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Life Insurance May Be Your Best
Estate Planning Tool

2y Nancy Qpista ver the next 15 years, it's projected that more than $12

trillion will be passed from America’s World War 11 gen-
eration to their heirs, Combine this substantial mher-
tance with baby boomers” 401k} plans and other assets, and many

of yvour clients who never thought of themselves as wealthy may

find themselves with estates that far surpass the unified eredir.
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savs Paul Flrisko, [I0CEP o Cleve-
Fand Dleighas, Chhios “Mam peaple don'y
realive how wealthy they are, s anlv anee
they marshal all therr assets and come up
withi frm momber thar chey diseaver they
are seorth g muallions and o halt)”

Those active i the estate plannng
arenn stress that clients with estare plan-
mong msues are ditferent today than they
were A gencration ago, amd warn thar plan-
ners should ot sverlool chenes who don't
Fl veares the veadiconal maolds

Exjrlains Maleolm Oiecenbill, G of
Sterling Futures i San Feandisen, Califor
i #Were secing o ool different kind
oof elient walk i thee sfoge—t b assisting
thie assastant bo the assirant o the assise
tant of the human resoucees direetor at
Hun Microsysrems 1 his chient has o clori-
cad gab bt b snoek opnons worth $1:8
intllien, Peopde wiho never thought they
wonld bécome chig wealthernow bave the
probdens of muanigiege the motey and alsa
dealing with potential escate tax issues.”

Whar™s more, wirh the unprecedented
itergeneratianal transter of wealth,
Richard Daff. [0, CLLL in Penver, Col-
oracdo, notes than i addition o reviewing
the client's net worth, it's i portant to
discuss possible inheritances the chen
mghe receive from others—and how thar
mbertance mught be protected usmg life
isurance. “Clients need oo think about
inherizances they may receive frion thir
[rarents or an ol srster on baotlier, amd
by insuranee on thar person’s Life,” he
savs, “Porenoal inhueritors neecl s Py
nere attentiesn to thivse 1551, H1|_1.'1|1g ars
imsuranee police on another person’s life
i wliaeh vou have msurable interests s
sumply an opportumity to preserve whast is
coming to veu—it s sound wvestinene.”

Witk more chienes fewnr escate Taxes,
mmore fnancial planners are vsing lite
ir'l.‘ilETﬂl'I\:L' R i |15'| ] '|'|T|'|=k'|l'1 thie estate
Frevn estate taxes ancd alloas moee of i w
peram intaet fon heaes o charisabile
causes, While elicnrs often have a negative

feeling abowt insorance and Lalkar the

Paul Hriske, 1.0, CFP

6 6Many people don't realize
how wealthy they are. It's only
once they
and come up with a firm number
that they discover they are worth

their assets

a million and a half. 9 ?

expense, the estite fax savings anay help
pny stoneh the promms. Here, vour
colleamues whao ronninedy nse life msurance

1 st |'l|.tl11l'|2 ':il'l'.lﬂ' r|1r.:1|' ﬁlr:lll.'??:ll.'.'i.

The Irrevocable Life Insurance
Trust

Thee Tife tnsurance tool of choice for many
planners is the rrevocable e insarance
trost LT Acconmmon life insuranee
mvistake 15 o leave one's sponse as the
owner o beneticiary of Hie msarangee.
Hecause thas meresses the gross estae, i
alnmarcly mereases csace tax bills
Accardinglv, explaing Daverence Binody,
B0, LEAL, partner in the liw Freoe ol
Bryvon Cuve LLP, e Se. Louis, Alissouri,
the starting peinr for asy kind of sophiso-
cated Ife irsuranee transaction 4t nol
have the msuared own the polivy this
emstires that the proceeds ave tor hic with
fesderal wnd estare taxes, “The wsoal way
we door s warh an irrevecakde hde msor-
anece trwst. L har gives s some bhasie rrans-
fer tax leverage, 0 vou doow cighe, the
msuranee procecds won't b axed ot the
isurd s death, voo cingive the sieviving?
sprnse am Tnterest i the trast, wowen't b

taxed @ cheir deach, and vonr can move the

proceeds dovin to thi insared's chililren
with no estate tax,” savs Brodw,

Cienerally, an ILET works this sy
Momey s gifred o the rwse T he rras
then applies for lite msarance o e
imstred, The tense s che onver ancd bone-
Berey of the Dife msuranee policy: Lsg-
ally. children or grandehildren sre benet-
cinrics of the trist.

Brody motes thae tin ELET alse alloves
wour clients to leverage the gift transae-
tir “Fe grift fas purpHases. the gift s onldy
the preminm.” he explains, “IF the policy
oS then aed the premmom s 3 U000,
the giftas only SHLO00 a vear—not 31
million, What's mure, v con arrange b
wsing Crnmnmey withdrwal powers i the
rriEst to e thar 3 P00 gt oo the trost
epality: for thie ife sax anmual éxelison
snd not reguire any wse of our msired’s
arified eredin. So s essenoadly a frie gift
ramesaction that, e our example, moves 51
mitliens ot of the chient’s eseate. lets the
spasnse live om the mialbion amd then moves
it to the cluldren—ineome-mx and carare-

Tas-froe”

Second-to-Die Insurance

[ 35 possalide o Jeveriee the benefis of an

Journal of Financial Planning /March 2000



Focus

Richard Duff, J.0., CLU

. 66Potential inheritors need to
pay more attention to these
issues. Buying an insurance
policy on another person’s life in

which you have insurable

interests is simply an
opportunity to preserve what is coming to
you—it's a sound investment.” )

LLET even more by using che increasingly
]*.-u]ml;u sarvivorship or secomd-1o-die lifo
insuranee. decond-tosdie palivies work
this sway: since spouses generally can leave
an anbmmated amaount af assets toeach
othier without federal eseste tax, estane
raxes are paid ar the deazh of the seeond
sponse A osurvivorshigy poliey sures bith
spranses under one policy and pavs the
diarh benefin ar rhe second death—achen
it is needed to pay taxes.

Second-to-dic offers scveral other
Altractive features, First, the cost of this
coverage 15 generaliv less than the cost of
coverage on cither spouse alome, In add-
taon, seennd-to-chie life insurnce can be
vaster o (uadify bor than conventional life
AL,

Ler's retuen o Brody's cxample of the
31 million palicy on one person’s life cost-
ity SO T wer matke that o surviver-
ship poliey seitly buasbadd ancd wabe, the
preminm might be 37,000, S0 there's an
even hroader spread berween the coreent
gaft and the eventual death procecds. and
we've inereased the leverage of the rrases-

action,” he savs

Split-Dollar Contract

spilt-dollar arrangement s ver
conymsn benefit for top exveutives, can
leverige the transaction even further: Savs
Frods

transacrion, Now, JF your client 1,

Yo starr wirh the same basie

ernplined, the coplover might pay the
SHEON premaum under a splis-dallay
arrangenent. That savs the cioplcer wall
advance the $ 1B every vear for the
premuirms: and when the chient dies, or it
the arrangement 15 encded earlwer, the
coplover gets all of s premams hack.”
There areran significant benefis with
tus approach. Fiest, thoere i S10,000
vut-af-pocker cxpense, Second, raes are
IXRINE -
mient, bt on something called the ceo-

levicd, not against the whele:

nomnie benefin of that paymient. Explains
Frrody T e veomomae benefan is invas-
ureed by the term cost of the 51 mallion
praliew, T the term cost s 2 L0, income
rax cost 1% 3 000 anch i will gooup every
vear: Bun the nifty toang e thar the ot |
itk to bR s pos k50T S TN, TS
SR S0 nevas iy spread s greater—~for
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A H LN aife, 1 move the same nllio
oy estane,”

Yo rnay abready be rendy for the
step—a splie dollar with a survivaesh
policy, Sava Brody, “Take the same
mlhen pobicy om me and mv wife, §
emplover advances the preminm of
70000 T e e cost of the survavo
|1r||i-.'_\' rirht b SO0, S0 new, myin
[ sk :rr-m:r'.'mg S1 mrllaom ot of b

CETate 15 5 00"

Generation Skipping

I another twist with an 1LTT vou
have rhe rrust wo on for your chivne’s
grandehildren or gren prandehildren
instead of stopping with the childeen
e can :-iL'i|1 TN Y SENCTATIONS )
vonnr chient s comfortable shppang
state b savs vou can,” savs Brody
wiayy instead of just moving 21 milli
iy ehikdren, 1 mnve i to et
chitldeen, with o estare tacae my
my wife's, my kids" or my grandehil
death, he firsc rimie there ' a s 15
ey preat-prandehild gers the meney
dies wirly i Tha's W0 vears from n
In the meantime: my wite. cluldeen :
grandelnldren can live off the trust.
moatey has grosen for 100 vears with
estate 1ax. =0 the deferred estare vaxe:
|[|‘5|'__[!|F| lcant,

Fatablestung an TLET sounds il
TN SIRUATIOOL, 5003 0 easy to gl
clivngs on board - Savs Hriska, “11.17
v beery aronnd for o long tine an
abweays the Mrrevocable” part that bar
peaple up. Even chougl peaple unde
stand rhar there are grear ts henefir:
of people just don’t like to give upoeo
The s benefies are so astonmedmg, b
exer, that 1es imporeant for planners
ke an active role and elucidare the o«
savings.”

Cromtinues [ emko, “When we tall

abmont estare planming wels we e




Judith Shine, CFP

6 6Clients will say,'Wait a
minute, | just got this money,
it's being taxed at 50 percent
and you want me to give

away the rest of it?')?

abut mortabicy, Clicors i ther tweamies
o Filties who may have estate phinning
lastlEs ArE nit ||1ir||-:1|'=:_: alwnst how they arc
going 1o pass on the monev, What 1hey
want 15 o contral tTheir assers durmng then
Ifermae for the benetin of ethers, Coce
clients understand thar estare plannimg 1=
impartant and che benefic ol an 1LTT o
the wwerall financial plan. they will cone
arvamil.”

A DIoff netes e Tovevoeabile [rosts
amd Life Tosuranee: They Stamdalw Tos
al o™ published inowa pares o the
April and Avgust 199 issuces of the four
aal, “For my aooney, the unbestable com-
bamation s 0ife insurance aud 2 well-
drafred tros Jnﬁrrtln]q-:;r. Yomg don't need
mineh more thean that But voo have 16
present it ghe or i can sonad sealls drey
and turn bt vour most sophisticated
chiems.” (For plenty of strategics for et
ting vour clients excired abounr TLIT, see
rhe arrieles)

[ane Blakeslee, CFP, of Blakeslee &
Blakeslee i San Luis Odbispo, California,
has an alrerave 1o the HLET Lxplains
Blakeslee, “We have a clicnr wach $1 nl-
lom e am VA and other assers: so his
earate 1% chose road palliom. What we did
15t sell buon Fone S300.0000 hife mmsaranee
proficies maming vach of the feur claldren
i benehetaries rather than going teough

thie misuenee trose b,

“The elient gives his children the
ey dor the preminm evers vear, If
they let i bapse, they don't ger their
S0 when he dies; This moanore
stepghtborward and gets it done more
opeickly and ar less of anexpense: | recom-
rcnded term insurance sather U casl
valoe Becaase 1 anm optingstic that we'll
see sornethmg |1.1F1|1:-r1 it thie v of

redieing estate mxes o the near foture,”

Family Foundations

Juchith Shine: CFEof Shine [nvesoment

Addvesory Services m b ngh,:l.'. oo, Clol-
orado, cneourages her chienrs with exeess
cash flow o b life imsurance and st
Il e tammily Toundation with the pro-
eveds, “Ustng life insorance this way
alloows elienrs o do philanleogae wood
and o pass their values gnne their ehildeen
ey with their moncy,” she explains,
Shine provices the following exaniple
“Let's sev acouple has 52 malloe Secal
aeeurity, pensions and then home s pad
for, €31 the 52 million, they take $20,060 9
vear o live arand give ther oo kids
cach S L0000 —rthat’s 5400000 Newnw hile,
the 52 million is growing ad grow iu:_g_
Wha mar takic another S 1LY ofF af thar

ard by @ 81 anadlion Life insuranee polics
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tir fonnd a foundarin? Why juse e
ey keep accumulatog and aecur
i = 11 they will not be able 1o spenyd
the money they have in their Tifeting
wliy woulda't they ook ar leveragin,
mones and cresting something posit
future gencranions:”

Wiile the example is convincing
enough anh, in fact, neny of Shine's
clicnes use the strategy, she notes thy
timing is imporcant wheo broaching
suhject with clients, "When somcon
a bustoess, mberies o brge som of o
o takes control of ther 4000k, n's o
surmt of mioney than whar they are us
ard thar is nor the fime when they w
sl receptive o the idew of building
il e-generationml wealtly or contriby

el

o needy couses through the o
t-xp|:1|r1.*;. St weill say, "Wait a n
I yuest g rhis mocmney s being s
prreent and vou want me o give aw
rest of irs’

I Bebps v ook ouesade of our e
v the Asian cultare. There, vou are
crcourged o live vour life, ot onds
vorlr eurrent family, bur for the nest
it ."'.|-.|r1_1.' Americans don’t have
perspectve. Not ondy s thar not ver
an wencrons, bur from a financial <

FH'I1I!|'.. 8 T Sy STERETE 0

Charitable Remainder Tru

Crrher planners wse claritable pema
rusts (CR]S) concureently with Life
msairance 0 the estate planning prog
CRTs generaly are used when aelic
highly appreciated asscts with a very
cost basis, Becanse selling the asser v
Eriggen subistantl capital gaing tax
result moa loss ofanoch of the asser's
value, the asser s contribured tooa O
thar comld sell the asset without havi
pray the capinal pins tases, The proe
conld rhin he retnvestad in meone-|

ducing vehicles nod an investinent i



paid 1o the chienr, or the clicne’s spouse for

the rest of thetr hves, The client receives

¢ income tax deduction and,

L rnmed
upan his or her death, whatever assets arc
left go to the charmy of his or her choice,
The price paid for avoiding the .':1|1il::'||
Pains mx and -:;q;['_in:_: o Tor lefe, an
immediate tax deduction and benefiting a
charity 15 loss of direct control of the asset
and disinheriting children fram the asset
mnthe CRT

Fo minimize the secand disadvancage,
life msuranee 15 frequently vsed o replace
the asser that the children have lost to the
CRT. Creating this trist has the advan-
tage af replacing an asser tharis in the s
ihle estmte with one thar 5 outside of the

extare andd therefore not subject to estate

raxes. I ‘\C|'l|:'|i!'|'i Hiriske, “W\ clienrs 0 pi-
:':'|!i:k oo s e the ey they saved
Precanse of the tix dedaction to establsh
ann LT, What that does s bring Lack anto
the estate for the chaldren the value of the
asser.”

Conrnues Hrisko, ©T tell myelients
arder o it -‘||I"||_'I,||i"|!_' trowm Ulacle Sam.
rhey have to aive up Somcthmg—owner-
ship, Onee P've explained rhe CRT i
needs to |||__|_'r|I.'!|:_ i a elient’s mind. 1t
they go along with wiving up contral, they
don’t have much of a problem wirh "

L

Funding for Buyouts in
Closely Held Businesses

[rawine @ somall-business owner—Ias son
works in the business and hes danghee
dhoes ot When the owner dies, he ledves
evervthing to his two children, The
davgheer may not want the business, b
she wants the money. 5o, the business
would have o be sold-—in some inskanoes
ar fire sale value

If the business owner 15 coneerned

with coualiene inhermances.: the busimess

conld be valued and life insarance polwaes

Boueht in that amount for the lileen ren

laiirnal af Binanslal Plamplnn ' March 24000

Focus

active 1n the business husiness to the actve child and the msur-

Brody alse points out another stratem, ince procecds to the other clald, the prob.

ro-use 1F one child s actve o the famaly lem is that the values will never be the

business and one 15 oo "I vou give the samie, 1 the busmess s suceessful, 10wl

Does managing and reporting on your many client portfolios

have you feeling blue! Let Centerpiece lighten your k
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manual dara entry with a variety of interfaces, get solut
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continue to grow in value and you are not
going to go back and buy more insur-
ance,” he explains. “An alternative is to
have a buy-sell agreement with the active
child and fund it with life insurance. You
then let the active child buy the business
for its fair market value, and in your will,
leave everything equally—or split other
assets however you want.”

An ILIT is also handy for business
partners because the proceeds of life insur-
ance can be used to carry out a buy-sell
agreement, whereby the interests of a
deceased partner could be purchased by
the survivor, providing money to the
family of the deceased partner and clear
ownership to the survivors. Notes Brody,
“Assuming the surviving spouse or chil-
dren don’t want to continue in the busi-
ness, this is a way of liquefying an illiquid
asset and not having your surviving
spouse dependent on your partner’s ability
to run the business. This takes that risk
away.”

Protection for an IRA

Ellen W. Fairbanks, CFP, CLU, of The
Acacia Group in Pittsburgh, Pennsylva-
nia, sees another use fog life insurance in
the estate planning arena—protecting
those million-dollar IRAs. “You can leave
IRAs for offspring, but they are still taxed
as part of the estate. So the potential
shrinkage on this pool of money is huge,”
she says. “We insure clients for an amount
that will see them through the growth of
their estate, but it depends how much
money they are willing to allocate to
paying the premium. Anything they do is
better than nothing—assuming they care
about minimizing estate shrinkage. If they
do care, the challenge is to get them to
understand that an expenditure today is
worth a whole lot more money down the
line.”

Fairbanks acknowledges that these con-

versations are not the easiest to have, espe-
cially for younger clients in the accumula-
tion phase of their lives. Says Fairbanks,
“First, life insurance assumes mortality.
People don’t want to talk about that.
Second, I'm asking for their money now.
For people who care what happens to
their estate down the line and can afford
it, it is a good deal.”

In Fairbanks’ experience, most clients
care about what will happen to their
money after they are gone. “I just spoke
with a man who is 46, had inherited half
a million in stock and has his own retire-
ment plan. We are underwriting his
insurance on the basis of the growth of
his assets. While he cared about what
would happen to his money after he was
gone, he also made it clear he did not
want to compromise his lifestyle to fund
the policy.”

Fairbanks points out that timing can be
the critical factor in one’s ability to protect
an estate. For example, she works with a
couple where the wife wants to conserve
the estate for the children, but the hus-
band is unhappy with the way the chil-
dren treat him. “The assumption is we can
do this later. Well, maybe we can and
maybe we can’t. He’s already uninsurable.
Will his wife be uninsurable next year? I
work with a physician couple and we were
talking and talking. In between one
appointment and the next, he ended up in
the hospital with a heart attack. Now, life
insurance is no longer an option,” she
says.

Concludes Fairbanks, “I don’t believe
in life insurance much as an investment,
but it does have its uses. The first is to
provide for the family in the event that the
breadwinner dies. The second is equaliz-
ing an inheritance in an estate situation.
The expenditure seems so simple to me.
You have the choice of paying the money
out in taxes later, or taking a fraction of
the money you would pay in taxes and
allocating it now toward paying those
future taxes.”

What If the Tax Landscape
Changes?

Could capital gains and estate taxes be
abolished in the next five to ten years? In
Malcolm Greenhill’s opinion, that’s not
way off course. “Clients mention this as a
concern,” he says.

So, what if you set up an ILIT and
estate taxes go away? “Many of these poli-
cies are second-to-die because they are a
lot cheaper. And the only purpose of the
second-to-die policy is to pay the estate
taxes. If you have second-to-die, and tax
and estate liabilities disappear, the trust
can be terminated and insurance can be
cashed out—but that would cost the client
something because there is a very high ini-
tial acquisition cost on life insurance.
When you cash it out in the early years,
you take a hit,” Greenhill says.

Greenbhill sees other changes on the
horizon that will also have an impact on
your clients. The first is what he sees as a
gradual movement toward full disclosure
on life insurance. “A couple of years back,
the National Association of Insurance
Commissioners approved, in principle, the
idea of full disclosure,” he says. “Consider
the fact that an agent selling life insurance
does not have to disclose his compensation,
while someone selling a mutual fund has to
provide a prospectus. The average load on
a commissioned mutual fund is 4.5 percent
and, according to insurance companies’
own statistics, the average sales charge on a
commissionable life insurance product is
165 percent of the first year’s premiums.
That’s not a widely known figure. If you
get full disclosure, what would that do to
the life insurance industry?”

Greenhill notes that there are some
companies moving toward levelized com-
missioned products. “Instead of having all
the commission up front, they level it out
to the agent over a few years. They see
full disclosure in the cards,” he says.

Although there are non-commission
products out there, many planners don’t
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Eften W. Fairbanks, CFP,
ciy

6GFirst, life insurance
assumes mortality. People
don't want to ta

k about

w. (hat.Second, I'm asking for
their money now. For

people who care what
happens to their estate down the line apd
can afford it, it is a good deal.”?

femonwe aboure then CGrreenbull notes thae o
nowe-defumcr company, Fee for Service.
dad a grear job of helping finmeial plan-
ners sell non-conuaission policies, bin
now thereard nis Teal resourees,

What are the benefirs of 3 non-commiis-
sionable policy? " Nlost of these policies
are funded by rhe wifting ameunt of
B0 explains Crreenhill, “Clne of 1he
problenss 15 buying enough msurance for
the SHEOO0 becanse TITIY |1{:|||:|<: are older
when they buy it SHEO00 buvs a lov more
witle pon-comession poliey than it does
with comemission.”

Nomeconumizsionable policiesalso can

brenefit companics providing life insuranee
w5 benefir to o executives. “With com
mission policies, the eorporation owns it,
they Biowgeht the asser For S HO00, Tt
there's nicissh valiue o the book, The
asset as on the book with non-commission

proficies,™ savs Cireenbull.

A Few Tips

Fievally sonmwe tpss driem the experts.
Before vou begin tlking with vour

o clients abont life insurance, check

For a list of advertisers in

this issue, refer to page 116
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thatwoun re within vour Fightsre do s,
Careenhill notes that there 152 law on the
books in California thar prevents financial
planners fron discussing insurance poali-
eies, "Many planners review insurance and
recormnend o E}iﬁil'_ﬁ' tor-a fhar feo, but in
California, vou reed w be an msuranee
analvst o do this.” he explams. "Califor-
nia's Department of Insurance recently
clarified what o financial planner who js
nue an insirance amdvst could do. Plan-
nirs can determing the amount of insur-
ance that i needed, but the moment a spe-
cifie policy is opened up, plannery gdre in
vislation of thar regulation.”

Phaff sugoests taking a course at a law
sthool an what to loak for in legal docu-
ments:ldealby; the course covers wills
and other documenta” hesavs: " Wath this
brackuround, the plannercan help the

artarney with the preparation of doco-

ments,”

Forging relationships with atmorneys is
il 5y mnpaertant, 10 particularfy effective,
says Hrisko, o work with anoateormey
sl weill eravel oo chienes” homes or
nttices,

e, finally, adso frome Hrisko, “Some-
omes The first stepoan meroducing some-
ching like an [LIT is convineing a clien
that it is worth their time and money wgo

thrtogrh a comprehensive financial plan.”

Nitaey Opiela is an osseciete-gditor of the Jaurnal of
Financial Planning amd s based fn Mediield,

Maossachusetrs,




