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MEMORANDUM

TO: Senator Drue Pearce, Chair
Senate Labor & Commerce Committee

FROM: Senator Steve Fr;

RE: Hearing Reque/t --'SB 342 "An Act Relating to life or disability
insurance obtained by charities."

DATE: January 22, 1992

I am writing to request that you schedule SB 342 for a hearing at 
your earliest, convenience.

This bill will clarify that a charity may be the beneficiary of a life 
or disability insurance policy donated to them.

A recent IRS ruling has questioned whether a charitable organization 
could be named as a beneficiary unless specifically authorized by state 
statute. Additionally, the ability of the donor to include the amount of the 
insurance premiums paid as a tax deductible contribution has been 
questioned as well.

Many states either provide for this in statute now, (23 as of August 
1991) or are in the process of modifying their laws to accommodate this 
change in Tax Policy.

Passage of SB 342 would allow for charities to continue to receive 
the benefits from life and disability policies and for the premiums paid to 
be tax deductible by the donors.

Thank you for consideration.
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S e c t i o n  K e e p s  S u b s c r i b e r s  P o s t e d  o n  

i n s u r a b l e  I n t e r e s t  i s s u e

The issue of insurable interest 
related to charitable giving has been 
on ongoing topic of discussion for 
subscribers to the Society's .Section 
Subscription Service since July 1990, 
when the Eistntc Planning Section 
published its first issue of Newstnul 
Views.

In (hilt issue, Gary D. Aronowitz. 
JD, LLM, CLU, editor of the newslet­
ter, authored an article, "Insurable 
Interest and Charitable Giving: 
Beware of Potholes,” outlining prob­
lems created by the New York State 
Insurance Department’s legal inter­
pretation of a state Inw saying that 
charities do not have an insurable 
interest in the life of a donor.

In that article and in the September

6

I WO newsletter, he presented his 
research on the subject, including 
techniques that could potentially help 
circumvent this problem. Mr. 
Aromnvilz had pointed out that as of 
July I W ,  14 states — Arizona, 
Connecticut, Delaware. Hawaii, 
Idaho. Kentucky, Maine, Nevada, 
New Mexico, North Dakota, 
Oklahoma, Oregon. Texas, and 
Wyoming — had specific statutes 
giving charities an insurable interest 
in the lives of donors.

in the May 1991 issue of the 
newsletter, an item by Mr. Aronowitz 
underscored the value of national net­
working through the Section. "After 
I published my initial article. I

Continued on page 24

I n s u r a b l e  I n t e r e s t
Continued from page 6

received letters from a number of 
people around the country telling me 
how their laws and state insurance 
departments bad interpreted charita­
ble insurable interest questions,"

"Subscriber Frank Venable, CLU. 
of Georgia notified me that the Life 
Underwriters of Georgia were very 
active in a recent change in the insur­
ance laws giving charities insurable 
interest. In New Jersey, witere J live, 
my state assemblyman, who happens 
to be the assistant minority leader, has 
introduced legislation to amend the 
New Jersey statutes, and hopefully 
we will have some action on this 
change in the near future. I have 
notified many of rny contacts in char­
itable organizations in Mew Jersey 
about the introduction of this bill."

With the recent release of Private 
Letter Ruling 91 '.0 016 (please see 
related article on page 6), it became 
clear that Mr. Aronowitz and the sub­
scribers of the Estate Planning 
Section were on to something with

even broader reaching implications.
In the May 1991 issue, Mr. 

Aronowitz wrote that in a previous 
issue, "I responded to an inquiry from 
one of our members with regard to 
possibly having a savings provision 
in a decedent’s will specifically 
bequeathing any proceeds by the 
estate back to the charity. In my 
response, I alsu raised the possibility 
that, in a state where a charity does 
not have an insurable interest, the IRS 
could deny a deduction for the pre­
mium payments. Little did t know, at 
that time, that my worst fears were 
being realized in a request for a 
Private Letter Ruling."

For now, many aspects of the issue 
remain unclear, with the potential for 
new state laws, changes in IRS inter­
pretations, court challenges, etc. Mr. 
Aronowitz’s ongoing expert analysis 
of the situation, as well as other 
important developments in estate 
planning, will appear in future publi­
cations sent to Section subscribers.

For more information on Sections, 
plea>e see page 12. SP
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A l a s k a  S t a t e  A s s o c i a t i o n  o f  L i f e  U n d e r w r i t e r s

Ken Snider CLU, ChFC 
Preildent
1600 ‘A* Street #501

AnohoroflO, AK WflOl 007-277-1016 F ix S O M W If t f r

J a n u a r y  22, 2.992

S t a t e  S e n a t o r  F r a n k  
J u n e a u ,  A K

D e a r  S e n a t o r  Frank,

A s  p r e s i d e n t  of t h e  A l a s k a  S t a t e  A s s o c i a t i o n  of Life 
U n d e r w r i t e r s  a n d  as p r e s i d e n t  of t h e  A l a s K a  C h a p t e r  of t h e  
S o c i e t y  of C L U  a n d  C h F C ,  I w o u l d  e x p r e s s  o u r  s u p p o r t  for 
e i t h e r  S e n a t e  bill 342 or  t h e  similar p r o p o s e d  legislation 
t h a t  is b e i n g  p u t  f o r w a r d  b y  t h e  d i v i s i o n  of i n s u r a n c e .

A l l o w i n g  c h a r i t a b l e  o r g a n i s a t i o n s  t o  o w n  a n d  b e  
b e n e f i c i a r i e s  of life i n s u r a n c e  policies is b e n e f i c i a l  to  
t h e  c h a r i t i e s  a n d  p r o v i d e s  an  a v e n u e  f o r  t h e  d o n o r  w h o  c a n  
o n l y  a f f o r d  s mall periodic, d o n a t i o n s  b u t  w o u l d  like t o  g i v e  
t h e  c h a r i t y  a l a r g e  gift.

M o s t  s t a t e s  h a v e  p r o v i s i o n s  t h a t  a llow this. T h e  f e w  st a t e s  
w h o ' s  l a w s  w e r e  n o t  in a l i g n m e n t  w i t h  t h e  f e d e r a l  IRS 
s t a t u t e s  a r e  all in t h e  p r o c e s s  of c o r r e c t i n g  th i s  conflict.

I s u p p o r t  y o u r  p r o p o s a l  w h i c h  w o u l d  b r i n g  A l a s k a ' s  l a w s  into 
a l i g n m e n t  wi t h  t h e  f e d e r a l  l a w  a n d  a l low t h i s  b e n e f i c i a l  

activity.

K e n  s n i d e r  CLU, C h F C



THOM AS & ASSO C IATES

Danny L. Thomas, CLU 
Lesrer R. Thomas, CLU

J a n u a r y  2 1 ,  1992

Mr. R i c k  S o l i e
O f f i c e  o f  S e n a t o r  S t e v e  F r a n k  

RE: S . B. 342

D e a r  R i c k :

P e r  o u r  p r e v i o u s  d i s c u s s i o n s  r e l a t i n g  t o  t h e  i n s u r a b l e  
i n t e r e s t  on l i f e  i n s u r a n c e  e i t h e r  t r a n s f e r r e d  t o  o r  p u r c h a s e d  
by  a c h a r i t y ,  t h e  A l a s k a  I n s u r a n c e  c o d e  n e e d s  t o  c l a r i f y  t h a t  
s u c h  e l i g i b l e  c h a r i t y ' s  i n s u r a b l e  i n t e r e s t  i s  r e c o g n i z e d .

I t  i s  my u n d e r s t a n d i n g  t h a t  a n  i n s u r a b l e  i n t e r e s t  i s  
d e t e r m i n e d  by  t h e  l a w s  o f  t h e  a p p l i c a b l e  s t a t e  an d  t h a t  i f  t h e  
l a w s  i n  A l a s k a  ( f o r  t h o s e  d o m i c i l e d  i n  A l a s k a )  d o e s  n o t  
r e c o g n i z e  t h a t  a  c h a r i t y  h a s  a n  i n s u r a b l e  i n t e r e s t  i n  t h e  l i f e  
o f  d o n o r ,  a  d e d u c t i o n  may n o t  b e  a l l o w a d  f o r  g i f t i n g  o f  p o l i c y  
a n d  p re m iu m s  p a i d ,  a n d  p o t e n t i a l l y  may c a u s e  p r o c e e d s  p a y a b l e  
t o  c h a r i t y  t o  b e  q u e s t i o n e d .  I t  t h e r e f o r e  i s  i m p o r t a n t  t h a t  
S t a t e  c l a r i f y  t h e  i n s u r a n c e  l a w s  g i v i n g  c h a r i t i e s  i n s u r a b l e  
i n t e r e s t .  I f  t h e  c o d e  i s  am ended ,  i f  i t  i s  p o s s i b l e ,  i t  w o u ld  
b e  b e n e f i c i a l  i f  i t  w o u ld  c o v e r  p e o p l e  a l r e a d y  h a v i n g  b e e n  
i n s u r e d  by  a  c h a r i t y  o r  a  p o l i c y  a l r e a d y  t r a n s f e r r e d  t o  a 
c h a r i t y .

E n c l o s e d  i s  a  co p y  f r o m  t h e  A m e r i c a n  S o c i e t y  o f  C h a r t e r e d  L i f e  
U n d e r w r i t e r  m o n t h l y  n e w s l e t t e r  i n d i c a t i n g  t h a t  S t a t e s  h a v e  
b e e n  w o r k i n g  on  s p e c i f i c  s t a t u t e s  g i v i n g  c h a r i t i e s  a n  
i n s u r a b l e  i n t e r e s t  i n  t h e  l i v e s  o f  d o n o r s .

S i n c e r e l y ,

E n c l o s u r e  
D L T : l a f s

Box 70338 • Fairbanks, Alaska 99707 • (907) 452-3253 • F A X  (907) 452-3272
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Phil A Younker, Jr.
Phil A Younker & Associates Ltd. 
P. O. Box 83529 
Fairbanks. Alaska 99709

Dear Mr Younker

Re: Insurable Interests o

iURANCE / P H O N E : (907) 465-2515
August 16, 1991

Charities

Director Walsh advised me that you had called concerning the captioned 
subject and has asked me to respond to jyour Inquiry.

This is a question that has come to this Division with a bit more frequency 
since the IRS Issued its private ruling 9110016 on November 30, 1990 
based on New York law. It unfortunately Is an area on which we do not 
issue opinions. We have not been able jo locate any Alaska case law on the 
subject. We believe that this is a grey area and one that should be 
specifically clarified and structured in Statute. This would require specific 
legislation.

Very truly yoursy

910816 00 PY1

>onald P. KbchrCIE 
Chief of Market Surveillance

?■
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IN S U R A N C E  C ( jD E  
• O F  T H E  

S T A T E  O F C A L IF O R N IA

A RT ICLE  I 
General Provision*

§ 10110, Insurable InterestWiildo Simwxvy (9ih «l) Cootftcu f Vfy.
0*2 F i>ijj L S trv  J  J :)6 ,

II Am Ju/ Proof of P ic li 2d, Lift lnJur*QCc, p 331 CproofJthat injured wu u h ) |
:<Wld c.u*t hli At*tb). j

§10110,1. "Insurab le Interest"; W ho has I durable Interest; Voidness o f conti'uct Ln absence o f losunftble tntcrest
(a) AJi Insurable Interest, with reference to l i l : imd disability hsurance, is an 
uitcrest based upon a reasonable expectation pf pecuniary advantage through 
the continued life, health, or bodily safety ofjanotber person and consequent 
loss by reason of that person’s death or disability or a substantial interest 
engendered by love and affection in the case o f  individuals closely related by Mood Or law.
(b) An individual has an unlimited insurabh interest in o r her own life,
health, and bodily safety and may law fu lly  tdqe out a pt o f insurance onhis or her own life, health, o r bodily sa f;ty and hnv* che policy mode 
payable to whomsoever he o r she pleases, i^gardlcss o f  whether the benefi­
ciary designated bas an Insurable Unere$t.
(c) A ji employer' has el. incurable interest, in the Life or physical or mental ability o f employees or the directors, officers, o r cm pi any other person whose death or physical financial loss to the employer; or, pursuant] 
with any shareholder concerning the rwee 
shareholder at the time o f his o r her deuh  or disability, on the lift or physical or mental ability o f that sbarehold r for the purpose o f carrying out the contractual arrangement; or, pu rsuer to any contract obligating tbc employer as part p f compensation arra.ngepcnts or pursuant lo  a contract 
obligating the employer as guarantor o r surety, on the life o f the principal obligor. The trustee o f an employer o r tnstce of a pension, welfare benefit 
plan, or trust established by an employee .providing life, health, disability, retirement, or sim ilar benefits to employ* cs and retired employees o f the 
employer or its affiliates and acting in a *-“ ■ k"  *- :*u

[is ref'rred to in subdivision (a), a- of its directors, officers, or 
ty . -s o f any o f its subsidiaries or br mental disability might cause to any contractual arrangement uisition o f shares owned by the

fiduciary capacity with respect to

- 5 7 -



(hose employees, retired employees, or tJbeil- dependents o r beneficiaries has fi.n insurable Interest in the lives o f  employees and retired employees for whom those benefits are to be provided.! The employer shall obtain the 
written rnnsnnt o f  the individual being insured.
(d) An insurable interest shall be required! to exist at the time the couiiavt o f life o r disability insurance becomes elective, but need not exist at the time, the loss occurs.
(e) Any contract o f life o r disability insurance procured o r caused to be procured upon another individual Is void Juniess the person applying for the insurance has an insurable interest in the individual insured at tbe time o f the application. I
(0 Notwithstanding subdivisions (a), (d)j and (e), a charitable organization 
that meets the requirements of Scctioo Qi4 of the Revenue and Taxation 
Code may effectuate life or disability Insurance on an Insured who consents 
to the issuance o f that insurance. J
(g) This section shall not be interpreted; to define all instances in which an 
insurable interest exists.
Added Suu 1990 ch 141* f 1.5 (SB 2211).

t Sa

§ 10110.2. Reliance of insurer on statements made by applicant regarding 
insurable interest La in ju red  
An insurer shall be entitled to rely utkin ail statements, declarations, and 
representations made by an applicant lor insurance relative to tbe insurable 
interest that the applicant has in the insured, and oo insurer shall Incur any 
legal Liability except as set forth in the policy, by virtue of any untrue 
statements, declarations, or represcntajioas so relied upon in good faitb bytbe insurer.
Added Suu 1990 ch 141* f 2 (SB 2281).

■5S~
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Ford

01/23/92

A M E N D M E N T

OFFERED  IN  THE SENATE B Y  SENATOR FRA N K
TO : SB 342

Page 1, after line 7:
Insert a new bill section to read:

"* Sec. 2. A PPL ICA B IL ITY . This Act applies to a policy o f life or disability insurance that is issued
or renewed on, before, or after the effective date o f this Act."



M E M O R A N D U M S ta te  o f A la s k a
TO: Steve Frank 

Senator
Alaska State Senate

mu: Glenn A. Olds
Commissioner 
Department of C 

and Econo
ce
elopment

FROffr/f'Dave Walsh 
J^zDirector
0 Division of Insurance 

Department of Commerce
and Economic Development

date: January 31, 1992

FILE NO.:

TELEPHONE NO.: (907) 465-2515

subject: Insurable Interests for 
Charitable Organizations

You have asked for a memo from the Division of Insurance discussing the issues 
leading to introduction of SB 342 and the complementary address of the issue 
in Section 152 of HB 425 and SB 376.

The issue is that AS 21.42.020 - 030 leaves some question as to whether a non­
profit or otherwise qualified tax exempt charity has an insurable interest in an 
insured where the charity is named beneficiary of a life insurance policy. The 
answer to this question has substantial tax implications. This kind of question 
has arisen on several occasions, most recently following the last legislative 
session.

Financial planners have been most interested in. the issue in view of a private 
ruling issued by the IRS in a New York case. Exhibit 1 is a copy of that ruling. 
Exhibit 2 is a reaction that appeared in the Chronicle of Philanthropy on July 
30, 1991.

This issue is not a clear cut one as can be seen in Exhibit 3, a newsletter 
written by “Endow America” of California. When the IRS is interpreting state 
law to determine deductibility of donations of insurance made, it is not too 
hard to understand that a state agency or private financial planner would want 
some precision in statute. Current statute is subject to some variance in 
interpretation. Since we do not know how the IRS might come down on Alaska 
law as presently written, we have avoided interpretation. For example, the IRS 
private ruling seems to infer that an actual benefit must inure to the charitable 
institution if it is to be tax deductible for the donor. A whole life policy and an 
annuity would appear to fill this requirement, but whether a term life policy, 
which has a fixed expiration date, meets that requirement is under some doubt 
and should be explored with the IRS. The same concern is true of health 
insurance policies.



I I  %

M E M O R A N D U M
Senator Steve Frank 
1 /3 1 /9 2

Even without the question of taxation, the concept of allowing or encouraging 
donation is one that has generally been supported. Philanthropy has been 
viewed as almost an American idea. Clarification of the issue legislatively may 
well benefit charities for which public funds are becoming increasingly scarce. 
The discussion on M- To Sustain Assignment” and “Interest of Insured" found 
in 44 C.J.S. §201 - §202 is attached as Exhibit 4. The attached exhibits do 
provide some backup and discussion of the issue.

S .

P A G E  2



\ 1 S T L E T T E R  of L e v e l  1 p r i n t e d  ;n F U L L  f o r m a t .

< P R I V A T E  R U L I N G  9 1 1 0 0 1 6

" T h i s  d o c u m e n t  ma y  not b e  u s e d  or c i t e d  a s  p r e c e d e n t .  S e c t i o n  & 1 1 0 ( j > < 3 >  of 

t h e  I n t e r n a l  R e v e n u e  C o d e . "

S E C T I O N  01.70 
C h a r i t a b l e  C o n t r i b u t i o n s  a n d  G i f t s

S E C T I O N  2 0 5 5
T r a n s f e r  for P u b l i c ,  C h a r i t a b l e ,  a n d  R e l i g i o u s  U s e s

S E C T I O N  2 5 2 2  
C h a r i t a b l e  a nd  S i m i l a r  G i f t s

0 1 7 0 - 0 0 0 0  
2 0 5 5 - 0 0 0 0  
2 5 2 2 - 0 0 0 0

P R I V A T E  R U L I N G  9 1 1 0 0 1 6 ;  1.990 P P L  L E X I S  3 2 7 1  

DA TE: N o v e m b e r  30, 1.990 

R E F E R  R E P L Y  70s 1*11

CC: PS/.SI: 4 / T R - 3 1 - 8 2 0 - 9 0  

D e a r  * *  *

T h i s  is in r e p l y  t o  your l e t t e r  d a t e d  M a r c h  5, 

s e v e r a l  r u l i n g s  c o n c e r n i n g  A ' s  p r o o o s e d  p u r c h a s e  
i n s u r a n c e  t o  t h e  C h a r i t y ,  an o r g a n i z a t i o n  d e s c -  

t h e  I n t e r n a l  R e v e n u e  Cod e.

9 9 0 ,  in w h i c h  y o u  r e q u e s t
d t r a n s f e r  of l i f e

ed in .section 50 1 ( c )  (3) of

T h e  i n f o r m a t i o n  p r e s e n t e d  i n d i c a t e s  t h a t  A is - . i n d e p e n d e n t  c o n t r a c t o r  of 

t h e  C h a r i t y  a n d  a l s o  a p a s t  c o n t r i b u t o r  to  t h e  C h a r i t y .  A i n t e n d s  t o  a p p l y  

f o r  a l i f e  i n s u r a n c e  p o l i c y  and n a m e  th e  C h a r i t y  as  s o l e  b e n e f i c i a r y  of the 

p o l i c y  p r o c e e d s .  U p o n  r e c e i p t  of t h e  p o l i c y  f r o m  t h e  i n s u r a n c e  c o m p a n y ,  A 
a l s o  i n t e n d s  to  i r e v o c a b l y  a s s i g n  t h e  p o l i c y  to  t h e  C h a r i t y .  A l t h o u g h  t h e r e  
is n o  a g r e e m e n t  b e t w e e n  A a n d  t h e  C h a r i t y ,  A pls'-s t o  c o n t i n u e  p a y m e n t  of the 
f u t u r e  p o l i c v  p r e m i u m s .  A will b e t h e  a p p l i c a n t  f 'r t h e  p o l i c y  b e c a u s e ,  A 

c o n c e d e s ,  t h e  C h a r i t y  d o e s  n o t  h a v e  an i n s u r a b l e  i n t e r e s t  in A ' s  life.

V q u  h a v e  r e q u e s t e d  t h e  f o l l o w i n g  r u l i n g s :

1. T h a t  A w i l l  b e  e n t i t l e d  to an i n c o m e  tax c a r i t a b l e  d e d u c t i o n ,  p u r s u a n  

to  s e c t i o n  1 7 0 ( a ) ( 1 )  of t h e  C o d e ,  w i t h i n  t h e  l i m i t  of s e c t i o n  1 7 0 ( b ) ( 1 ) ( A ) ,  fc 
t h e  a m o u n t  of t h e  i n i t i a l  p r e m i u m  of the p o l i c y  a r c  t h e  a m o u n t s  of a n y  

s u b s e c u e n t  prerniurns s h e .p a y s .

• . . .. .«/ *.• ,**
2. T h a t  C * 2 T  . -A.yi's-i en ti  t i e d  t o  a g i f t  ta x «. a r i t a b l e  d e d u c t i o n  u n d e r  

s e c t  inn 2 5 2 2 ( a ) ( 2 )  o f ' t b e  C o d e  fo r t h e  i n i t i a l  p r a  i u m  p a y m e n t  a n d  f u t u r e
p r e m i u m  o a v m e n t s .

* . . .  •• . . . v - - .

3. T h a t ,  if A d i e s ' w i t h i n  t h r e e  y e a r s  of b h e p . f t  of th e  p o l i c y  t o  t h e  

C h a r i t y  ^nd t h e  p r o c e e d s  a r e  i n c l u d e d  in her cr<_- s e s t a t e  u n d e r  s e c t i o n

• • V  ••*• 7 i . ,  Z
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< 2 0 3 5 ( a ) ,  A ' s  e s t a t e  will  b e  e n t i t l e d  to an e s t a t e  tax c h a r i t a b l e  d e d u c t i o n  

u n de r- s e c t i o n  2 0 5 5 ( a )  (2) of t h e  C o de .

4, "Chat, if A s u r v i v e s  t h e  p o l i c y  g i f t  d a t e  b y  t h r e e  y e a r s ,  t h e  p r o c e e d s  

wil l n o t  h e  i n l c u d e d  in h e r  g r o s s  e s t a t e .
i

R u l i n g  R e q u e s t  1

S e c t i o n  3 2 0 5 ( b )  '2> of t h e  M e w  Y o r k  I n s u r a n c e  L a w  p r o h i b i t s  a n y o n e  w i t h o u t  

an i n s u r a b l e  i n t e r a c t  f r o m  o b t a i n i n g  an i n s u r a n c e  p o l i c y  on t h e  l i f e  of 
a n o t h e r  p e r s o n  u n l e s s  t h e  b e n e f i t s  a r e  to b e  p a i d  t o  s o m e o n e  w i t h  an i n s u r a b l .

i n t e r e s t .  A w il l o b t a i n  t h e  i n s u r a n c e  p o l i c y  w i t h  t h e  i n t e n t  of 
t r a n s f e r r i n g  it t o  an o r g a n i z a t i o n  w i t h o u t  an i n s u r a b l e  i n t e r e s t .  H e r  inter' 
to c i r c u m v e n t  t h e  law in t h i s  manner- s h o u l d  r e s u l t  in t h e  o r g a n i z a t i o n ' s  b e i n g  

t r e a t e d  as h a v i n g  o b t a i n e d  t h e  p o l i c y  on h e r  l i f e  d i r e c t l y  f r o m  t h e  i n s u r a n c e

c o m p a n y . See, e.g, St ei n b a c L Pip i nnnhjr.r.r-f;' N.Y . 24, ! N.E. 6 6 2  (1899?:
A n n o t a t i o n ,  V a l i d i t y  of A s s i g n m e n t  of L i f e  I n s u r a n c e  C*31 p o l i c y  t o  O n e  Wh 

H a s  N o  I n s u r a b l e  I n t e r e s t  in I n s u r e d ,  3 0  A . L . R . 2 d  1 3 1 0  (1953).

T h e r e f o r e ,  it a p p e a r s  t h a t  t he  t r a n s a c t i o n  w i l l  v i o l a t e  s e c t i o n  of 3 2 0 5 ( b ) <2

jf t h e  N e w  Y o r k  I n s u r a n c e o u c h  A r a t h e r  t h a n  t h e  o r g a n i z a t i o n  wil

c o m p a n y .  If t h e  t r a n s a c t i o n  v i o l a t e s  
3-sth, t h e  i n s u r a n c e  c o m p a n y  m a y  n o t  h a v e

. vN- ■) / bdi ’
o b t a i n  t h e  p o l i c y  f r o m  t h e  i n s u r a n c e  
s e c t i o n  3 2 0 5 ( b )  (2), t h e n ,  u p o n  h e r  
t o  p a y  t h e  p r o c e e d s  of t h e  p o l i c y  to t h e  o r g a n i z a t i o n .  Or if it d o e s ,  t h e  
e x e c u t o r  or  a d m i n i s t r a t o r  of h e r  e s t a t e  m a y  m a i n t a i n  an a c t i o n  under- s e c t i o n  
3 2 0 5 ( b ) ( 3 )  t o  r e c o v e r  t h e  p r o c e e d s  f r o m  t h e  o r g a n i z a t i o n .

As a g e n e r a l  r u l e ,  s e c t i o n  

c h a r i t a b l e  c o n t r i b u t i o n  (a 
w i t h i n  t h e  t a x a b l e  vear .

170
a-: ef i n e d

• of t h e  C o d e  a l l o w s  a s  a d e d u c t i o n  a n y  
in s e c t i o n  ’0 ( c ) )  if p a y m e n t  is m a d e

A d e d u c t i o n  for a c o n t r i b u t i o n  of p r o p e r t y l o w e d  in s e c t i o n

1. 17A- 1 (c ) (1) of t h e  I n c o m e  T a, Pegu. 1 ski on s.

U n d e r  s e c t i o n  1 7 0 ( c ) (2) of the C o d e ,  t h e  t e r m  " 

i n c l u d e s  a c o n t r i b u t i o n  s o  an o r g a n i z a t i o n  c r e a t e d  
o r g a n i z e d  an d o p e r a t e d  e x c l u s i v e l y  for r e l i g i o u s ,  

l i t e r a r y ,  or e d u c a t i o n a l  p u r p o s e s ,  if n o p a r t  of ’ 

b e n e f i t  r■* 41 of a n y  p r i v a t e  s h a r e h o l d e r  o r  ind:; 
no t  d i e q u a l i -■ed  f o r  t a x  e x e m p t i o n  u n d e r  s e c t i o n  c 
a t t e m p t i n g  t o  i n f l u e n c e  l e g i s l a t i o n .

c h a r i t a b l e  c o n t r i b u t i o n "  
in t h e  U n i t e d  S t a t e s  a nd  
c h a r i t a b l e ,  s c i e n t i f i c ,  

a n e t  e a r n i n g s  i n u r e s  t o  th e 
>. d u al  and t h e  o r g a n i z a t i o n  i 

1 (c) (3) by' r e a s o n  of

G e n e r a l l y ,  u n d e r  s e c t i o n  1 7 0 ( f ) ( 3 ) (A) of t h e  Cc 

t r a r s + e r  of an i n t e r e s t  in p r o p e r t y  (not m a d e  b y  a 

l e s s  t h a n  t h e  t a x p a y e r ' s  e n t i r e  i n t e r e s t  in t h e  pr 
e x t e n t  '•Rat t h e  v a l u e  of t h e  i n t e r e s t  c o n t r i b u t e d

d e d u c t i o n  u n d e r  s e c t i o n  170 if t h e  i n t e r e s t  h a d  b-'
e r t a i n  e x c e p t i o n s  t o  t h i s  r u l e  a r e  p r o v i d e d  u n d e r

c o n t r i b u t i o n s  of (i) a r e m a i n d e rv' 4 i n t e r e s t  in a per

e, t h e  d e d u c t i o n  f o r  a 

t r a n s f e r  in t r u s t )  t h a t  is 
a e r t y  is a l l o w e d  o n l y  t o  th e  
o u l d  b e  a l l o w a b l e  as a 
n t r a n s f e r r e d  in t r u s t .  ‘ 
s e c t i o n  1 70 (f ) (3) (B) to  alloi 
a n a l  r e s i d e n c e  or f a r m ,  <ii)

an u n d i  vi ded. o o r t i  on cfv t h e  t a x p a y e r ' s  e n t i r e  i n t e - e s t  in p r o p e r t y ,  a n d  (iii) a 

q u a l i f i e d  c a n s e r v a t i a n  ''contribution, S e c t i o n  170'.-' (3) w a s  a d d e d  b y  t h e  Ta x x 
R e f o r m  A c t  of 1969,  Pub.;YL. No. 9 1 - 1 7 2 ,  S 3  S t a t .  4 3 7 ,  to d i s a l l o w  c h a r i t a b l e

d e d u c t i o n s  for c o n t r - i b u t i o n s  of l o s s  t n a n  t h e  t a x p a y e r ' s  e n t i r e  i n t e r e s t  in th e
p r o p e r t y .  
C. P. 200.

S e e  H.R.' Rep.‘w No. 413,

S. Rep. No.

9 1 s t  C o n g  . , 1 s( 

2, 9 1 s t  C o n g . ,  1st '

Cess. 5 7 - 5 8  (1 96 V ) ,  1 9 6 9 - 3  

. s. 8 3 - 8 4  ( 1 9 6 9 ) ,  9 1 6 9 - 3
. , ; .y

-r-'-Vf-T
-

P1 MW I
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C2.B. 423, 477; H,R. 
1 9 6 9 - 3  C.B. 644 , 634.

Z-*51 Rep. No. 792. 9 1 s t  C o n g . ,  1st Sess. 2 9 4  (1969),

S e c t i o n  1 7 0 ( 9 ) ( 2 )  of t h e  C o d e  a l l o w s  d e d u c t i o n s  f o r  c e r t a i n  c h a r i t a b l e  

c o n t r i b u t i o n s  of p r o p e r t y  p l a c e d  in trust. U r c e r  s e c t i o n  1 7 0 ( f ) ( 2 ) ( A ) ,  d e a l i n  

wj. th r e m a i n d e r  i n t e r e s t s ,  t he  t r u s t  m u s t  be  a c h a r i t a b l e  r e m a i n d e r  a n n u i t y  
t r u s t ,  a c h a r i t a b l e  r e m a i n d e r  u n i t r u s t ,  or a p o o l e d  i n c o m e  fund.  As to other 

i n t e r e s t s  Ln D r o o e ^ t v  tr snsf e r r e d  in t r u s t ,  s e c t i o n  170(f)  (2) (E-'> r e a m  r e s  to ti in 

i n t e r e s t  to  b e  Lr. the f o r m  of a g u a r a n t e e d  a n n u i t y  or t h e  t r u s t  i n s t r u m e n t  to 
s p e c i f y  t h a t  t h e  i n t e r e s t  is a f i x e d  p e r c e n t a g e  d i s t r i b u t e d  y e a r l y  of t h e  fair 
mar ke t v a l u e  of t h e  c r u s t  p r o p e r t y .  T h e  r-equii"emsnts for d e d u c t j .b i. 1 1 tv of a 
c o n t r i b u t i o n  of p r o p e r t y  p l a c e d  in t r u s t  a r e  f u r t h e r  e l u c i d a t e d  b y  s e c t i o n  

1 . 1 7 0 A - 6  of t h e  r e g u l a t i o n s .

5s :tion 1 . 1 7 0 A - 7 ( a ) ( 2 ) (i) of t h e  r e g u l a t i o n s  p r o v i d e s  tha t a d e d u c t i o n  is 

a l l o w e d  for a c o n t r i b u t i o n  of a p a r t i a l  i n t e r e s t  in p r o p e r t y  if s u c h  i n t e r e s t  ; 

t h e  t a x p a y e r ' s  e n t i r e  i n t e r e s t  in t h e  p r o p e r t y , s u c h  as an i n c o m e  .interest or - 
r e m a i n d e r  i n t e r e s t .  If, h o w e v e r , t h e  p r o p e r t y  in w h i c h  s u c h  p a r t i a l  i n t e r e s t  
e x i s t s  w a s  d i v i d e d  in o r d e r  t o  c r e a t e  t h e  t a x p a y e r ' s  i n t e r e s t  an d t h u s  a v o i d  

170(f) (3'- <A> 1*62 of t he  C o d e ,  t h e  d e d u c t i o n  wi ll n o t  b e  a l l o w e d .

S e c t i o n  I . 1 7 0 A - 7  (b )*'.)< i » of t h e  r e g u 1. ati o n s  s t a t e s  t h a t  an u n d i v i d e d  p o r t i c  

of a d o n o r ' s  e n t i r e  i n t e r e s t  in p r o p e r t y  m u s t  c o n s i s t  of a f r a c t i o n  or 
p e r c e n t a g e  of e a c h  a n d  e v e r y  s u b s t a n t i a l  i n t e r e s t  or right, o w n e d  b y  t h e  d o n o r  i 
s u c h  p r o p e r t y  a n d  m u s t  e x t e n d  o v e r  t h e  e n t i r e  t e r m  of d o n o r ' s  i n t e r e s t  in s u c h  

p r o p e r t y  a n d  in o t h e r  p r o p e r t y  i n t o  w h i c h  s u c h  p r o p e r t y  is c o n v e r t e d .

S e c t i o n  1 . 1 7 0 A - 7 ( a ) ’3) of t h e  r e g u l a t i o n s  p r o v i d e s  t h a t  a d e d u c t i o n  will not 

b e  d i s a l l o w e d  under- s e c t i o n  1 7 0  <f > (3) (A) of t h e  r 's a n d  s e c t i o n  1 . 1 7 0 A - 7  of tn

r e g u l a t i o n s  m e r e l y  b e c a u s e  t h e  i n t e r e s t  w h i c h  p a  
c h a r i t y  m a y  b e  d e f e a t e d  by t h e  p e r f o r m a n c e  of - 

s o m e  e v e n t ,  if on t h e  d a t e  of- t he  g i f t  it a p p e a r -
act. or e v e n  w i l l  ac: 1. s e m o t e  as t o b e  n e g 1

t o , o r v e s t e d  in, t h e
-a a c t  or t h e  h a p p e n i n g  of 

h a t  t h e  p o s s i b i l i t y  t h a t  sue 
ible. A c r o s s  r e f e r e n c e  is

S e c t i o n  1.. 1 7 0 6 - 1  (e) of the r e g u l a t i o n s  p r o v i d e s  

g i f t ,  a t r a n s f e r  f o r  c h a r i t a b l e  p u r p o s e s  is d e p e  

s o m e  act or t h e  h a p p e n i n g  of a p r e c e d e n t  e v e n t  in 
e f f e c t i v e ,  n o  d e d u c t i o n  is a l l o w a b l e  f*7!3 u n l e e  
c h a r i t a b l e  t r a n s f e r  w il l  n o t  b e c o m e  e f f e c t i v e  is 

n e g l i g i l b e .  If an i n t e r e s t  m  p r o p e r t y  p a s s e s  to..
of t h e ft a n d  t h e  i n t e r e s t  w o u l d  b eon che da t 

p e r  f
m a n c e  of s o m e  a c t  or t h e  h a p p e n i n g  of s o m e  e v e n t ,  

o c c u r r e n c e  of w h i c h  a p p e a r s  o n  t h e  d a t e  of t h e  g i f  
n e g l i g i b l e ,  t h e  d e d u c t i o n  is a l l o w a b l e .  Fo r  examr 

t o  a c i t y  g o v e r n m e n t  f o r ' a s  l o n g  a s  t h e  l a n d  is u.;- 
p a r k .  If on t h e  d a t e  of' t h e  g i f t  t h e  c i t y  d o e s  pi 

a n d  t h e  p o s s i b i l i t y  that., t h e  c i t y  will n o t  u s e  th<~ 
r e m o t e  as t o  b e  n e g l i g i b l e ,  t h e  t a x p a y e r  is e n t i t l

s e c t i o n  1 70  f o r  a ; c h a r i t a b l e  c o n t r i b u t i o n .
nV:-

A ' s  s u b m i s s i o n " r e p r e s e n t s  t h a t  t h e  o r g a n i z a t i o n  

’ i f e  i n s u r a n c e  p o l i c y  N s  tax' — e x e m o u  u n de * s e c t i o  

B e c a u s e  the d e f i n i t i o n  of c h a r i t a b l e  c o r t r i b u t i c

t h a t ,  if as of t h e  d a t e  of a 

d e n t  u p o n  t h e  p e r f o r m a n c e  of 
•--■der t h a t  it m i g h t  b e c o m e  

t h e  p o s s i  bi 1 i tyv,. t h a t  t h e  
s o  r e m o t e  as  t o  b e  

or is v e s t e d  in, a c h a r i t y  
•efeated by t h e  s u b s e q u e n t

ie p o s s i b i l i t y  of 

t o  b e  so r e m o t e  as  t o  be 

e, a t a x p a y e r  t r a n s f e r s  land 

i b y  t h e  c i t y  f o r  a p u b l i c  

n to u s e  t h e  l a n d  f o r  a p a r k  
l a n d  f o r  a p u b l i c  p a r k  is sr. 
d to a d e d u c t i o n  u n d e r

ho w h i c h  s h e  is  d o n a t i n g  

3 0 1  (c ) (3) of t h e  Code', 

u n d e r  s e c t i o n  1 7 0 ( c ) ( 2 )

bne

e s s e n t i a ’ly i n c l u d e s  t h e  * e q u i i r o m e n ts  of s e c t i o n  ^ 1(c) (3), a d o n a t i o n  to  th e

. J • 

*/



o r g a n i z a t i o n  c o u l d  p o t e n t i a l l y  q u a l i f y  ? -  a c h a r i t a b l e  C*G1 c o n t r !. b u t  i c-r
and' be d e d u c t i b l e  u n d e r  s e c t i o n  170*'a ’ .

P a r t i a l  I n t e r e s t

S i n c e  A is o b t a i n i n g  t h e  oalj.c:v w i t h  t h e  i n t e n t  of t *  anst •?•({ * i, n g  !. * to U'-a 

o r g a n i z a t i o n  w h i c h  d o e s  n o t  n a v e  an insu r a b l e  i n t e r s s t  , t h e  t r a " s a - f 1 o n  w : !’ 
v i o l a t e  s e c t i o n  3 2 0 3 ( b )  (2) of t h e  N e w  Y o r k  I n sur •*r*c© Law. “i« a r e»,il t , w h e n  

s h e  d i e s ,  t h e  ir.suf a n c e  c o m p a n y  m a y  not. h •/© to p a y  t h e  b e n e f i t s  of t h e  n o  I i •
to  t h e  o r g a i  z a t i  on or , if it d o e s ,  t h e  e x e c u t o r  or a d m i n i s t r  or ho*
may. m a i n t a i n  an  a c t i o n  u n d e r  s e c t i o n  7 2 0 3  * ' j  ) t o  r e c o v e r  t he b e n u x .

T h e r e t o r e , w h e n t r a n s f e r s  th e  nol i cv t o  t h e  o r g a n i z a t i o n ,  s h e  c a r m o •*

t r a n s f e r  all t h e  ri g h f s  a s s o c i a t e d  wi. 
i n t e r e s t  in t h e  col icy, n o t  m  t r u s t ,  
C o d e  i s g e n s h a l l v  n o t  d e d u c  ti b 1 e a s a

h it. S h e  is i r.-~tea.rj d o n a t i n g  a »»;»r 
w h i c h  u n d e r  s e c t i o n  1.70(f) (3) (A) of 

chat - >. ta b 1 e c o n  tr i b u t  i o n .

■?..

A c o n t r i b u t i o n  o f  a o a r t i  a! inter a s t  in p r o p e r t y  f o r  c h a r i t a b l e  eu r o o s *  
d e d u c t i b l e  u n d e r  s e c t i o n  V 7 0 , x ’ ' 3 )  (A) of t h e  C o d e  "if it w o u l d  h a v e  b e e n  
a l l o w a b l e  u n d e r  s e c t i o n  170 h a d  it b e e n  t r a n s f e r r e d  in t r u s t .  However-, t h e  

i n t e r e s t  in t h e  c u r r e n t  c a s e  w o u l d  n o t  h a v e  b e e n  a l l o w a b l e  if it h a d  b e e n  
t r a n s f e r r e d  in t r u s t  b e c a u s e  i.+- is  n o t  an i n c o m e  or r e m a i n d e r  i n t e r e s t  s e t  
C - 9  ] o u t  in s e c t i o n  17 0  (*) (2) of t h e  C o d e  a n d  s e c t i o n  1. 170A--6 of th e 
r e c u l a t i o n s .

On  the o t h e r  h a n d ,  a c o n t r i b u t i o n  for' c h a r i t a b l e  p u r p o s e s  of an i n t e r e s t  

t h a t  is A ' s  e n t i r e  i n t e r e s t  c o u l d  b e  d e d u c t i b l e  u n d e r  s e c t i o n  1 7 0 ( f ) ( 3 ) (A) of 

It c o u l d  be  a r q u s d  t h at t h e  i n t s r e s t  c o n t r i b u t e d  in t h e  p r e s e n t  cast- 

wi li  r e p r e s e n t  h e r  e n t i r e  i n t e r e s t ,  s i n c e  it a p p e a r s  o n l y  t h e  i n s u r a n c e  
c o m p a n y  a nd  t h e  a d m i n i s t r a t o r  cr e x e c u t o r  of h e r  
t h e  p o w e r  to d e n y  t h e  c h a r i t y  t h e  i n s u r a n c e  pru 
h a v e  the a b i l i t v  t h r o u a h  a w i l l  t o  n a m e  h e r  he.ir-

p r o c e e d s  of t h e  p o l i c y  a r e  r e t u r n e d  to  
t r a n s f e r r i n g  c a n n o t  b e  t r e a t e d  a s  

si. ;nx 1 ar• to r e t a i  ni ng  th e i g h t  to

•.. 111
an e n t i r e  irite* 

n a m e t h e b e  n e f i

f a t e ,  a n d  n o t  she, w i l l  h a v e  
•sds. H o w e v e r ,  b e c a u s e  A wil 
iho w i l l  b e n e f i t  1+ t h e  

t h e  i n t e r e s t  s h e  will be 
t. In e f f e c t ,  t h i s  is 

a r y  o u t r i g h t ,  a c i r c u m s t a n c e

c o v e r e d  in Rev. Rul .. 7 6 - 1 4 3 ,  1 9 7 6 — 1 C.B. 63, d i s c u s s e d  below .

In S i t u a t i o n  
s u r r a  n d e r v a 1 u e

Re v.  Ru l.  7 6 - 1 4 3 ,  th e t a x p a y e  c o n t r i b u t e d  t h e  c a s h

-up l i f e  i n s u r a n c e  p o li  y p a i d  on h i s  l i f e  t o  a

college,. T h e  c o l l e g e  w a s  g i v e n  p o s s e s s i o n  of t h e  cl icy, b u t  t h e  taxpayer- 
r e t a i n e d  t n e  -• j. g t o  n a m e  a*- c h a n g e  t h e  b e n e f  i c i ... / a n d  t o  a s s i g n  *the

b a l a n c e  of t h e  p o l i c y  s u b j e c t  t o  t h e  c o l l e g e ' s  rir. t t o  t h e  cash- s u r r e n d e r

■■ a 1 Lie T h e  r e v e n u e  r u l i n g  s t a t e s :

"In S i t u a t i o n t h e  g i - t  m a d e  b y  t h e  t a x p a y e r

s u r r e n d e r  v a l u e  of t h e  p o l •c y  w a s  a g i f t  of l e s s  

p r o p e r t y .  F u r t h e r m o r e ,  a gi -t  of t h i s  k i n d  • s no- 

p e r c e n t a g e  of e a c h  a n d  ev<='-v s u b s t a n t i a l  i n t e r e s t  
p r o p e r t y  s i n c e  t h e  t a y p a y s * - r e t a i n e d  th e  r i g h t  to 
E v e n  ix t h e  t a x p a y e r  ,i rc evccabl v d e s i g n a t e d  t h e  b- 
g i f t  in o r d e r  t o . c r  eat'e'O-a r e m a i n d e r  i n t e r e s t  t h a t  
t a x p a y e r ' s  entire'' i n t e r e s t  in t h e  p r o p e r t y ,  s u c h  .. 

h a v i n g  b e e n  ' m a d e ' t o ‘ avci-d s e c t i o n  17 0  (f ) (3 1* (A) of 

w o u l d  n o t  b e  al 1 o w e d  .■ "-n'rb

- t h e  r i g h t  t o  t h e  c a s h  

an an e n t i r e  i n t e r e s t  in t h e  

a g i f t  of a f r a c t i o n  or 
w n o d  b y  t h e  d o n o r  in s u c h '  
e s i g n a t e  t h e  b e n e f i c i a r y ,  
a f i c i a r y  p r i o r  t o  m a k i n g  she 

o u l d  t h e n  c o n s t i t u t e  t h e  
vision w o u l d  b e  r e g a r d e d  as- 

.he C o d e  a n d  t h e  d e d u c t i o n



A c c o r d i n a l v , a c h a r i t a b l e  c o n t r i b u t i o n  d e d u c t io n  i s  n o t  a l l o w a b l e  u n d e r  
s e c t i o n  1 70  o f  t h e  C o d e  f o r  t h e  : r  ► a • j c a b ’ e  a s s ig n m e n t  d e s c r i b e d  i.n 'S i t u a t i o n  
C1 9 7 6 -1  C .P .  a t  632

Rev. Rul. 7 6 - 1 4 3  r e v o k e d  t h e  contra*" \ 

6 3, a n d  a p p l i e s  to g i f t s  m a d e  a f t e r  1 
1969. W e  f i n d  t h a t  t h e  r i g h t s  to 5e 

s i m i •'. a r- e n o u g h  ta t h o s e  *■ e f a:i n e d

no.

s i  a i n e d

■U o r Rev. R u l . 6 9 QL 9 . 1
j■’ t h e  Tax Ref c  m

1 h a o  (I- r e n t
R e v . '6-143 for us

ar  a
o o n e  i u d ©  unde*

Iflc-'is:*- i n I h
R‘u l

i t s  h o l d i n g  th at  A w i l l  riot a c t u a l l y  h e  tr ahsf err i n o  her e n t i r e  .nter-e?. f •. n 
p r o p e r t y  w i t h  • r« t h e  m e a n i n g  of s e c t i o n  1 70 ( f v ( 3‘ f A  . -1 thouu'"* t h e  .••• .g'-ts
r e t a i n e d  1 t h e  c u r r e n t  c a s e  m a y  not. b e  as d e f i n i t e  as t h o s e  r e t a i n e d  In t h e  

r e v e n u e  r u l i n g ,  t h e y  a r e  s u b s t a n t i a l  ana  or. 1 v if t h e y  w e r e  .insuList an tial c o u l d  
t h e y  b e  d i s r e g a r d e d  for t h e  p u r p o s e s  of s e c t i o n  1.70(f) (3'. C o m p a r e  Rev. Rul. 
7 5 - 6 6 ,  1975-1 C.B. 85, w h i c h  u s e s  t h e  s t a n d a r d  set f o r t h  in s e c t i o n

1 n s u b  s t a r t  i al r i gi 
of t h e  Code.

W1 L1 1 n o t qua., l ry c o n t r  i b a l t o n  u n d e r  s e c t i o n  ' 70( f)  \7“

R e v . Rul. 7 6 - 1 4 3 ,  A will  n o t  h a v e
h e r  e n t i r e  i n t e r e s t  in p r o p e r t y  s o  as  to

U n d e r  the r e a s o n i n g  s e t  f o r t h  in 

c o n t r i b u t e d  a.-' ..*.ndividec! n o r •*: on of 
q u a l i f y  for a d e d u c t i o n  unde** s e c t i o n  170(f) (3) (B) (ii> of t h e  C o d e  a nd  s e c t i o n  
l , 1 7 0 A - 7 ( a >  (7) (i '» of t h e  r e g u l a t i o n s ,  s i n c e  s h e  will n o t  h a v e  g i v e n  a f r a c t i o n  
•_*r p e r c e n t a g e  of e a c h  an d e v e r y  s u b s t a n t i a l  --ight s h e  will o w n  in t h e  

i n s u r a n c e  p o l i c y .  N o r  w o u l d  h e r  c o n t r i b u t i o n  m e e t  e i t h e r  of t h e  o t h e r  
e x c e p t i o n s  to  s e c t i o n  170(f) (3) (A* 1 m- 121 of th e C o d e  p r o v i d e d  u n d e r  s e c t  1 c
1 7 0 (f) ( 3 ) (B).

We  c o n r l u d e  t h a t  A ' s  c o n t r ■;h y t i o n  s h o u l d  b e  d i s a l l o w e d  u n d e r  t h e  p a r t i a l

i n t e r e s t  r u l e s O i s e c t i o n  17 0(? ' (3) of t h e  C od 0
c h a r i t a b l e  c o n t r i b u t i o n  w o u l d  n o t  b e  a l l o w a b l e
, 1 e s s  it is d e d u c t i b l e  u n d e 1* t h e  s t a n d a r­ds o r o v
7 0  A- t : :e  •‘• e q u ia ' on s ir-Jj r.q corv!

:u r t h e r , a s  e x p l a i n e d  b e l o w ,  
der- s e c t i o n  17 0  in t h i s  cast 

•d in s e c t i o n s  1 . 1 7 0 A - l ( e )  a r 

u t i o n s  s u b j e c t  to  condition'.

R e m n t  a n e  s  *

S e c t i o n s  1. .1 7  

t h e  p r e s e n t c a ■:
70 A - 1 (©' an d 70  A - i a .* (3)

ai n c e  A w i l l  t r a n s f e r  th e •al i c y
t h e  p o s s i b i l i t y  t h a t  n e r  i n s u r a n c e  c o m p a n y  m a y  r 
b e n e f i t  of A ' s  e s t a t e  or t h e  adm ini st ra to r-  or exe** 
m a i n t a i n  an  act.ion tc r e c o v e r  th em.  T h e r e f o r e ,  fc 

t o  b e  d e d u c 1* 3.' e u n d e r  s e c t i o n  170(a) of t h e  C o d e  

o r g a n i s a t i o n ' s  r i g h t s  to  t h e  p o l i c y  will  b e  d i v e s t
n e o l i c i b l e .

f t h e  '''emulations a r e  a p p l i c a b l e  tf 
o the  o r g a n i z a t i o n  s u b j e c t  t 
t a i n  t h e  p r o c e e d s  f o r  t h e  
to r  of h e r  e s t a t e  m a y  

t h e  d o n a t i o n  o f  t h e  p o l i c y  

t h e  p o s s i b l i t y  t h a t  t h e  

j m u s t  b e  s o  r e m o t e  as to  be

Rev. Rul. 7 3 - 1 ,  19 73 -1  C. B.  117, h o l d s  t h a t  a 

s u b j e c t  to  t h e  f u t u r e  p o s s i b i l i t y  of b e i n g  divest'" 

n o t  d e d u c t i b l e  u n d e r  s e c t i o n  1 . 1 7 0 A — l(e' C * 13 2 
c o n t r i b u t i o n  in q u e s t i o n  w a s  th e a m o u n t  p a i d  b y  t" 

o f an a n n u i t y  p u r c h a s e d , -.*--"-am t h e  d o n e e ,  a q u a !  i f y 
r e t a i n e d  t h e  p o w e r  to,, h a v e  t h e  t o t a l  p u r c h a s e  pri- 
c o m m e n c e m e n t  of t h e " a n n u i t y  s o m e  y e a r s  later. Th* 

since, t h e  d o n a t i o n  to'LR'char i t y  is s u b j e c t  t o  t h e  
t h e  e n t i r e  p u r c h a s e  p r i c e  b e  r-epaid to him, m o r e  <L 

e x i s t s  t h a t  t h e  c h a r i t a b l e  t r a n s f e r  will no t be e

n a r i t a b l e  c o n t r i b u t i o n  

b y  a c t i o n s  of t h e  d o n o r  is 

of t h e  r e g u l a t i o n s .  T h e  

* d o n o r  in e x c e s s  of t h e  val u 

•g c h a r i t y ,  w h e r e  t h e  donor 

-■ r e t u r n e d  t o  h i m  p r i o r  to ti* 

r e v e n u e  r u l i n g  r e a s o n s  tha t 

C o n o r ' s  p o w e r  t o  r e q u i r e  that  
h.an a r e m o t e  p o s s i b i l i t y  
mne e f f e c t i v e .
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In t h e  c u r r e n t  c a s e ,  th e p r o c e e d s  of t h e  p o l i c y  m a y  e v e n t u a l l y  b e  p a i d  to A 
e s t a t e  r a t h e r  t h a n  r e t u r n e d  to  her. B u t  th is  d i s t i n c t i o n  m a k e s  t h e  c o n t r i b u t e  

h e r e  s u b j e c t  to an e v e n t  t h a t  is l e s s  r e m o t e  th an  the o n e  in t h e  r e v e n u e  r u ! 
s i n c e  e v e n  it A d e s i r e s  t h e  c o n t r i b u t i o n  to r e m a i n  e f f e c t i v e ,  her, i n s u r a n c e  
c o m p a n y  and t h e  e x e c u t o r  or a d m i n i s t r a  tor of h e r  e s t a t e  s t i l l  h a v e  t h e  p o w e r ,  
a n d  p e r h a o s  the  d u t y ,  e i t h e r  t o  r e t a i n  the b e n e f i t s  or r e c o v e r  t h e m  f r o m  t h e  
or gan  i z a t i o n .

In c o n t r a s t ,  a c h a r i t a b l e  c o n t r i b u t i o n  s u b j e c t  t o  s e c t i o n s  1, I 7 0 A — 1 <e'; an* 

1. 1 7 0 - 7  fa) (1) of th e r e g u l a t i o n s  is a l l o w e d  in R e v.  Ru l.  77-1 15, C.B.
C * 1 4 ]  63, h o l d i n g  t h a t  a g i f t  of t i m b e r  l a n d  t o  a char .i t a b l e  o r g a n i s a t i o n
for s u b s e q u e n t  t r a n s f e r  to t h e  U n i t e d  S t a t e s  is d e d u c t i b l e ,  e v e n  t h o u g h  the 
g r a n t o r  r e t a i n e d  c rte.in ti m e r  and m i n e r a l  r i g h t s .  In Rev. Rul. 7 7 - 1 4 3 ,  t h e  

U n i t e d  S t a t e s  p l a n n e d  t o  u s e  t h e ) a n d  as a w i l d l i f e  p r e s e r v e .  T h e  t i m b e r  r i g h t  
c o u l d  b e  exer-creed o n l y  if t h e  d o n e e s  a t t e m p t e d  t o  d i s p o s e  of t h e  t i m b e r ,  and 
t h e  m i n e r a l  r i g h t s  c o u l d  o n l y  b e  e x e r c i s e d  if a p p r o v e d  b y  t h e  S e c r e t a r y  of the 
J. nh er  i or . 

r i g h t s  is
T h e  r e v e n u e  r u l i n g  c o n c l u d e s  t h a t  th e g r a n t o r ' s  e x e r c i s e  of t h e s e  

50 r e m o t e  as  to  b e  n e g l i g i b l e ,  s i n c e  t h e i r  e x e r c i s e  is d e p e n d e n t  upo* 
t h e  a c t i o n s  or t h e  p e r m i s s i o n  of the u l t i m a t e  d o n e e ,  t h e  U n i t e d  S t a t e s ,  a nd  it

,nd ' '3 p r o p o s e d  use, to a l l o w  t h e  r i g h t s  t'~ 1i -i t a r e s t , a i /e n t h eis n o t  in 
e x e r c i  s e d .

a d v e r s e  i n t e r e s t  in i t s  b e i n g  sxs'v:. sed distinou.ish.es Rev. RU1

T he  d o n e e ' s  c o n t r o l  of t h e  c o n d i t i o n  s u b s e q u e n t  c o u p l e d  w i t h  an
•148 f r o m  th<-

s s e n t  c a s e  and Rev . Rul 3 -  I ,

T h e  r e q u i  remerits of s e c t i o n  1 . 17 0 A - 1  (e> of t h e  r e g u l a t i o n s  a r e  further- 
e l u c i d a t e d  b y  B r i g g s  v. C o m m i s s i o n e r ,  7 ?  T.C. 6 4 6  (17 79) , w h i c h  i n v o l v e d  th e  

d e d u c t i b i l i t y  of p r o p e r t y  s u b j e c t  t o  c o n d i t o n s  s u b s e q u e n t  t h a t  w o u l d  a l l o w  
r e e n t r y .  r + In its  a n a l y s i s ,  t h e  c o u r t  i n t e r p r e t e d  t h e  p h r a s e  " s o  r e m o +
as t o  b e  n e g l i g i b l e "  t o  m e a n  c h a n c e  w h i c h  pers'-'os g e n e r a l l y  w o u l d  d i s r e g a r d  

as s o  h i g n l y  i m p r o b a b l e  t h a t  it m i g h t  b e  i g n o r e d  

u n d e r t a k i nq a s e * - i a u s  :3u s i n e s s  t r a p  - a c t i o n "  and
d i e  t at e ox •- e s.son w o u  1 d j u 

h i g h l y  i m p r o b a b 1e a n d  r e mo f 
c o u r t a p p .1, i e cl t h 

s e c t i o n  1 , 1 7 0 A - 1 ( s ' .

if •/ an L n i e l l i  g e n t  pa-

e as to be  l a c k i n g  in 
se s t a n d a r d e  to f i n d  t he d o n a t i o

th r e a s o n a b l e  s a f e t y  in 
o "a c h a n g e  w h i c h  e v e r y  
on  in d i s r e g a r d i n g  a s  so  
a s o n  a n d  s u b s t a n c e . " T h e  

w a s  n o t  d e d u c t i b l e  u n d e r

A h a s  n o t  demonsr.r a t e d  t h a t  t h e  c h a n c e  t h a t  t h e  
of its r i g h t s  to t h e  p o l i c y  in t h e  f u t u r e  w o u l d  m-r- - 

e n u n c i a t e d  i n  B r i g o s ,  T h e  r i o h t s  to  -be *"-etained b' 
b y  t h e  a d m i n i s t r a t o r  or e x e c u t o r  of h e r  e s t a t e  woe 
c r e a t e d  b y  N e w  vV.r k law. T h e r e  a c t o n s  w o u l d  b e  me 
i n t e r e s t s  nr- t h o s e  of t h e  e s t a t e ,  a n d  n o t  b y  t h e  
a d d i t i o n ,  A c o u l d  d i s c o n t i n u e  p a y m e n t s  of t h e  pr-e<’ 

w o u l d  c a u s e  t h e  p o l i c y  t o  l a p s e ,  if t h e  o r g a n i  c at 

T h e r e f o r e ,  t h e  c o n t r i b u t i o n  of t h e  p o l i c y  w o u l d  

r e q u i r e m e n t s  of s e c t i o n  1. " 70A-1. ie> of t h e  r-sgula*'

o r g a n i c a t o n  w o u l d  be  d i v es t*  
t e i t h e r  of t h e  s t a n d a r d s  

t h e  i n s u r a n c e  ^ c o m p a n y  and 
d b e  in e x e r c i s e  of r i g h t s  
ivateri e i t h e r  b y  t h e i r  own 
t e r e s t s  of t h e  d o n e e .  In 
.ims on t h e  i n s u r a n c e  which  
n d i d  n o t  p a y  them.

163 n o t  m e e t  t h e  
on s .

s am  

or on

7, w h i c h  is b a s e d  on a „ 

n s u r a n c e  p o l i c y  is p a i d  the 

h e  a m o u n t  of t h e  i n i t i a l  
id er  s e c t o n  17 0(a ) of t h e

F i n a l l y ,  w e  n o t e  R e v 7- Rul. 5 8 - 3 7 2 ,  1Q 5 S - 2  C . B  

t u a t i o n  i n whi ch the/-?, ni tx al p r e m i u m  on a l i f e  
ims d a y  t h e  pal i c y  . is  /[con tri b u t e d  to c h a r i t y .

•emium is allow ed'  as.'Vi,' c h a r i t a b l e  c o n t r i b u t i ■:
C o d e . .  In t h e ' r e v e n u e ' r’ul i ng , t h e  p o s s i b l e  a p p l i c a t i o n  of f o r m e r  s e c t i o n  

1 . 1 7 0 - 1 (a) of t h e  r e g u l a t i o n s ,  w h i c h  g o v e r n e d  c o n t r i b u t i o n s  s u b j e c t  to a 
c o n d i t i o n  w h e n  Rev. Rul'.-' 5 8 - 3 7 2  w a s  p u b l i s h e d ,  is n o t  m a d e  an i s s u e .  A l s o ,  the 

" h i g h l y  i m p r o b a b l e "  s t a n d a r d  t h a t  w a s  a p p l i c a b l e  '. . a c o n d i t i o n  s u b s e q u e n t

•--< '. --r
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u n d e r  f o r m e r  s e c t i o n  1 . 1 7 0 - 1 (e) is l e s s  s t r i n g e n t  t h a n  t h e  " s o  r e m o t e  a s  tc be 

n e g l i g i b l e "  s t a n d a r d  t h a t  a p p l i e s  now.

M o r e  i. inpor t a n t l  y , Rev. Rul.  5 S - 3 7 2  wa s p u b l i s h e d  b e f o r e  t h e  e n a c t m e n t  o* t h c 

p a r t i a 1 i n t e r e s t  r u l e s  in s e c t i o n  1 7 v( f ) ' I) of t h e  C o d e .  F i n a l l y .  Rev . Rul. 
5 8 — 3 7 2  d o e s  n o t  i n d i c a t e  w h e t h e r ,  y.rid e r  t h e  l a w  of t h e  s t a t e  i n v o l v e d  *.o 
r u l i n g ,  t h e  c h a r i t y  h a s  an i n s u r a b l e  interest., whic*^ c h a r i t i e s  do  h a v e  :.n so* 
s t a t e s , n o r  d o e s  it i n d i c a t e  whether- the I n s u r a n c e  ooi jci.es w e r e  o b t a i n e d  wi* 

t h e  i n t e n t  to t r a n s f e r  C* 17- t h e m  be .charity. T h e  -focus of t h e  "even'.'.?3 

r u l i n g  is i n s t e a d  o n  t h e  v a l u a t i o n  of t h e  i n i t i a l  p r e m i u m  d o n a t e d .  S n  a’, t.houg!' 
t h e  r e v e n u e  rul i no c o u l o  b e  r e l e v a n t  t o  t h e  amount, of t h e  d e d u c t i o n ,  i n  t.he 

p r e s e n t  c a s e ,  if t h e  p o l i c y  w e r e  d e d u c t i b l e ,  it is  n o t  r e l e v a n t  to t h e  

d e t e r m i n a t i o n  of w h e t h e r  or n o t  the t r a n s f e r  of t h e  p o l i c y  is d e d u c t i b l e .

R u  1 i. n n R e a  u e s t  s 2 - 4

S e c t i o n  2 5 0 1  i m p o s e s  a ta x on t h e  t r a n s f e r  of p r o p e r t y  b y  g i f t .  S e c t i o n  25 
p r o v i d e s  t h a t  t h e  g i f t  t ax  a p p l i e s  to all t r a n s f e r s  by' w a y  of g i f t ,  w h e t h e -  toe 
t r a n s f e r  is i. n t r u s t  or o t h e r w i s e ,  a nd  w h e t h e r  t h e  g i f t  is d i r e c t  or i n d i r e c t .

S e c t i o n  2 5 . 2 5 1 1 - 2  (b> of t h e  G't-'t T -v R e g u l a t i o n s  p r o v i d e s  t h at , fo r  a g i f t  

be  c o m p l e t e  and , t h e r e f o r e ,  s u b j e c t  to t h e  g i f t  t a x , t h e  d o n o r  m u s t  h a v e  p a r t e  
w i t h  d o m i n i o n  a n d  c o n t r o l  aye*- t h e  t r a n s f e r r e d  p r o p e r t y .

In R o b i n e t t  v. Helver-ing, 3 1 3  U.S. 184 (1943), th e U n i t e d  S t a t e  S u p r e m e  Cou.r 
c o n c l u d e d  t h a t , in v a l u i n g  a g i f t  of an i n t e r e s t  t r a n s f e r r e d  in t r u s t  w h e r e  -h * 

d o n o r  r e t a i n s  an .interest in th e t r u s t ,  the d o n o r  h a s  t h e  b u r d e n  of p r o o f  in 

e s t a b l i s h i n g  t h a t  t he  d o n o r ' 5  r e t a i n e d  i n t e r e s t  h a s  a n y  v a l u e  t h a t  m a y  b e  
d e d u c t e d  f r o m  t h e  t a x a b l e  v a l u e  of t h e  t r a n s f e r .  ""he C o u r t  s t a t e d  [ * 18 1 ths 

if t h e  d o n o r ' s  r e v e r s i o n a r y  i n t e r e s t  is i n c a p a b l y  f v a l u a t i o n ,  t h e  donor- m u s t  
d i s r e g a r d  t h e  r e t a i n e d  revsrsior-s.ry i n t e r e s t  f o r  .r po se s of v a l u i n g  t h e  taxabl 

g i f t  m a d e  as a r e s u l t  :f t h e  .tr a-.sf e*- to t h e  tr-ur

S e c t i o n  2 5 2 2  of t h e  C o d e  p r o v i d e s  f o r  a d e d u c e  -n in c o m p u t i n g  t a x a b l e  gifts 

f o r  a c a l e n d a r  y e a r  for t he  v a l u e  of p r o p e r t y  t r a n s f e r r e d  t o  c h a r i t a b l e  

o r g a n i c t i o n s  d e s c r i b e d  in s e c t i o n  2 5 2 2 ( a ) .

S e c t i o n  2 5 2 2 ( c ) ( 2 )  of t h e  C o d e  p r o v i d e s  t h a t  wh ".re a d o n o r  t r a n s f e r s  an 

i n t e r e s t  in p r o p e r t y  to a c h a r i t a b l e  s o r q a n  i .cat i in a n d  a r e m a i n d e r  i n t e r e s t  i 
t h e  s a m e  p r o p e r t y  t o  n o n c h a r  i tab! a b e n  ■ ’• i ci ar-i e s , o d e d u c t i o n  is a l l o w e d  for- 
t h e  i n t e r e s t  p a s s i n g  to c h a r i t y  u n l e s s  it is in h e  f o r m  of a n  i n t e r e s t  

d e s c r i b e d  in s e c t i o n  170(f) (3) (S'1 n- is a g u a r  ant- d a n n u i t y  or is a f i x e d  
p e r c e n t a g e  d i s t r i b u t e d  y e a r l y  of the f a i r  m a r k e t  l u e  of t h e  p r o p e r t y  (to be 

d e t e r m i n e d  y e a r l y ) .

In t h e  p r e s e n t  c a s e ,  t h e  transfer- b y  A to t h e  ‘P a r i t y  is n o t  a t r a n s f e r  of 

A ' s e n t i r e  i n t e r e s t  in t h e  polio-. b e c a u s e ,  a t  A ' s  e a t h , A ' s  e s t a  1  m a y  h a v e  tT 

r i g h t  t o  r e c o v e r  t h e  . i n s M r a n c e  p r o c e e d s .  A1tho< h A h a s  m a d e  a c o m p l e t e d  gif 

of a s u b s t a n t i a l  ;_ i n t e r e s t  in t h e  i n s u r a n c e  poli. , A h a s  n o t  r e t a i n e d  an 
i n t e r e s t  C * 19 3 .. t h a t  is s u s c e p t a b l e  of val ua ti o.  u n d e r  g e n e r a l l y  a c c e p t e d  gif 

t ax  v a l u a t i o n  principles". S e a  R o b i n e t 1**.

—7 •, I 1 « *• ’“t • .*‘-r >
A s  in th e c a s e  under- " s e c t  i on 1 70 (a ) of t h e  C o d e ,  a d e d u c t i o n  is d i s a l l o w e d  

u n d e r  s e c t i o n  2 5 2 2 ( a )  b e c a u s e  of t h e  p o s s i b i l i t y  4 h a t  t h e  o r g a n i s a t i o n ' s  r i g h t s  

to t h e  u o l i c y  wil l b e  d i v e s t e d  is r.ct =0 r e m o t e  a r to b e  n e g l i g i b l e .  A n d  as
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"\
* is t h e  c a s e  u n d e r  s e c t i o n  1 7 0 ( f ) ( 3 ) ,  t h e  p a r t i a l  i n t e r e s t  in t h e  p o l i c y  re c = i  />

b y "  C h a r i t y  is n o t  a q u a l i f i e d  i n t e r e s t  r e f e r r e d  t o  in s e c t i o n  2 5 2 2 ( c )  (2).
T h u s ,  A is 0c 4- e n t i t l e d  to a cjift t = ‘- c h a r i t a b l e  d e d u c t i o n  u n d e r  s e c t i o n  252' 
for t h e  v a l u e  of t h e  i n i t i a l  p r e m i u m  p a y m e n t  or far t h a t  of f u t u r e  p r e m i u m  

p a y m e n t s .
i

S e c t i o n  2 0 3 3  of t h e  C o d e  p r o v i d e s  t h a t  t h e  v a l u e  of th e  g r o s s  e s t a t e  s h al l 

i n c l u d e  t h e  v a l u e  of all p r o p e r t y  to t h e  e ' t e n t  of t h e  d e c e d e n t ' s  i n t e r e s t  

t h e r e i n  at the t i m e  of h i s  d e a t h .

- S e c t i o n  2 0 3 5 ( a )  of t he C o d e  p r o v : d e e  t h a t  th » g r o s s  e s t a t e  i n c l u d e s  t h“ v a V  

of all p r o p e r t  i n t e r e s t  t r a n s f e r r e d  b v  a d e c e d e n t  w i t h i n  t h r e e  y e a r s  b e f  c - e  

d e a t h .  T h u s ,  t h e  v a l u e  of t h e  t r a n s f e r r e d  p r o p e r t y  is i n c l u d e d  in t h e  
d e c e d e n t ' s  g r o s s  e s t a t e  a s  if t h e  t r a n s f e r  h a d  n o t  b e e n  m a d e  a n d  a s  if t h e  
d e c e d e n t  h a d  o w n e d  t h e  p r o p e r t y  at th e t i m e  of d e a t h .  C *201

U n d e r  s e c t i o n  2 0 3 5 ( d )  (1) . the orc-/is'ions of 2 0 3 5 ( a )  a r e  n o t  a p p l i c a b l e  to  t' 

e s t a t e  of d e c e d e n t s  d y i n g  a f t e r  D e c e m b e r  31, 1991. H o w e v e r ,  s e c t i o n  2 0 3 5 ( d ) •2
of t h e  C o d e  p r o v i d e s  that, s e c t i o n  2 0 3 5 ( d )  { t ) s h a l l  n o t  a p p l y  " to  a t r a n s f e r  of

an i n t e r e s t  in p r o p e r t y  w h i c h  is i n c l u d e d  in t h e  v a l u e  of t h e  g r o s s  ec-Late und* 

s e c t i o n  2 0 3 6 ,  2037 , 2 0 33 ,  or- 2 0 4 2  or- w o u l d  h a v e  b e e n  i n c l u d e d  under- a n y  of sue- 
s e c t i o n  if s u c h  i n t e r e s t  h a d  b e e n  r e t  »•; r e d  '"by t h e  d e c e d e n t " .

U n d e r  s e c t i o n  2 0 4 2 ( 1 )  o- t h e  C o d e ,  t h e  d e c e d e n t ' s  g r o s s  e s t a t e  i n c l u d e s  t he  
p r o c e e d s  of i n s u r a n c e  o n  t h e  d e c e d e n t ' s  l i f e  r e c e i v a b l e  b y  t h e  d e c e d e n t ' s  

e s t a t e .  U n d e r  s e c t i o n  204-2 (25 5 t h e  gross, e s t a t e  i n c l u d e s  t h e  p r o c e e d s  of 
i n s u r a n c e  on t H.e d e c e d e n t ' s  l i f e  r e c e i v a b l e  b y  b e n e f i c i a r i e s  o t h e r  t h a n  t h e  

d e c e d e n t ' s  e s t a t e  under' p o l i c i e s  in w h i c h  !-hp d e c e d e n t  p o s s e s s e d  at d e a t h  a n y  
i n c i d e n t s  of o w n e r s h i p  t h a t  c a n  b e  e x e r c i s e d  e i t h ' ■ a l o n e  or in c o n j u n c t i o n  w,i1 

a n y  o t h e r  p e r s o n .

S e c t i o n  2 0 . 2 0 4 2 - 1  > C 2‘ of t h e  E s t a t e  T a x  Eegi t i o n s  p r o v i d e s  t h a t  t h e  ter-r
" i  nci d e n t s  of o w n e r s h i p "  i  -3 n o t  l i m i t e d  in it s me  in g t o o w n e r s h i p  of t h e  
p o l i c y  in t h e  t e c h n i c a l  l e g a l  s e n s e .  G e n e r a ] l y  e -aking, t h e  t e r m  h a s  r e f e r e n c  

t o  t h e  r i g h t  of the i n s u r e d  1* 211  t o  t h e  e c o n o m i c  b e n e f i t s  of t h e  p o l i c y .  

T h u s ,  it i n c l u d e s  t h e  p o w e r  t o  c h a n g e  t h e  b e n e f i c i a r y ,  t o  surrender- or c a n c e l  

t h e  p o l i c v ,  t o  a-ssion t h e  0 0 ] icy, t o  r e v o k e  an s.-sa .g n m e n t , t o  p l e d g e  t h e  polic, 
f o r- a l o a n ,  o r t o o b t a i n  f r o m  t h e  i n s u r e r  a  l o a n  - a i n s t  t h e  s u r r e n d e r  v a l u e  o- 

t h e  p o l i c y ,  etc, '

T h e  i ns«.Tancs p r o c e e d s  wi ll  be  i n c l u d e d  in A g r o s s  e s t a t e  u n d e r  s e c t  i an

2 0 3 5  of t h e  T o d s  if A d i e s  w i t h i n  t h r e e  y e a r s  of a p o l i c y  a s s i g n m e n t  b e c a u s e
h a s  m a d e  a " t r a n s f e r  of a n i n t e r e s t  in p r o p e r t y  wf o h  is i n c l u d e d  in t h e  v a l u e  
of t h e  c r o s s  e s t a t e  u n d e r  s e c t i o n  . , . 2 0 * 2  or w  Id h a v e  b e e n  i n c l u d e d  u n d e r

a n y  of s u c h  s e c t i o n  if s u c h  i n t e r e s t  h a d  b e e n  ret.- ied b y  t h e  d e c e d e n t " .  .he 
i n s u r a n c e  p r o c e e d s  w i l l  a I s c  r:-• 4 r 1 ud-ad in A ' s  *-oss e s t a t e  u n d e r  s e c t i o n  

2 0 3 3  of t h e  C o d e  if A d i e s  no re  th an  t h r e e  y e a r s  - ter t h e  p o l i c y  a s s i g n m e n t  
d a t o  5. - , at tha t t i m e /  A ' s  e x e c u t o r  c a n  r e c o v e r  t' - p o l i c y  p r o c e e d s  for- the 
b e n e f i t  of e s t a t e . / / ' A ' s e s t a t e  will  n o t  be  e n  ti ed  to  a d e d u c t i o n  u n d e r  ■>

s e c t i o n  2 0 5 5 ( a )  of t h e / C o d e  in the e v e n t  t h a t  A ' s  -xecutor is a b l e  to r e c o v e r  
t h e  proiv— e d s  for- tiie b e n e f i t  of A % h e i r s .  In ad<. ^ i o n , A ' s  e s t a t e  wi ll  no t b* 
e n t i t l e d  to a deductionl-undar- s e c t i o n  2 !,5 5 ( a )  of *2 21  t h e  C o d e  if A ' s  

e x e c u t o r  f a i l s  t o  r e c o v e r  t h e  sol icy p r o c e e d s  a n d  th e  p r o c e e d s  a r e  p a i d  to the 

C h a r i t y ,  b e c a u s e  t h e  p r o p e r t y  will  n o t  p a s s  t o  t h e  C h a r i t y  f r o m  A, bu t  

' athejr t h e  o r o p e r t y  wi ll  p a s s  to t n e  C h a r i t / as  • r e s u l t  of a c t i o n  or

. . . .  . -
c 3- .• • •*w'#
f
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* i n a c t i o n  by A ' s  e x e c u t o r .

V- ■ V «

E x c e p t  a s  we h a v e  s p e c i  f  ’ c a l  1 y r u l e d  u n d e r  '■ *■'e  c i t e d  C o d e  p ^ o v i  s i o n s  , we 
e x p r e s s  n,o o p i n i o n  a s  t o  t h e  f e d e r a l  t a x  • - o r ^ e o u e n c e e  o f  t h e  p r o p o s e '4 
t r a n s a c t i o n  u n d e r  t h o s e  p r o v i s i o n s  o r  u n d e r  a n y  o '" h e r  ?r ^ v i s i o n  of  t h e  C o d e .

[n a c c o r d a n c e  w i t h  t h e  i n s t r u c t i o n s  in a p o w e r  n* -ftor-nev, w e  ar e s e n d i n g  

c o p y  of t h i s  letter- t o  t h e  t a x p a y e r .

T h i s  r u l i n g  is a d d r e s s e d  o n l y  to  t h e  t a x p a y e r  w*>:> j'.'estei! it, G - ' t i o n  
611-0 (j) (3) of th e C o d e  p r o v i d e s  that  it m a y  n o t  b e  c i t e d  o r  u s e d  as p r e c e d e n t  

Si n c e r e l y ,
A s s i s t a n t  C h i e f  C o u n s e l  

( P a s s t h r o u g h s  a n d  S p e c i a l  
I n d u s t r  t63,'
R i c h a r d  Gr• o s g e h a u e r  
C h i e f ,  B r a n c h  4
E n c l o s u r e  • ■
C o p y  f a r  6 1 1 0  p u r p o s e s

’ *-•** •' ' : 
v » ** • 2*
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IRS Ruling on Insurance Gifts 
Prompts Action by 2 States

i:w yokk and Illinois have lioih 
I changed their laws on gifts of life insur- 
! mice to charity.

New York has clarified a law that, in ef­
fect, prevented charities from receiving gifts 
of life insurance from living donu: . The leg­
islation. signed by Gov. Mario Cuun o this 
month, allows donurs to purchase life-insur­
ance policies and then immediately to give 
those policies to charily, so long as the gift 
was the donor's idea.
The new law leaves unclear the extent lo 

which charities may proinolc gifts of life insur­
ance lo raise money.
"This isn't everything we wanted," said 

Donald Kent, director of endow nicnl develop­
ment al the Council of Jewish federations in 
New York, which was one of scvctal charities 
that pushed for a change in the law.
The legislation was prompted by an i .r .s . 

piivalc-lcttcr mling released in March
In the ruling, wdtich applied only In the 

unidcnlificd New York woman who requested 
it, the service said that .she could not claim 
federal lax deductions on income, gift, and 
estate taxes for a charitable donation of life 
insurance because the stale's law did nol rec­
ognize chanties as having an insurable inlcr- 
tst in their donors.
The service said that because the donor 

was going to purchase the policy with the in­

tention of immediately giving it to charity, 
the charity had effectively obtained the policy 
on the donor.
The i.r.s. sai l that would violate New 

York law, which said lliat one must have an 
insurable interest in a person to obtain a poli­
cy on his or her life.
Dccausc the policy on the New York w o m ­

an would be invalid, il could be taken away 
from the charily after the donor's death, the 
I.R.S. reasoned. Thus the federal governnienl 
could have granted tax deductions for a char­
itable gift lhal never ended up benefiting a 
charity.

Under the new law. charities still du nut 
have an insurable interest in their donurs, 
which means lhal Ihcy still arc barred from 
directly or indirectly obtaining insurance poli­
cies on then donors' lives.

I lie New York Insurance Department is 
woiking with charities to clarify what, if any­
thing. ihcy may do lo encuurage life-insur­
ance gills.
In Illinois, the legislature has passed a 

measure designed lo help protect charitable 
gifls of life insurance. The measure, which 
would lake clfccl on January 1, 1992, lias been 
sent to Gov. Jim Ldgar for Ins signature, 
which is expected.
The legislation says donors may obtain 

life-insurance policies naming certain kinds of 
non-profits as sole beneficiaries.
Qualified organizations include charities 

lhal meet the requirements of Section 
501(c)(3) of Ibe Internal Revenue Code as 
well as social-wclfare organizations, labor and 
agriculture groups, voluntary employees' 
beneficiary societies, and fraternal beneficiary 
societies.
The legislation says non-profits may con­

tinue lo pay picmiums lo insurance companies 
if donors discontinue premium payments and 
if continuing the policy would be a prudent 
investment.
Dun Tebbc. president of the Springfield- 

based Council of Illinois Nonprofit Organiza­
tions, which with others promoted the legis­
lation, called il a "stopgap measure." Law­
maker will be pressed later this year lo pass 
a bill containing "even more explicit language 
that charities have an insurable interest," 
said Mr. Tcbbc.



S c o t t  T a y l o r
U o f  A  P’o u n d a t i o n
91 0  Y u k o n  D r . , S u i t e  208,
F a i r b a n k s ,  A K  9 9 7 7 5  
4 7 4 - 7 6 8 7
P o s i t i o n  S t a t e m e n t :  S u p p o r t e d  H B  3 6 0

L i n d a  H u l b e r t  
N e w  Y o r k  L i f e  
110 C u s h m a n  S t  
F a i r b a n k s ,  A K  9 9 7 0 1
4 5 2 - 4 4 0 0  P o s i t i o n  S t a t e m e n t :  O b s e r v e r

P R E V I O U S  A C T I O N

BILL: H B  3 6 0
T I T L E :  " A n  a c t  r e l a t i n g  t o  l i f e  o r  d i s a b i l i t y  i n s u r a n c e

o b t a i n e d  b y  c h a r i t i e s . "

P R I M E  S P O N S O R S : BO Y E R ,  B. D A V I S , K O P O N E N

J R N - D A T E J R N - P G A C T I O N

0 1 / 0 3 / 9 2 19 4 8 (H) P R E F I L E  R E L E A S E D

0 1 / 1 3 / 9 2 1 9 4 8 (H) R E A D  T H E  F I R S T  T I M E
R E F E R R A L

0 1 / 1 3 / 9 2 1 9 4 8 (H) L& C ,  J U D

0 1 / 1 5 / 9 2 1 9 8 8 (H) C O S P O N S O R  ( S ) : K O P O N E N

A C T I O N  N A R R A T I V E  

T A P E  1, S I D E  A  
N U M B E R  0 0 1

C h a i r m a n  F i n k e l s t e i n  c a l l e d  t h e  m e e t i n g  t o  o r d e r  a t  1 : 0 4  p . m .  
a n d  n o t e d  m e m b e r s  in a t t e n d a n c e .  H e  a d v i s e d  m e m b e r s  t h a t  t h e y  

w o u l d  b e  c o n s i d e r i n g  H B  360 .

N U M B E R  0 1 5

R e p r e s e n t a t i v e  B o y e r  i n f o r m e d  t h e  m e m b e r s  t h a t  t h i s  b i l l  w a s  
s p e c i f i c a l l y  d r a f t e d  t o  a d d r e s s  a p r o b l e m  b a s e d  o n  a n  I R S  

r u l i n g  t o  a n  i n d i v i d u a l  i n  t h e  s t a t e  o f  N e w  Y o r k  o n  w h e t h e r  
an i n d i v i d u a l  c o u l d  t a k e  a t a x  d e d u c t i o n  b a s e d  o n  h e r  g i f t  o f  

h e r  l i f e  i n s u r a n c e  p o l i c y  t o  a c h a r i t y .  T h e  IRS r u l e d  t h a t  
s h e  w a s  n o t  e n t i t l e d  t o  a t a x  d e d u c t i o n  b e c a u s e  i n t h e  s t a t e  
of N e w  Y o r k  t h e  s t a t u t e s  d i d  n o t  p r o v i d e  f o r  a i n s u r a b l e  
i n t e r e s t  b y  t h a t  n o n - p r o f i t .  S i n c e  t h e n  14 o t h e r  s t a t e s  h a v e  
e n a c t e d  s p e c i f i c  s t a t u t e s  a l l o w’i n g  f o r  i n s u r a b l e  i n t e r e s t  b y  

c h a r i t i e s  s o  t h e y  c a n  c o n t i n u e  t o  r e c e i v e  g i f t s  o f  l i f e  
i n s u r a n c e  p o l i c i e s .  H B  3 6 0  a l l o w s  c h a r i t i e s  to  u s e  e v e r y  t o o l  
g i v e n  t o  t h e m  t o  r e c e i v e  o u t s i d e  i n c o m e .  T h i s  b i l l  is f o r  t h e  
b e n e f i t  o f  c h a r i t i e s ,  u n i v e r s i t i e s ,  a n d  o t h e r  o r g a n i z a t i o n s  

t h a t  r e c e i v e  g i f t s  l i k e  t h e s e .
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NUMBER 0 7 2

R e p r e s e n t a t i v e  B r u c k m a n  s a i d  t h e  b i l l  s o u n d e d  g o o d ,  b u t
a s k e d  w h i c h  n o n - p r o f i t s  w e r e  c o n s i d e r e d  c h a r i t i e s  i n  H B  360.

N U M B E R  08 1

R e p r e s e n t a t i v e  B o y e r  e x p l a i n e d  t h a t  h e  h a d  k e p t  t h e  d e f i n i t i o n  
o f  c h a r i t i e s  v e r y  n a r r o w .  T h e  q u a l i f i e r s  a r e  26  U . S . C  

5 0 1 ( c ) (3) g r o u p s .

N U M B E R  192

D a v e  W a l s h ,  D i r e c t o r  of  t h e  D i v i s i o n  o f  I n s u r a n c e ,  e x p r e s s e d

h i s  g e n e r a l  s u p p o r t  f o r  t h e  b i ll .

N U M B E R  236

R e p r e s e n t a t i v e  T a y l o r  a s k e d  if c h u r c h e s  a r e  5 0 1 ( c ) ( 3 )  
o r g a n i z a t i o n s ,  a n d  D a v e  W a l s h ' s  a n s w e r  w a s  t h a t  t h e y  are.

N U M B E R  27 5

S c o t t  T a y l o r ,  o f  t h e  U n i v e r s i t y  o f  A l a s k a  F o u n d a t i o n ,  s p o k e  i n  
f a v o r  o f  t h i s  b i l l ,  a n d  n o t e d  t h a t  a l o t  o f  d o n o r s  a r e  q u i t e  
c o n f u s e d  b y  t h e  N e w  Y o r k  r u l i n g .  A s  a r e s u l t  t h e r e  h a s  b e e n  a 
c h i l l i n g  e f f e c t  on  t h e  g i v i n g  o f  l i f e  i n s u r a n c e  p o l i c i e s .  H e  
p o i n t e d  o u t  t h a t  A l a s k a  is o n e  o f  s e v e n  s t a t e s  w h i c h  d o  n o t  
p r o v i d e  f o r  d o n o r s  t o  m a k e  g i f t s  o f  t h e i r  i n s u r a n c e .

N U M B E R  31 5

^  J o h n  H o f f e r ,  a n  A n c h o r a g e  t a x  p r a c t i t i o n e r ,  s p o k e  i n  f a v o r  o f  
> H B  360, a n d  n o t e d  t h a t  t h e  I R S  r u l i n g  h a s  c a u s e d  q u i t e  o f  

n u m b e r  o f  p r o b l e m s  in A l a s k a  b e c a u s e  it  is  r e a l l y  u n c l e a r  if 
A l a s k a  h a s  a p r o b l e m  u n d e r  t h e  l e t t e r  r u l i n g .  26 U . S . C  5 0 1  
( c ) (3) d e t e r m i n e s  w h i c h  o r g a n i z a t i o n s  m u s t  d e c l a r e  i n c o m e ,  n o t  

w h i c h  d o n o r s  m a y  t a k e  t a x  d e d u c t i o n s .

N U M B E R  403

R e p r e s e n t a t i v e  D o n l e y  m o v e d  t h a t  H B  3 6 0  p a s s  o u t  o f  t h e  H o u s e  
C o m m i t t e e  w i t h  i n d i v i d u a l  r e c o m m e n d a t i o n s .

N U M B E R  4 6 1

T h e r e  w e r e  n o  o b j e c t i o n s  t o  p a s s i n g  t h e  b i l l  o u t  o f  c o m m i t t e e .  
C h a i r m a n  F i n k e l s t e i n  a d j o u r n e d  t h e  m e e t i n g  a t  1 : 3 1  P.M.
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910 Yukon Drtvt. Suite 208 
F»irbwik», Aluka 99775-3240 

Office (907)474-7687 
PAX (907) 474-7664 or (907) 474-5140

University of Alaska

University of Alwlot Foundation Office of Development 
EYDEV

Representative Mark Boyer VIA FAX
Alaska State House of Representatives 
P.O. Box V 
Juneau, AK 99811

January 17, 1992

Dear Representative Boyer:

I understand that HB 360, which deals with changes to Alaska's 
statutes regarding life insurance policies, will receive its first hearing 
next Tuesday. The University Foundation strongly supports this bill 
since it w ill provide us, and other non-profits in Alaska, with the 
ability to have an insurable interest in the lives of donors who 
contribute life insurance polices to us. Through this change, our 
existing donors and potential contributors w ill be assured that their 
gifts of life insurance policies will be deductible as charitable 
donations under the Internal Revenue Service's rulings.

At the annual meeting of the University o f A laska Foundation 
on Novem ber 6, 1991, the Board of Trustees passed a unanimous 
motion indicating strong support for this change in A laska’s 
insurance statutes and directing that a resolution be prepared 
indicating their Support. That resolution has not yet been completed. 
I shall send it to you when it is. In the interim  I hope that this letter 
and the Board's action I have described will serve to indicate the 
Foundation's strong support of the statute changes outlined HB 360.

I thank you for all you are doing to help bring Alaska's laws 
into line with those in almost all other states which now do provide 
for charities to have an insurable interest in their donors.

Executive Director

cc: Members of the Board of Trustees



U n ite d  W ay
of Anchorage
Post Odice Box 102052 
Anchorage, Alaska 06510-2052 
Phono (607) 502-4403 
Fax (907) 563-0020

January  16, 1992

R e p r e s e n t a t i v e  Mark Boyer  
S t a t e  C a p i t o l  
J u n e a u ,  A l a s k a  99801

D ear  R e p r e s e n t a t i v e  B o y e r ;

I t  i s  w i t h  g r e a t  e n t h u s i a s m  t h a t  I  e n d o r s e  h o u s e  B i l l  3 6 0 ,  w h i c h  
e s s e n t i a l l y  e n a b l e s  d o n o r s  t o  a s s i g n  l i f e  i n s u r a n c e  p o l i c i e s  t o  
c h a r i t a b l e  o r g a n i z a t i o n s .

As f u n d s  f o r  t h e  p r o v i s i o n  o f  h e a l t h  an d  human s e r v i c e s  beco m e  m ore  
s c a r c e  f rom t h e  f e d e r a l  an d  s t a t e  g o v e r n m e n t s ,  i t  i s  i n c r e a s i n g l y  
i m p o r t a n t  f o r  c h a r i t a b l e  o r g a n i z a t i o n s  t o  s e e k  o t h e r  s o u r c e s  o f  
f u n d i n g .  The o p p o r t u n i t y  f o r  a n  i n d i v i d u a l  t o  h e l p  i n s u r e  t h e  
f u t u r e  v i a b i l i t y  o f  c r i t i c a l  s e r v i c e s  w i l l  b e  o f  g r e a t  v a l u e  t o  
t h o s e  a g e n c i e s  p r o v i d i n g  t h e  s e r v i c e .

My t h a n k s  t o  you f o r  b r i n g i n g  t h i s  b i l l  f o r w a r d .  I  w i l l  f o l l o w  i t s  
p r o g r e s s  w i t h  k e e n  i n t e r e s t .

S i n c e r e l y ,

E x e c u t i v e  D i r e c t o r

un,!e2 Way Miss>oo 'o increase me organize? capacity ol people lo care lor one &n
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SB 342: "An Act relating to life or disability insurance obtained
by charities."

The Department of Commerce and Economic Development is in favor of this 
legislation.

AS 21.42.020 presently provides that insurance on the "life or body" of a person 
can only be written for the benefit of another person if that person has an 
"insurable interest" as defined. Charitable institutions are not currently 
defined as having an insurable interest.

The proposed change provides that a charitable organization may be the 
beneficiary under an insurance policy. The effect is to allow philanthropic 
efforts by persons who are not wealthy: A person can, with this legislation, 
donate the benefits of a policy to a charity exempt from taxation under 
26 U.S.C. 501(cX3) and receive tax benefits for the premium paid. We urge 
passage of this bill.

Glenn A. Olds, C om m issioner^^  

Date: D  '  1  ^ __________
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