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IMPORTANT INFORMATION

This information is provided by American General Life Insurance Company (AGL) and The
United States Life Insurance Company in the City of New York (US Life), members of American
International Group, Inc. (AIG).
The information contained in this document is general in nature and intended for educational
purposes only and is not a comprehensive analysis of the topic presented. The information may
be subject to change and should be veriﬁed for accuracy and reliability (e.g., federal income tax
statutes, rulings, etc. that may have changed since publication) and may be subject to differing
legal interpretations. While the publisher has been diligent in attempting to provide accurate
information, the accuracy of the information cannot be guaranteed. No representation or
warranty, express or implied, is made by AGL, US Life and its afﬁliates as to the completeness
of the information in this document. AGL and US Life shall not be liable for any loss or damage
caused by the use of, or reliance on, the tax, accounting, legal, investment or ﬁnancial items
contained in this material.
The Company, its ﬁnancial professionals and other representatives are not authorized to give legal,
tax or accounting advice. For advice concerning your situation, consult your professional attorney,
tax advisor or accountant.
To ensure compliance with requirements imposed by U.S. Treasury Regulations, we inform you that
any tax advice contained in this document (including any attachments) is not intended or written to
be used, and cannot be used, for the purpose of (i) avoiding penalties under the Internal Revenue
Code or (ii) promoting, marketing or recommending to another party any transaction or matter
addressed herein.
©2019. All rights reserved.
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The Concept…
 A “Crummey power,” named after the taxpayer who brought a court case, is used to secure the federal

gift tax annual exclusion—$15,000 in 2018—for annual gifts to an irrevocable life insurance trust.
 These gifts are used to pay premiums on the life insurance policy held in the trust.

The Process…
 A Crummey power gives trust beneﬁciaries the power—exercisable each year for a limited time—to

withdraw annual transfers to the trust.
 While the grantor hopes that the beneﬁciaries won’t exercise this power, the fact that they can is sufﬁcient

to qualify the annual transfers for the gift tax annual exclusion.
 Crummey powers generally lapse after the speciﬁed period expires if they’re not exercised, and the

trustee is then free to use the recently transferred funds to pay premiums. For example, if four beneﬁciaries
each have Crummey powers, up to $60,000 of annual transfers ($15,000 for each beneﬁciary) could
be sheltered from the gift tax in 2018, or up to $120,000 when a husband and wife split the gifts.

Other Considerations...
 Regardless of the maximum gift tax annual exclusion, each beneﬁciary’s Crummey power is often limited

to the greater of $5,000 or 5% of the trust principal. This amount won’t be considered a taxable gift
to the other beneﬁciaries if the holder of the power allows it to lapse each year. However, amounts
exceeding those limits are considered gifts to the other beneﬁciaries.
 Where lapses exceed the $5,000/5% limitations, Crummey power holders will have to draw upon their

gift tax credit to shelter the gifts from tax. To avoid this result, irrevocable life insurance trusts sometimes
limit Crummey withdrawal rights to the least of each beneﬁciary’s share of additions to the trust, the gift
tax annual exclusion amount, or the greater of $5,000 or 5% of the trust assets.
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 The trust language should give beneﬁciaries a reasonable time—such as 30 days—to exercise their

powers. If the trust says they have until December 31 to exercise the power and the grantor makes a
transfer on December 30, the IRS might view this as a sham. In that event, the opportunity to utilize the
gift tax annual exclusion would be lost.
 The trustee should also give the beneﬁciaries formal notice that the trust received a transfer subject to their

Crummey withdrawal powers, and indicate the period in which they may exercise their powers.

The Bottom Line...
The Crummey power, which gives beneﬁciaries the limited right to withdraw assets from an irrevocable life
insurance trust, is an effective technique to qualify gifts to the trust for the federal gift tax annual exclusion—
whether the beneﬁciaries exercise that right or not.

July 29, 2019

American General Life Insurance Company is a member of American International Group, Inc. (AIG).

Page 4 of 6

www.aig.com/AdvancedSales

AdvancedSales

ESTATE PLANNING
CRUMMEY POWER

Summary
WHAT ARE CRUMMEY POWERS?
“Crummey powers,” named after one taxpayer’s court case, are meant to secure the federal gift tax annual
exclusion ($15,000 per donee in 2018) for annual gifts made to an irrevocable life insurance trust. These
gifts are intended to provide the trustee funds to pay premiums on a life insurance policy held in the trust.
A Crummey power gives trust beneﬁciaries the power to withdraw the annual transfers during a limited
period of time. The trustee notiﬁes the beneﬁciaries when a transfer subject to their powers is made to the
trust.
The grantor hopes that the trust beneﬁciaries won’t exercise their powers so that the funds will be available
to pay premiums on the life insurance policy in the trust. But the mere fact that the beneﬁciaries are allowed
to withdraw the money is sufﬁcient to convert the annual transfers into gifts of a “present interest,” and thus
qualify the transfers for the gift tax annual exclusion. Crummey powers usually lapse after the speciﬁed
period expires if they’re not exercised, and the trustee is then free to use the transferred funds to pay
premiums.

HOW DO THEY WORK?
Notwithstanding the current $15,000 maximum gift tax exclusion, each beneﬁciary’s Crummey power is
often limited to the greater of $5,000 or 5% of the trust principal. This is the annual amount that won’t be
considered a taxable gift to the other trust beneﬁciaries if the holder of the power allows it to lapse.
The lapse of a Crummey power is, however, considered a gift to other trust beneﬁciaries to the extent that it
exceeds the $5,000 or 5% limit. In that event, the beneﬁciaries may have to draw on their gift tax credit to
shelter the resulting taxable gifts from the gift tax.
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To avoid this unfortunate result, Crummey trusts are sometimes drafted to limit the withdrawal right to the least
of the beneﬁciary’s proportionate share of additions to the trust, the gift tax annual exclusion amount, or the
greater of $5,000 or 5% of the trust assets.
Also, the trust should give the beneﬁciaries a reasonable period of time—say, 30 days—to exercise their
powers. A shorter period might cause the IRS to question the motive behind an attempted transfer. For
example, if the trust says beneﬁciaries have until December 31 to exercise their powers, and the grantor
makes the transfer on December 30, the IRS might view this as a sham, and the gift tax annual exclusion
would be lost.
It’s also important that the trustee formally notiﬁes beneﬁciaries when the trust has received a transfer subject
to their Crummey withdrawal powers, and indicates the period during which they may exercise these
powers.
The Crummey power can be an effective way to avoid needless federal gift taxation of transfers needed to
support a life insurance policy held in trust.
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