
A Word from Brian M. Travers . . .  
Much has been written about the perfect storm of estate          

planning. Low values, low interest rates and the opportunity to 

use discounts and the 5 million (10 million for married couples) 

gift and estate tax exception have demonstrated unprecedented 

opportunities. 

It is important to note if Congress does not act by December 31st 

2012, the laws will change dramatically back to a one million     

exception and a 55 percent tax rate. If you have not done so     

already, it may be a good time to start exploring some of the    

options and opportunities. 

We’re on the Web 

Visit our website for up to date 
news articles, calculators and 

firm news.  
www.traversandassociates.com 

FIRM UPDATES  

To further enhance our client  

experience, we are pleased to      

announce our firm’s expansion.   

Hauppauge: 

150 Motor Parkway, Suite 401 

Hauppauge, NY, 11788 

(631) 630-2222 

Syosset: 

6900 Jericho Turnpike, Suite 101E 

Syosset, NY, 11791 

(516) 682-7585 

CHARITABLE SUPPORT 

Over the past few months, the firm 

has supported many charitable or-

ganizations and have served on the 

planning committees, such as: 

American Ireland Fund  9th Annual 

Golf Classic  

American Cancer Society Festive in 

Flip Flops Hamptons Gala  

Wounded Warrior Golf Outing  
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Our Economic Environment and Life Insurance: 

Questions You Should Ask  

have introduced hybrid products that 

may be appealing3 (Workman).  

How does this affect you and your plans? 

Everyone has a different need and desire 

on how to handle their estate and insur-

ance plans. So in order to properly an-

swer that question many things should 

be considered. Do you want or desire 

cash value in your trust's life insurance 

policy? Do you want guarantees that the 

policy will be there when needed? Do 

you want to have an exit strategy that is 

flexible and provide leveraging opportu-

nities? Do you have a product that is 

guaranteed at a minimal interest rate 

with not much upside potential? Since 

products are constantly changing is it a 

good time to leverage my old polices for 

more benefit? Perhaps a lower premium 

payment or smaller gift to the trust?  

It is important to have your life insurance 

portfolio reviewed just like you would an 

investment. You want to take advantage 

of the ever changing world not only in 

your stocks and bonds but in your estate 

plans insurance as well.                                                            

                                                                                                                  

*Guarantees are based on the claims paying ability of the insurer.     

_________________________________ 
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premium rates set to rise." Examiner.com. 26 Oct 2010. 
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national/manulife-universal-life-insurance-premium-

rates-set-to-rise>.   

In today's economic environment we have 

faced many documented challenges. In an 

estate planning context we may have seen 

the values of certain assets reduced by 

market conditions. These assets include 

stock portfolios, real estate, retirement 

assets and cash value life insurance poli-

cies to name a few. This piece will explore 

the options that exist in today’s market 

place for life insurance.  

When we explore life insurance as an es-

tate planning tool we focus on several key 

factors. The financial health of the provid-

ing company is very important, the cost of 

the product we are considering purchasing 

and the guarantees*, if any, associated 

with that product. Normally there is a cost 

associated with those guarantees. Each 

policy has bells, whistles and riders that 

may be attractive as well. As many of you 

know our interest rates are at a historic 

low1 (Aversa, and Lanman). Life insurance 

companies that were once crediting much 

higher interest rates in their general ac-

count are crediting historic lows and at the 

time this article was written, for quite 

some time now. How does this affect the 

financial health of a life insurance of com-

pany and more importantly how does this 

affect you? How does this effect reserve 

requirements, pricing and products?  

Some of the more popular life insurance 

products utilized in the estate planning 

market place are universal life contracts. 

Designed properly, they offer a lot of 

death benefit for a less expensive cost of 

your traditional whole life contracts. These 

products at inception were interest rate 

driven without guarantees. Like any other 

financial tool these products need to be 

reviewed to insure the performance you 

were looking to achieve. As interest rates 

dropped less cash was available, requiring 

more premium payment or perhaps a 

lapse in coverage if not monitored correct-

ly. Evolution caused a new product class of 

universal life known as guaranteed univer-

sal life or universal life with secondary 

guarantees. The basic premise of these 

polices, although interest rate driven for 

the general account, is if the scheduled 

premium payments are made as designed 

the policy would lapse at a designed age 

of 121. These policies would guarantee a 

minimal interest rate. These policies at 

design typically do not build up much in 

the way of cash value and at a certain 

point the future the cash value will disap-

pear to cover the increasing cost of insur-

ance. Again, as long as the premiums are 

paid coverage is guaranteed.  

From a life insurance company's prospec-

tive, low interest rates are generally not 

good. Reserve requirements vary from 

state to state. So if the reserves or new 

money is earning much less than years 

past, changes must be made in order to 

keep up with reserve requirements and 

not to mention profitability. This is an ob-

vious generalized statement, but one that 

may make you think of your life insurance 

portfolio and if changes should be made.  

So, let’s take a look what is happening in 

the market place. Life insurance compa-

nies are making changes to their universal 

life portfolios. This is due to the fact that 

guaranteed products are just not profita-

ble in this current interest rate environ-

ment2 (PwC). Other large companies have 

re-priced the guaranteed products to in-

sure profitability. Other large companies 
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Grantor Trusts: Potential Uses & Tax Benefits 

A “grantor trust” is a trust that is transparent 
for income tax purposes. So what exactly 
does that mean? Simply the income, deduc-
tions, gains and losses flow through to the 
grantor of a wholly-owned grantor trust for 
income tax purposes. In the past, many tax-
payers thought the grantor trust status was 
something to be avoided. In recent years it 
has been embraced as a tool for indirectly 
transferring wealth.  Since the grantor is 
responsible for any income tax liability asso-
ciated with his/her wholly-owned trust, this 
allows the assets to grow within the trust 
without reduction for such taxes. 

 

Generally speaking, there are three parties 
to a grantor trust: the grantor of the trust 
who has the assets before the transfer, the 
trustee who is responsible for maintaining 
the trust’s operation and the beneficiary 
who receives the trust income or assets at a 
specified times pursuant to the trust agree-
ment.  

 

Some types of grantor trusts include the 
Grantor Retained Annuity Trust (GRAT), an 
Intentionally Defective Grantor Trust (IDGT) 
and the Qualified Personal Residence Trust 
(QPRT). 

 

The GRAT is a gifting technique that is used 
to take an asset and freeze its current value 
for gift tax purposes, which allows all growth 
and appreciation to take place outside of the 
grantor’s estate. Under a GRAT, the grantor 
retains an annual annuity payment for the 
term of the GRAT.  GRATS can be used to 
reduce the gift tax value of the assets be-
cause the value of the annuity stream is sub-
tracted from the value of the property that is 
transferred to the GRAT. This technique has 
been very popular since being codified in IRC 
section 2702. There are a number of require-

ments and formalities that must be followed 
when using a GRAT.  For further information 
contact us at 516-682-7585 or btrav-
ers@traversandassociates.com.  For exam-
ple, if the grantor doesn’t survive the term of 
the GRAT, some residual value of the trust is 
includible in the grantor’s estate.  As part of 
a GRAT transaction, many practitioners use 
life insurance as part of a client’s estate plan.  

 

The IDGT may be used as an asset freeze 
technique, but unlike the GRAT, it is not cod-
ified by Congress. In an IDGT transaction, an 
appreciating or under valued asset is sold to 
an IDIT in exchange for a note payable to the 
grantor. In general, the asset that is sold 
should be income producing to satisfy the 
note payments. Even though the IDGT is not 
codified, it does however, have its ad-
vantages.  For example, if the grantor is to 
die during the term of the IDGT, only the 
value of the unpaid promissory note is in-
cludible in the grantor’s gross estate.  For 
estate tax purposes, most advisors recom-
mend “seed” money in the trust.  A guideline 
of 10% seed money is utilized by many prac-
titioners. With the temporary estate tax fix 
signed into law on December 17th, 2010, this 
problem may have been solved. With the 
reunification of the estate tax and lifetime 
gift tax exclusion amounts set at $5,000,000 
($5.2 million in 2012), it will be much easier 
to seed these trusts.  

 

The QRPT is generally used to remove the 
value of a home from the grantors’ estates 
using gifts based on the future value.  The 
QPRT gift tax value is based on prevailing 
interest rates (IRC Section 7520) the higher 
the interest rate (i.e., discount value), the 
lower the gift value and vice versa. Much like 
the GRAT, the QPRT also has an estate tax 
inclusion period that the grantor must sur-
vive. Once the term of the QPRT is complete,               

2012 TAX TABLES 

For your reference we invite you 

to take a look at our 2012 tax   

tables.   We hope you find this 

information useful.  

 

Visit our website for the         

complete version of the 2012 

tax  tables : 

www.traversandassociates.com 

Jarred Muraco 

properly structured the grantor will no 
longer retain an interest in the property 
and will be required to pay fair market 
rent to remain in the residence.  

 

Grantor trusts have many uses and come 
in many variations. Keeping this in mind, 
it is important for the grantor to first de-
cide his/her objectives with respect to 
each asset and then seek counsel from an 
advisor on the subject of estate planning 
and wealth transfer strategies.  



 

UPCOMING EVENTS 

Save the Date!  October 1, 2012 

Day One Foundation Inaugural 

Golf Classic benefiting  Stony 

Brook  Children’s Hospital  

The Day One Foundation was cre-

ated to help and give our youth a 

greater chance at success in life. 

We could not think of a greater 

cause than to help assist in the 

building of a greatly needed Chil-

dren’s Hospital on Long island. We 

hope you can join us for a great 

day for a great cause. 

For more information visit: 

www.dayonefoundationgolf.com 

How Code 7520 Affects Planning Techniques  

TRAVERS & ASSOCIATES 

Wellington L. Tejeda 

When it comes to estate planning, tech-
niques that are geared at minimizing the 
overall amount of estate taxes that will be 
due (often times which one is used and 
when) depends on what the current Sec-
tion7520 rate is. Before we begin to dis-
cuss some of the techniques that make use 
of this rate, I would like to discuss what the 
Section7520 rate actually is.  IRC Section 
7520 establishes the rate which is utilized 
in the calculation of the present value of 
term interests, annuities and remainder 
interests.  The IRC Section 7520 rate is 120 
percent of the applicable federal rate (AFR) 
rounded to the nearest two-thirds of one 
percent. 

 

Section 7520 Interest Rates 

 

The IRC Section 7520 rate is adjusted 
monthly by the IRS and has recently seen 
some of its lowest values since it was first 
introduced in May of 1989. 1  A low Section 
7520 rate can be an advantage for those 
looking to utilize such techniques as a 
GRAT (Grantor Retained Annuity Trust) 
which serves as an asset freeze technique 
as well as CLAT’s (Charitable Lead Annuity 
Trusts). A GRAT for instance, freezes the 
value of an asset that will be transferred 
into a trust for the ultimate benefit of 
someone other then the grantor. The asset 
is gifted to the the trust in exchange for an 
annuity going back to the grantor over a 
specified number of years. On that same 
date of the transfer, the prevailing Section 
7520 rate will be locked in and used to 
calculate the present value of the grantor’s 

retained annuity. Any growth in the value of 
an asset will now take place outside of the 
grantors taxable estate. This surplus appreci-
ation will usually pass through to the trust, 
free of both gift and estate tax.  

By surviving the scheduled term of the annu-
ity payments the remainder value of the 
trust assets will not be included in the gran-
tor’s estate.  

 

Conversely, there are other planning tech-
niques that benefit from a higher Section 
7520 rate. These techniques benefit from 
reducing the gift tax value of the remainder 
interest.  Techniques such as CRAT’s 
(Charitable Remainder Annuity Trusts) can 
be set up to pay the donor a fixed annuity 
from the value of the assets that have been 
placed in trust for the ultimate benefit of a 
charity. At the donor’s demise or no longer 
then a twenty year period, the remaining 
assets (After the annuity payments have 
been made) will be transferred to the charity 
of the donor’s choosing. In a CRAT, the high-
er the Section7520 rate, the higher the char-
itable deduction that will be given to the 
donor since the Section 7520 rate is used to 
calculate the present value of the remainder 
interest given to charity.  The benefit  is 
based on the assumption that the value of 
the assets in the trust have grown in line 
with the 7520 rate which means that the 
charity will get a bigger benefit in the end.  

 

QRPT’s (Qualified Personal Residence Trusts) 
use a higher 7520 rate in a similar way.. In a 
QPRT, a personal residence is gifted for a 
term of years.  The retained interest held by 
the grantor is discounted by the value of the 

7520 rate (which is also locked in at the 
time of the QRPT’s creation). The IRS al-
lows for the current value of the property 
to be discounted by the current 7520 rate 
making the value of the gifted property 
lower. At the end of the term, the resi-
dence and any associated appreciation 
passes to the remainder beneficiary.  If the 
grantor survives the trust term, the resi-
dence and the appreciation are excluded 
from the grantor’s gross estate.  When 
done properly, a QPRT can allow for a resi-
dence to be completely removed from the 
grantor’s taxable estate, while minimizing 
the amount of gift tax that grantor will 
have to pay.  

 

Fully understanding how the Section7520 
rate works can be a great tool within your 
estate plan.  As long as the goal is to mini-
mize the gift or estate tax liability and the 
grantor has the qualifying assets, a decent 
amount of savings can be had with timely 
use of the available Section 7520 rate.  

     
__________________________________  
[1] http://www.irs.gov/businesses/small/
article/0,,id=112482,00.html; http://
www.irs.gov/businesses/small/
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