Planned Giving:
How to use Life Insurance to Help the Charity of your Choice

Canadians have the opportunity to use either existing or new life insurance policies to make gifts to charities. These gifts of insurance can provide significant amounts to benefit the charity, and can provide the individual with donation receipts during the donor’s lifetime or at death.

Bequest in the will

An individual can use a permanent life insurance policy to fund a donation to a charity at death. Under the policy, the estate would be the named beneficiary. The individual, in his or her will, would specify that donations are to be made to one or more charities. Upon the individual’s death, a tax-free payment would be made by the insurance company to the estate, and these funds would be used to make the charitable gifts to the charity as stipulated in the will.

The charity would issue a donation receipt to the estate for the amounts received. The tax credits resulting from the donation receipt would be used to reduce the tax liability of the deceased for the year of death.

Charity named as beneficiary

As an alternative, the individual can name the charity as the beneficiary of the policy. Upon the individual’s death, a tax-free payment would be made by the insurance company to the charity, which would issue a donation receipt to the estate for the amounts received. As the insurance proceeds would not form part of the donor’s estate, probate fees would not apply to the proceeds.
Ownership assigned to the charity

Another option would be for the individual to make a gift of an existing insurance policy to a charity. Where this occurs, the charity will name itself beneficiary to the policy. The charity will issue a donation receipt to the individual for an amount equal to the cash surrender value of the policy (minus any loans made on the policy). In addition, where the individual continues to pay the premiums, the charity will issue a donation receipt each year to the individual for the annual premium amounts paid.

Gifts of life insurance owned by the charity
An individual could apply for a new life insurance policy on his/her life, or on the life of a spouse, with the estate as beneficiary. Once the policy has been issued, the individual will transfer ownership of the policy to the charity, which will then change the beneficiary designation from the estate to the name of the charity. The individual pays the premiums on the policy, and the charity will issue a donation receipt each year to the individual for the annual premium amounts paid.

When the individual dies, the insurance proceeds are paid on a tax-free basis to the charity. Note, however, that the charity does not issue a donation receipt to the estate for insurance proceeds, as this is not considered a charitable gift.

Alternative use of life insurance

Where the individual wishes to make significant charitable gifts, either by making bequests in the will or by naming a charity as the beneficiary of an RRSP or RRIF (see below), this will reduce the size of the estate for the heirs. This may discourage the individual from making such gifts. A solution might be for the individual to purchase a life insurance policy which names the heirs as the beneficiaries. Upon the donor’s death, the insurance proceeds are paid on a tax-free basis to the heirs, and are not subject to probate fees.
Gifts of registered accounts

Where the owner of an RRSP or RRIF dies and does not have a surviving spouse, the value of the RRSP/RRIF is taxable to the deceased in the year of death. It is possible for this tax liability to be substantially reduced or eliminated by naming a charity as the beneficiary of the RRSP/RRIF assets. This can be done directly or through the person’s will. The charity will issue a donation receipt to the estate for the value of the RRSP/RRIF assets at death.
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