pays
a stream of income to you, or to someone you
designate, and at the end of the trust term it pays
whatever is left (known as the “remainder”) to your
designated charity or charities. The income stream
payable from the trust to you (or your designated

family member) can last for a specific number of
years (not to exceed 20 years) or your lifetime.

The income stream payable is determined in
one of two ways:

e A Charitable Remainder Unitrust (CRUT) will pay a
fixed percentage based on the annual value of the
trust assets. For example, if the value of trust assets
inyear 1is $1,000,000 and the trust is required
to pay you a 5% unitrust interest, you would receive

$50,000. If the value of trust assets decreases in
year 2 to $750,000, you would receive $37,500.

e A Charitable Remainder Annuity Trust (CRAT) will
pay a fixed dollar amount each year based on the
value of the trust assets when the trust was first
created. For example, if you contributed $500,000
to a CRAT and retained a 5% annuity interest, you
would receive $25,000 per year regardless of
whether the trust assets increase or decrease in
value over the subsequent years.

“In a CRAT, a minimum of 5% of the initial gift must be paid. In a CRUT, a minimum of 5% of the adjusted annual value of the trust must be paid.

A primary advantage for a donor in creating this type
of trust is the ability to claim an income tax deduction,
which is generally equal to the value that is expected
to pass on to the charity (i.e., the remainder value) at
the end of the trust term. !9

To qualify as a charitable remainder trust (and receive
the tax benefits discussed), the trust will have to meet
certain testing requirements, which are meant to
protect the charity’s interest in the trust assets. These
requirements include:

e 10% Remainder Test: Present value of the
calculated charitable remainder interest must be
at least 10% of the net FMV of the gift at the time
the gift is made.

e 5% Payout Test*: A minimum income payment
of b% must be paid out every year to a non-
charitable beneficiary.

¢ 50% Maximum Payout Test: The maximum amount
of income that can be paid is 50% of the trust asset.

Page 9 of 15 | Charitable planning
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Making charitable gifts, continued

Charitable Lead Trust (CLT)

Similar to a CRT, a CLT is set up for a period of years or
your lifetime. However, it is the charity that receives an
income stream from the CLT for the trust term (known

as the “lead” interest). At the end of the term, you or the
person you designate will receive the balance of the trust
assets (the “remainder”).

The amount of income payable to the charity during
the trust term is based on whether the charity has a
“unitrust” interest or an “annuity” interest:

e \Vith a Charitable Lead Unitrust (CLUT), the charity
receives a fixed percentage of income each year based on
the annual value of the trust assets — like a CRUT.

e \Vith a Charitable Lead Annuity Trust (CLAT), the
charity receives a fixed dollar amount each year based

on the value of the trust assets when the trust was first
created — like a CRAT.

Many of the rules that govern the operation and taxation of
CLTs differ significantly from those of CRTs. For example,
CLTs are not tax-exempt trusts; instead, CLT income is
either taxed at the trust level (known as a “Non- Grantor
CLT”) or taxed to you, the grantor of the trust (known as
a “Grantor CLT"). To receive an income tax deduction, the
CLT must be designed as a Grantor CLT.!*

Non-transferrable assets

Certain types of assets should not be transferred to a
charitable trust to help ensure the viability of the tax benefits.

e Debt-financed property: With a CRT, debt may
be considered Unrelated Business Taxable Income
(UBTI), and the charitable trust will pay 100% excise
tax on all UBTI.1?

e A partial interest in property is transferred: With a
CRT, the trustee and donor may face substantial excise
taxes due to the prohibition of self-dealing and donor
may lose out on income tax deductions.

e S Corporation stock: A CRT is not an eligible
S Corporation shareholder. Consequently, if S
Corporation stock is transferred to a CRT, the
Subchapter S election will be terminated. A CLT may
be a permissible S Corporation shareholder in certain
cases (consult your tax/legal professional).

e Stock options: Most stock options have statutory
restrictions on transferability.

e Qualified plan assets (e.g., 401(k), IRA, etc.):
Qualified plan assets transferred to a charitable trust
will first be deemed to have been distributed to the
taxpayer/donor, for which tax will have to be recognized.

Page 10 0f 15 | Charitable planning
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Making charitable gifts, continued

Charitable life estates

You may prefer to make charitable gifts without giving
up assets today. This can be accomplished using the
following approaches:

Charitable life estate

A charitable life estate allows you to transfer your home
to a charity today while retaining the right to live in your
home for the rest of your lifetime. Upon your death, the
charity immediately takes ownership of your house and
can sell it without tax consequences. The benefit to
you for creating a charitable life estate is an immediate
income tax deduction, which is based on the present
value of the charity’s remainder interest. Additionally,
your home’s value at your death is not included in your
taxable estate for estate tax purposes.

Note that if there is debt on the property, transferring
your home to a charity may lead to an immediate
recognition of gain equal to the debt. You will also be
responsible for all taxes and costs of maintaining the
property during your lifetime.

*Carry-over deduction for an additional five years. This example assumes an AGl of $200,000.

Mechanics of a charitable life estate

Male, age 72

Donor

$600,000

Residence (to public charity)

$338,661

Remainder interest for charity
(potential charitable deduction)

$60,000

Deduction limit
(based on 30% of $200,000 AGI)

$14,000*

Year 1 tax savings (24% tax bracket)

Charitable gift annuity
for a life estate

A retained life estate plus a gift
annuity combines two gifting
arrangements — a charitable life
estate and a charitable gift annuity.
First, you transfer your home to a
charity in return for the right to live
in the house for the rest of your
lifetime. Additionally, the charity
agrees to pay you (or someone
you name) a fixed sum each year
for your lifetime. The income tax
deduction associated with this
arrangement is generally valued
based on the difference between
the present value of the annuity
payments and the remainder value
of the life estate.

Page 11 0f 15 | Charitable planning
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Benefits of using life insurance
in charitable planning

By combining charitable
giving with life insurance
planning, you may be able to
preserve your personal wealth
and address the following
planning concerns.

Maximize charitable gifts

To make current charitable gifts go further, it

may be possible to have a favorite charity own

a life insurance policy on your life. Note, certain
underwriting requirements must be met, including
a strong connection to the charity. You can then
make gifts to the charity in the amount of annual
premiums. The annual cash gifts are tax deductible
and can provide you with current tax savings.!3

Wealth replacement

When you make a substantial gift to charity, the
asset and all of its growth are removed from your
estate, thus reducing the amount that will be
received by your heirs upon your passing. Life
insurance purchased on your life can help replace
the value that otherwise would be lost to heirs and
may provide a more tax-efficient legacy due to the
income tax-free death benefit.

Page 12 0of 15 | Charitable planning
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Benefits of using life insurance, continued

Diversify a concentrated stock position

If you are interested in diversifying a
concentrated stock position, but are
reluctant to trigger immediate income
taxes, a CRT may be able to help. First,
the contribution of stock to the CRT does
not cause you to recognize any income
taxes upfront, and you may receive an
income tax deduction associated with
this transfer. When the CRT sells the
stock to diversify, no tax is recognized
because the trust is a tax-exempt entity.
Only as you receive income payments
from the CRT (i.e., a unitrust payment or
annuity payment) will you recognize any
iIncome taxes.

While this technique allows you to diversify
a stock position and reduce your income
tax exposure, a portion of the stock

value is lost to your heirs because of the
remainder value paid to charity from the
CRT. Consequently, many CRT donors will
use some or all of the income received
from their CRT to purchase a life insurance
policy to help make up the loss in value

to the family. If you have an estate that
may have exposure to estate taxes (either
at the state or federal level), you should
consider purchasing life insurance inside
an Irrevocable Life Insurance Trust (ILIT),
which keeps the death benefit outside of
your estate.

Concentrated stock position

Stock
CRT
. Income
Client Trust
balance
Gift of
income to pay
premiums Charity
Life insurance proceeds
ILIT Heirs
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1. See IRC §50(c)(3) and IRC §170 to understand the differences between private and public charities and how a determination is made as to what
type a charity is considered to be.

2. Consult your tax professional to determine the deductibility of a specific asset for charitable planning purposes.

3. Please see IRC §170 for specific rules regarding charitable deductions. If you donate property that has a current fair market value that is less than
your cost basis, your deduction amount is limited to the lower fair market value. A charitable gift of $250 or more must be substantiated by a written
acknowledgment from the charity, which includes the amount contributed, a declaration of whether the charity provided any goods or services to the
donor, and a description of the goods or services provided, if any. There may be additional filing and appraisal requirements for large non-cash gifts to
charity. Consult your tax professionals regarding the IRS requirements for charitable gifts.

4. The deduction for qualified appreciated stock whose value is readily available on an established securities market can be deducted at its fair
market value.

5. You are taxed on the gain at ordinary income tax rates when you transfer an annuity to charity. For annuities purchased prior to April 23, 1987, the
deduction is limited to cost basis, and you are taxed on the gain when the charity surrenders the annuity, not at transfer.

6. An operating private foundation is equivalent to a public charity with regard to deductibility. Most private foundations, however, are non-operating
and therefore will be subject to the deductions based on a gift made to a private charity.

7.The IRS has ruled previously that the five-year deduction carry forward is not available for a CLT benefiting a private foundation. See PLR 8824039.

8. Adonor’s deduction for both the gift of a policy subject to a loan and any subsequent premiums contributed to a charity may be denied under the
charitable split dollar rules of IRC §170(f)(10).

9. Generally, the direct payment of the premium to the insurance carrier will result in a lower AGI limitation of the charitable deduction.

10. If death occurs prior to the end of the trust term, the charitable income tax deduction may be recaptured. For gifts made to a Charitable Trust in
which there are both public and private charities named or the charity is unspecified, the income tax deduction limitation is based on gifts made to a
private charity.

11. The income tax deduction for a CLT taxed as a grantor trust is limited to 30% of AGI when the lead interest is held by a public charity and 20%
when the lead interest is held by a private charity.

12. The Tax Relief and Health Care Act of 2006 (the “Act”), included a major change to the taxation of charitable remainder trusts (CRTs) that have
unrelated business income (UBTI), as defined in IRC §512. The Act changed the penalty for CRTs that have unrelated business income. Instead of
losing its tax-exempt status, a CRT that has unrelated business income is now subject to a 100% excise tax on the unrelated business income. As a
result of this legislation, IRC §664 has been amended.

13. Caution should be taken by charities to avoid arrangements where the charity shares its insurable interest in a donor with investors (commonly
referred to as “ChOLI” arrangements). A charity engaging in a ChOLI arrangement may be subject to excise taxes or could lose its exempt status. See
“Report to Congress on Charity-Owned Life Insurance,” Department of Treasury, April 2010.

14. Income generated from a CLT should not be used to purchase the life insurance or the CLT may be characterized as a grantor trust, in which case
the trust income will be taxable to you. See IRC §671-679.

15. Where the arrangement employs life insurance owned by a grantor CLT, and the CLT has been structured to yield no taxable transfer to the
non-charitable remainderman of the CLT, many financial professionals are concerned that the life insurance contract could constitute a “personal
benefit contract” for purposes of IRC §170(f)(10) with potentially negative tax consequences. Taxpayers should consult competent tax counsel when
considering any such arrangement.

Life insurance death benefit proceeds are generally excludable from the beneficiary’s gross income for income tax purposes. There are a few
exceptions such as when a life insurance policy has been transferred for valuable consideration.

This material does not constitute tax, legal, investment or accounting advice and is not intended for use by a taxpayer for the purposes of avoiding
any IRS penalty.

Comments on taxation are based on tax law current as of the time we produced the material. The amount of life insurance coverage that you may
qualify for would be subject to medical and financial underwriting requirements and may be more (or less) than applied for. Trusts should be drafted by
an attorney familiar with such matters in order to take into account income and estate tax laws (including the generation-skipping tax). Failure to do so
could result in adverse tax treatment of trust proceeds. There can be costs associated with drafting a trust. All information and materials provided by
John Hancock are to support the marketing and sale of our products and services, and are not intended to be impartial advice or recommendations.
John Hancock and its representatives will receive compensation from such sales or services. Anyone interested in these transactions or topics may
want to seek advice based on his or her particular circumstances from independent professionals.

Insurance products are issued by John Hancock Life Insurance Company (U.S.A.), Boston, MA 02116 (not licensed in New York) and John Hancock
Life Insurance Company of New York, Valhalla, NY 10595.

© 2023 John Hancock. All rights reserved.
MLINY120623835-1

Having a plan is key to ensuring your
philanthropic goals are met. Many of these
charitable planning techniques offer tax
benefits and when combined with life
insurance, can further benefit both your heirs

and your favorite charities.

For more information, please contact
your financial professional.
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