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    Unless Congress enacts new legislation, on January 1, 2011 the federal estate and   
     GST tax will be fully reinstated with the laws (e.g. exemption amounts and tax    
     rates) that were in effect in 2001.  Despite the flux in 2010, the estate tax rules in  
     effect at the time of one’s death are what governs the taxation of an individuals  
     estate.  The utilization of properly structured life insurance can have a tremendous  
     impact in providing liquidity to your estate.   
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    a Better World 
    Brian M. Travers 
     Today’s uncertain economic environment has opened up a myriad of planning  
     opportunities for high net worth individuals with philanthropic goals in mind.  With  
     interest rates at an all time low, Charitable Lead Trusts are a technique that may  
     prove beneficial in helping a client to accomplish their objectives.  One possible  
     way to help a charity is through the proper utilization of life insurance.  
 
►** H.R. 4849 ** 

Possible New GRAT Legislation on the Horizon . . . . . . . 4
House Bill would require a 10 year minimum term and eliminate “zeroed-out” 
tactic change --- would make technique more expensive and less likely to succeed.  
Grantor Retained Annuity Trusts (GRATs) are popular estate planning techniques 
because they allow individuals to minimize (or even eliminate) the gift tax cost 
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The next edition of our newsletter 
will be released February 2011 

Our Pilot Issue –  
         A Word from Brian M. Travers . . .  

 
As our office continues to grow, our latest way to update our clients is 
through our quarterly newsletter. Our team of professionals offers a 
benefit to our clients by assisting them in protecting their assets and 
interests as well as focusing on fundamental issues that may affect family 
decisions and business pursuits. In today’s marketplace, Travers & 
Associates has the ability to help put clients in the best position by 
conducting ongoing reviews of their situations.   
 
In 2011, we look forward to expanding our office, continuing to help our 
clients meet their goals, enhancing business relationships and maintaining 
our philanthropic mission. 
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Basics of Estate Planning Still in 
Play for 2010 
 
By Brian M. Travers  
 

As of January 1, 2010 the federal estate and generation 
skipping transfer (“GST”) tax expired. Under the Economic 
Growth and Tax Relief Reconciliation Act of 2001 
("EGTRRA"), among other things, in 2010 there is a one 
year repeal of estate and GST taxes. Unless Congress enacts 
new legislation, on January 1, 2011 the federal estate and 
GST tax will be fully reinstated with the laws (e.g. exemption 
amounts and tax rates) that were in effect in 2001. Simply 
put, if Congress does not act in 2010, then on January 1, 2011 
we will return to an estate tax system that has a $1,000,000 
unified gift and estate tax exemption and a top tax rate of 
55% (60% for estates between $10,000,000 and 
$17,184,000). While there has been a great deal of discussion 
about Congress reinstating the estate and GST tax 
retroactively for 2010 and/or amending the transfer tax laws 
for years beyond 2010, it is unclear if or how Congress will 
address these transfer taxes in the future and how any new 
law will affect any estate planning implemented in the 
meantime. Due to the uncertainty of the situation, clients 
should speak with their qualified legal and tax counsel to 
confirm the current status of the law, to discuss their current 
estate plan and to discuss what planning options are available 
during the upcoming year.   
 
Despite the flux in 2010, the estate tax rules in effect at the 
time of one’s death are what governs the taxation of an 
individual’s estate. Although many of us struggle to 
determine the best course of action within the confines of the 
current estate planning landscape, there are three estate 
planning staples that deserve consideration: minimizing the 
valuation of your estate, considering opportunities to transfer 
assets out of your estate and obtaining the liquidity necessary 
to pay estate taxes. There are many viable techniques that 
address the above mentioned objectives. We can take 
advantage of the low interest rate and the low valuation 
environments our current economy has us residing in. Useful 
techniques such as Grantor Retained Annuity Trusts 
(GRATs) and Intentionally Defective Grantor Trusts 

(IDGTs) may both be used to take advantage of the interest 
rate environment and valuation environment.   
A Qualified Personal Residence Trust (QPRT) may be a 
viable solution to gift a primary or vacation home over time 
to your heirs. Each of these techniques may allow for 
discounting and valuation opportunities. 
 
Finally, the utilization of properly structured life insurance 
can have a tremendous impact in providing liquidity to your 
estate. Life insurance is a powerful asset in that it can be 
structured to be paid to a beneficiary, income and estate tax 
free.  If the policy is owned by a properly formed Irrevocable 
Life Insurance Trust (ILIT) and incidents of ownership issues 
are avoided, then the death benefit can be paid income and 
estate tax free. Let’s look at the example below to illustrate 
the cost and tax savings. 
 
Parameters: 
 

• Mr. and Mrs. Robert Smith are 62 years old and in 
good overall health. 

• They have an overall estate of $25,000,000 and 
(after some planning) realize that they will be 
subject to a $5,000,000 estate tax. This example 
assumes death in other than 2010. 

 
1. Liquidate – Assets may be sold for less than fair 

market value to obtain the cash necessary to pay 
estate tax which is generally due within nine months 
of death.  

2. Borrow – Interest rate is usually associated with 
borrowing funds.  

3. Life Insurance - Let’s assume that our clients take 
out a $5,000,000 second-to-die Guaranteed 
Universal Life insurance policy. The benefit is 
guaranteed by claims paying ability of the issuing 
life insurance company.  The cost of this policy will 
be roughly $60,000 per year. Lets assume both 
husband and spouse live an additional twenty-three 
years to the age of eighty-five.  The total premium 
payment required to be made by the Smith family 
would total $1,380,000, to obtain the $5,000,000 in 
death benefit that could be used to pay the  estate 
tax. Even if they lived to age ninety-five, the total 
premium payment required to be made would be 
$1,980,000 to obtain the $5,000,000 in death benefit 
that could be used to pay the estate tax.  

 
 
 
 
 
 
 
 
 
 

      
 
 

 

 

 
  Estate Tax Due Payment Method Potential Cost to the family 

1. $   5,000,000 Cash/Liquidate $5,000,000 or more 
2. $   5,000,000 Borrow $5,000,000 + Interest 
3. $   5,000,000 Life Insurance      $1,980,000 

 
This hypothetical example is for illustration purposes only and actual results may vary.  Assumes the death of both spouses occurs at 95. 
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1035 Exchange and Charity – 
Leveraging for a Better World 
 
By Brian M. Travers  
 

Today’s uncertain economic environment has opened up a 
myriad of planning opportunities for high net worth 
individuals with philanthropic goals in mind. With interest 
rates at an all time low, Charitable Lead Trusts are a 
technique that may prove beneficial in helping a client to 
accomplish their objectives. Being interest rate sensitive, 
this technique can accomplish two things: it is an effective 
way to transfer wealth to the next generation, while also 
satisfying philanthropic goals by providing annuity 
payments to charity. 
 
Another opportunity is one that is often overlooked within 
an asset many of us have; life insurance. Many charities are 
struggling to meet funding goals because many of their 
donors are facing liquidity issues or feeling the effects of the 
economic downturn. One possible way to help a charity is 
through the proper utilization of life insurance. Life 
insurance can be beneficial in many ways. One can leave all 
the benefits, or a portion of the benefits, directly to the 
charity of their choice. Another opportunity may be to 
combine policies to leverage benefits. Let’s look at the 
parameters regarding the 1035 exchange method. 
 
1035 Exchange Parameters:  
  
If you have a current permanent life insurance policy, it is 
highly recommended that you have your life insurance 
professional review the policy with you. It is important to 
understand the parameters and benefits of your policy. Older 
policies may not have the benefits of certain up-to-date 
policies or may not be the most appropriate to meet the 
needs of your current situation. If it is determined that 
another policy is more appropriate, one option that may be 
available is a 1035 exchange. Section 1035 refers to a 
provision in the tax code which provides, in part, that no 
gain or loss shall be recognized on the exchange of a 
contract of life insurance for another contract of life 
insurance or for an endowment or annuity contract or for a 
qualified long-term care insurance contract. It is important 
to note that 1035 exchanges can be complicated and involve 
consideration of various factors. Thus, when replacing an 
existing life insurance policy with another policy, be sure to 
consult with your independent tax and legal advisors 
regarding various tax and non-tax issues and implications. 
  
Let’s take a look at an example utilizing a 1035 exchange 
method: 
 

Ben Smith is a healthy seventy-year-old male. He has a 
current net worth of $50,000,000 and after some estate 
planning, has determined that his estate will be subject to a 
$13,500,000 estate tax. Mr. Smith is a widower and the bulk 
of his estate is in real estate. Mr. Smith currently has four 
whole life insurance policies that were taken out at different 
stages of his life for various reasons. The combined death 
benefit of the policies is $12,000,000 and is earmarked to 
pay for estate taxes. Mr. Smith would like to have more 
insurance for his estate tax needs to keep the estate intact for 
his children and grandchildren. Mr. Smith’s attorney 
recommends that he have an insurance professional review 
the current policies. After the review, it is ascertained that 
Mr. Smith pays $266,000 per year for the coverage and has 
a cash surrender value of $3,800,000 within all four 
policies. Mr. Smith has no intention of utilizing the cash 
value in his current life insurance policies and is open to the 
opportunities that may reside in his current policies. After a 
careful analysis, assumption of good health and exploring a 
1035 exchange, the life insurance professional determines 
that Mr. Smith has several options: 
 

1. If he did a 1035 exchange of the cash value of his 
current policies, $3,800,000, and continued to pay 
the premium of $266,000, he could obtain a 
Guaranteed Universal Life policy with a death 
benefit of $16,898,000. In this scenario his current 
estate tax of $13,500,000 would be satisfied with a 
surplus of $3,398,000 in death benefit which could 
be left to the charity or charities of his choice.  

2. Secondly, if he wanted to lower his annual 
premium to $200,000 per year he could acquire a 
guaranteed death benefit of $14,832,520. Again, 
this would satisfy the goal of $13,500,000 for the 
estate tax and have a surplus of over $1,300,000 to 
designate to the charity of his choice. 

3. Lastly, Mr. Smith can lower his premium to 
$157,500 to acquire the exact death benefit of 
$13,500,000 required to pay for the estate tax. 

 
The flexibility that Mr. Smith has obtained from the 
insurance review is paramount to his philanthropic goals 
and estate plan. If he chooses option one, then at his 
passing, he can bequest almost $3,400,000 to charity. If he 
chooses option two, he has essentially freed up $66,000 of 
liquidity per year which can be gifted to the charity he 
chooses and at his passing the surplus of over $1,300,000 
can be designated to the charity. Finally, if he chooses 
option three, he can lower his premium by over $100,000 a 
year. He can gift the savings of $100,000 per year to the 
charity of his choice.  
 
The analysis of your current life insurance program may 
reveal many opportunities and may assist in your current 
estate plan, meeting philanthropic goals or may simply 
provide additional liquidity. 

 
 
   
 

 




