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Text for Posts
Post this text with any of the images linked on the following 2 pages.
 
Prepare today for a tax-efficient future! Don’t wait to find out how taxes will affect you when you 
retire. Contact me today to help plan for your tomorrow! 

Plan now to keep more of your money later! Contact me today to learn how cash value life insurance 
can help you reach your legacy and retirement goals. 

Now’s the time to talk to a financial professional if you want to pass down your legacy without passing 
a big tax bill. Contact me today to secure your loved ones’ future. 

Now is the time to learn how taxes will impact you when you begin to spend your savings during 
retirement. Want to maximize your retirement savings? Contact me today to learn how!

Keep more of what you earned! I’ll show you how adding cash value life insurance to your portfolio 
can help protect savings and provide more opportunities for you and your beneficiaries.  

Are you married and looking to protect yourself and your spouse from outliving your income? Contact 
me today to learn about life insurance with cash value accumulation potential. 

Healthier lifestyles and medical advances are helping Americans live longer. Is your financial strategy 
keeping pace? Contact me today to learn how life insurance with cash value accumulation can protect 
you and your spouse from outliving your income.  

Looking to supplement your income in retirement? I can help! Contact me today to learn how life 
insurance can help with retirement planning. 

Do you have a loved one with special needs? I can help you ensure that they are taken care of 
financially and their government benefits remain protected. Contact me today to learn more.  
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RETIREMENT RELATED FACTS  
TO SHARE WITH CLIENTS

One of the greatest areas to find business is in retirement planning. Anyone nearing retirement has a million 
questions and needs to feel they are receiving the information they need to make decisions.  With life insurance 
and annuities, American National can provide your clients the products they need to complete a successful 
retirement. After all, we sell INCOME! 

The two greatest questions future retirees have are: where will I get my cash flow from and  
will I have enough to retire on?

The federal government released a study in 2019 that studied retirement related issues such as are people 
prepared for retirement at various ages. Let’s go over what they found as these are facts from the government, 
we can replay to our clients who are thinking about retirement or who should be thinking about retirement. Always 
keep in mind as well that clients should start at an early age to put money away for retirement to benefit from 
the magic of compounding. Waiting to start until you are 55, means you will need to put away considerably more 
money to reach your objectives by age 67 or even 70 if that is possible. 

This information was gathered in the fall of 2018 with the report called “Report on Economic Well-Being of U.S. 
Households in 2018” from the Fed.

•	 44% of non-retired adults say they are not on-track with their retirement plan

•	 25% of non-retired adults have no retirement assets or savings

•	 36% of non-retired adults say they are on track to retire
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RETIREMENT RELATED FACTS TO SHARE WITH CLIENTS

•	 Only 2 of 10 non-retired adults under age 45 are on-track for retirement based upon their age

•	 Nearly half of retirees retired prior to age 62

•	 8 in 10 adults have at least one credit card and of those, 47% pay their card in full each month

•	 27% carry a balance throughout the year

When talking about retirement with clients there are several areas that should be covered. See below:

•	 Help your client define their retirement goals

•	 Detail what family obligations the client will have such as education, weddings etc.

•	 Review health care expenses now and in the future

•	 Will the home be paid off in retirement in that debt increases risk in retirement? 

•	 Plan cash flow and savings together

•	 Any Charitable intent that needs to be planned for

•	 Will the client work in retirement? If not, what hobbies will they pursue and what will be the cost of  
such activities

Experts talk about needing 80% of your earned income in retirement due to the fact that retirement has become 
another life stage that can go on for 30 years or more. Experts also talk about needing $80,000 per year to have a 
comfortable retirement.

There is no one answer that will fit everyone, so it is important that you gather sufficient information to know what 
your client’s situation is and what they need to do. Most individuals think that their 401k will suffice to provide them 
retirement income along with social security. Typically, that will not be enough to get them through this chapter of 
their life and individuals will need to find other sources of income from non-qualified assets such as annuities and 
life insurance.  

For questions and more information, contact the Advanced Sales Department at 888-504-2550 ext. 5767. 

Download the SUPPLEMENTAL RETIREMENT INCOME Strategic Planning Tools brochure.

Neither American National Insurance Company nor its agents offer tax or legal advice. Clients should consult their tax and 
legal advisors.
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While inflation is top of mind for everyone, your current and prospective 
clients don’t experience inflation in the same ways. So, don’t lose sight of 
individual nuances, and remember each life insurance client will likely be 
impacted and react differently. 

For many, the economy may be better than it was during the pandemic. 
Others may have gotten new jobs with better paychecks. 

Still, others could be hurting badly because of inflation. Some people saw 
inflation first in the cost of used cars. Others noticed it at the gas pump. 
And, everyone noticed it at the grocery. 

Energy and food prices are rising. The annual inflation rate stands at 
8.3%,1 more than twice as high as the general expectation of 3% inflation. 

How inflation affects life insurance buying behavior 

Inflation can lower people’s general economic perception—both large-
scale and personal. This may make people more pessimistic. After all, 
inflation reduces the purchasing power of your dollar as the price of goods 
and services keep rising.  

All the buzz about inflation may cause consumers to rethink many 
financial decisions. Some may see life insurance as an optional expense to 
cut to pay for more immediate expenses. 

 
Potentially, the number of people who buy life insurance is shrinking 

Selling Life Insurance in Inflationary Times 

Thought Leadership in Action for Life Insurance 

Pacific Life Insurance Company 

22-VER-35

Michelle Kosoi 
Pacific Life 
Field Vice President 
for the Broad Market 
West Coast Region 

Michelle.Kosoi@PacificLife.com 
(805) 422-1087

Broad Market Sales Desk 
LynInternalSales@PacificLife.com 
(844) 238-4872, Option 3

1  Consumer Price Index Summary, U.S. Bureau of Labor Statistics, September 
13, 2022, https://www.bls.gov/news.release/cpi.nr0.htm. 

https://www.bls.gov/news.release/cpi.nr0.htm
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Potentially, the number of people who buy life insurance is shrinking 
because of inflation. Some people, feeling hurt by inflation, may surrender 
their life insurance policies to steer that money into more immediate 
needs.  
 
Keep in touch with your customers. Make sure they know about the 
options they have and highlight the importance of life insurance, even in 
inflationary times. Help them see life insurance not as an expense but as a 
safety net for their future. 
 

Who is most affected? 
 

Unsurprisingly, inflation is hurting lower-income Americans (those earning 
less than $40k per year) the most.2 After all, many of them often lack a 
security net of savings to absorb some of the rising costs. 
 
Two-thirds of people with lower incomes say today’s inflation is hurting 
them.2 A higher portion of their incomes is going towards the rising costs 
of energy and food, exposing them to the most volatile of inflationary 
markets. About half of middle-income and one-third of upper-income 
Americans say inflation hurts them, too.2  
 

Millennials may feel the effects of inflation 
harder than Generation X or Baby Boomers.3 
They are especially concerned that inflation may 
hurt not only their ability to buy necessities but 
also their ability to save for short- and long-term 
goals. This can especially affect their feelings 
towards life insurance.  
 
People are more strongly guided by their 
personal (or household) inflation rate. This rate 
is the total cost of your expenses in the past 12 
months divided by your expenses. That means 
people are making individual decisions more 
than collective ones. When you speak with your 
clients, keep this in mind. 
 

 
 
 
 
 
 
 
 

2  Jones, Jeffrey , “Americans Expect Inflation to Persist Over Next Six Months,” 
Gallup, January 26, 2022, Americans Expect Inflation to Persist Over Next Six 
Months (gallup.com). 

3  “Rising Inflation Seen As Biggest Risk To Americans’ Retirement Plans in 
2022,” Broker World, January 1, 2022, Rising Inflation Seen As Biggest Risk To 
Americans’ Retirement Plans In 2022 | Broker World. (brokerworldmag.com). 

 

https://news.gallup.com/poll/389129/americans-expect-inflation-persist-next-six-months.aspx
https://news.gallup.com/poll/389129/americans-expect-inflation-persist-next-six-months.aspx
https://brokerworldmag.com/rising-inflation-seen-as-biggest-risk-to-americans-retirement-plans-in-2022/
https://brokerworldmag.com/rising-inflation-seen-as-biggest-risk-to-americans-retirement-plans-in-2022/
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Opportune time for policy reviews 
 

As your clients witness their money’s value shrinking 
due to inflation, it can be an ideal time to set up a life 
insurance policy review. Their loved ones may be less 
protected as the life insurance payout may not go as 
far with the dollar devalued due to inflation. Now can 
be a good time to rethink how much life insurance 
they need. 
 
Have that conversation with clients to check if their 
current coverage is still in sync with their life insurance 
goals and needs. For example, additional coverage 
may be needed to help compensate the loss of 
purchasing power. Ask your clients how their 
circumstances may have changed and recommend 
adjustments accordingly. Use our policy review 
resources to help you initiate and then conduct that 

important conversation with your clients. 
 

Offer Affordable Coverage 
 

With inflation driving the costs of competing expenses higher, affordability 
of a quality life insurance coverage is more important than ever. Tap into 
the practical needs of today’s buyers and help them get financial 
protection that fits their budget. You can bring up the option of paying 
monthly premium payments, which may be more palatable to some 
buyers right now, instead of doing a lump sum.  
 
Focus on the long-term value that life insurance brings. And because 
buying life insurance is essentially a promise to pay out the death benefit, 
choosing a company that keeps its promises is paramount. 
 
 

For resources to help ensure clients' life insurance policies meet their 
current needs, visit https://cloud.email.pacificlife.com/plpromise-
practicemanagement. 

 
 
 

  

 
“As your clients witness 

their money’s value 
shrinking due to 

inflation, it can be an 
ideal time to set up a life 
insurance policy review.” 

https://cloud.email.pacificlife.com/plpromise-practicemanagement
https://cloud.email.pacificlife.com/plpromise-practicemanagement
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The primary purpose of life insurance is to protect the policy beneficiaries from the adverse financial consequences of 
the insured’s death. 

Pacific Life is a product provider. It is not a fiduciary and therefore does not give advice or make recommendations 
regarding insurance or investment products. 

THE POWER OF PACIFIC LIFE 

At Pacific Life, putting customers first has allowed us to serve families and businesses 
successfully for over 150 years. As part of a mutual holding company structure, we have no 
publicly-traded stock, so we can focus on long-term strategies, financial strength, and the 
best interest of our policyowners. 

You and your clients, our policyowners, are at the heart of the business decisions we make. 

Pacific Life Insurance Company is licensed to issue insurance products in all states except New York. 
Product/material availability and features may vary by state.  

Life insurance is subject to underwriting and approval of the application and may incur monthly policy charges. 

This material is distributed through Pacific Life Insurance Company, Lynchburg, VA (844-276-5759). 

Pacific Life Insurance Company’s Home Office is located in Newport Beach, CA. 
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Estate Planning Objectives

1. Avoid Conflict

Conflicts can occur when assets are passed to family 
members in a complex manner. Other conflicts can 
arise when there lacks a clear and concise estate plan.

2. Have Available Cash to Pay Estate 
Expenses and Obligations

Potential expenses that can occur from an estate 
owner’s death can add up to a disturbingly long list:

•	 Federal and State Taxes
•	 Funeral and monument expenses
•	 Unpaid medical expenses
•	 Debts of the decedent
•	 Executor’s fees
•	 Attorney’s fees
•	 Court costs
•	 Appraiser’s fees 
•	 Costs of insuring and protecting estate property

A comprehensive estate liquidity strategy is 
necessary to provide the executor the cash flow 
needed to pay these types of estate obligations.

Using Signature  
Whole Life in Estate 
Planning Situations

Many overlook the importance of estate 

planning. However, settling affairs after 

death could have a long-lasting—and 

costly—impact on loved ones.  Creating a 

clear estate plan with two main objectives 

in mind can minimize the risk of assets 

being taxed after death as well as take 

care of estate expenses that can quickly 

stack up.
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Neither American National nor its agents give tax advice. Clients should contact their attorney or tax advisor on their specific 
situation. Form Series: PWL16; PWL16(NY) (Forms may vary by state). American National Insurance Company, headquartered 
in Galveston, Texas is licensed to conduct business in all states except New York. Business is conducted in New York by 
American National Life Insurance Company of New York, headquartered in Glenmont, New York. Each company has financial 
responsibility for only the products and services it issues.

Hypothetical Example

Let’s assume Jimmy Hardy is 50 years old and has a $1,000,000 estate. He does not expect to ever have a taxable 
estate given that, as of 2020, the estate tax only kicks in when an estate value hits $11,580,000.

However, Jimmy owns real estate including a home and two rental properties; he also owns a 401(k) plan and 
some other IRAs and thus has limited liquid assets. If something happens to Jimmy, his named or court-appointed 
executor will need to probate his estate due to the asset structure. There are several costs that could prove 
prohibitive for the executor of Jimmy’s estate without liquid assets.

•	 Payments towards Jimmy’s home and rental properties need to stay current to maximize the value the estate 
receives upon sale. 

•	 Appraisers will need to be hired to appraise personal property and any real estate that is not sold. 
•	 Creditors may come forward to make a claim which needs to be paid.
•	 Outstanding end-of-life medical bills and any other debts of the deceased.

If Jimmy wants to make the process easier for his executor and loved ones, he can take out a modest life 
insurance policy for $100,000 with the Insured’s estate as beneficiary. This would allow the executor to file a claim 
upon Jimmy’s death, which could be used as the liquid funds needed to keep Jimmy’s assets solvent while the 
estate is settled. 

The annual premium for a $100,000 Signature Whole Life policy would be $2,166 per annum. If Jimmy wanted 
to have a paid-up policy at age 65, the annual premium would be $3,465 per year through age 65. At that time, 
Jimmy would have a paid-up policy for $100,000 providing his estate the liquidity it needs to carry out an orderly 
distribution while maximizing the value of estate assets for beneficiaries.

For questions and more information, contact the Advanced Sales Department at 888-504-2550 ext. 5767.
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Case Study: Estate Planning
Anthony Depaolo was 50 years old and on top of the world. 
He recently sold his company to a large conglomerate for 
$10,000,000. As part of the closing at sale, Anthony’s attorney 
advised him to have his will revised and to take out life insurance 
now that he had a taxable estate estimated at $13,370,000. 
Anthony was divorced but had three children and wanted to 
make sure they inherited the full value of his estate. 

When Anthony visited his attorney to have his will updated, 
he was advised that, if federal tax rates remained the same, 

for estate and gift tax of $11,580,000 would likely be taxed at 
40%. In other words, Anthony found himself with an expected 
federal estate tax liability of $716,000 plus probate expenses. 
To help offset this tax liability so that his children could receive 
the full value of the estate, his attorney recommended that 
Anthony have an Irrevocable Life Insurance Trust drawn to hold 
a $1,000,000 life insurance policy on his life. 

With this plan, when Anthony passes, the tax on his $13,370,000 
estate would be $716,000, with the remainder passing on to his 
three children, according to the terms of his will. The trust, as 

immediately made an appointment to meet an insurance agent.

OVERVIEW

The Need

client, needs to cover the federal tax 
liability of his large estate while not 
reducing the inheritance he wants to 
provide his children after his death.

The Solution
Purchase a Signature Whole Life  
insurance policy held by an 
irrevocable life insurance trust with  
a face amount large enough to cover 
the cost of the federal estate tax.

A Signature Whole Life policy provides 
Anthony with a competitively priced 
and stable method to cover the cost of 
his expected federal estate tax liability 
while respecting his risk tolerance. 



SIGNATURE WHOLE LIFE INSURANCE

IMG19459 | 10.21

AMERICAN NATIONAL INSURANCE COMPANY
AMERICAN NATIONAL LIFE INSURANCE COMPANY OF NEW YORK

The insurance agent talked with Anthony to identify 

matters. Anthony’s current assets from the sale of 
his business were in a bond portfolio and he was 
comfortable with that setup. He did not want to take 
on risk and wanted to preserve what he had so he 
could pass it on to his children.

The agent showed Anthony a brochure on American 
National’s Signature Whole Life Insurance. The agent 
told Anthony that this policy:

• Was very competitively priced

• Had premiums guaranteed to stay the same for 
the life of the policy

• 
paid his annual premiums as scheduled

• Had cash value that would grow at a guaranteed rate

• Had the potential to pay dividends 

This case study is an illustrative example; it is not based on actual events. Neither American National nor its agents give 

services it issues.

The agent showed Anthony that the premium for 
$1,000,000 of Signature Whole Life insurance would 
be $20,340 per year. Anthony would be able to use 

per year to fund the trust thereby preserving his total 

that would shelter his estate from paying more estate 
tax at his death. Anthony liked that idea and the 
agent had Anthony sign the application to get the 
process started.

Anthony had now offset his current estate tax 
liability and ensured his children would inherit the 
full $13,370,000 estate he had worked so hard to 
accumulate.  









Carry your legacy forward
Private premium financing for ultra-high-net-worth estate planning

Today’s historically low interest rates offer ultra-high-net-worth individuals and families 
a tremendous opportunity to tap into the estate protection benefits of life insurance using 
a private premium financing strategy. 

Private premium financing empowers you to fund an irrevocable grantor trust (IGT) to 
minimize or eliminate the need for annual or lifetime gifts, and reduce estate taxes. This 
means you can focus on what matters most — preserving your hard-earned wealth for your 
heirs and beneficiaries. 

How it works
Simply put, an IGT is established to purchase a life insurance policy designed to carry 
your legacy into the future. 

You, as the trust’s grantor, loan funds to the IGT to pay life insurance premiums. The IGT 
covers the premiums — while paying you annual loan interest and principal — and later 
provides a tax-advantaged death benefit to your beneficiaries. 

To fund your IGT and life insurance policy, the two most popular options are: 

1.	 Using proceeds from a one-time lump-sum sale of assets

2.	 Paying annual premium payments

A one-time sale of investment assets enables you to “lock in” today’s low interest rates 
for any time period, up to your life expectancy. Paying an annual premium allows you to 
maintain your current cash flow and investment assets. 

Let’s explore each option to see what works best for you. 

Irrevocable Life 
Insurance Trust 

(trustee)

Lincoln 
Financial Group

Trust 
Beneficiaries

Grantor

Trust pays annual interest

Remaining 
trust assets

Trust pays 
premium

Death Benefit

Grantor loans 
funds to the trust

Not a deposit 

Not FDIC-insured 

Not insured by any federal 
government agency 

Not guaranteed by any  
bank or savings association 

May go down in value

3136860

Insurance products issued by:
The Lincoln National Life Insurance Company
Lincoln Life & Annuity Company of New York 1

Life Solutions



1 Most estate planners recommend that when investment assets are sold to the trust, the grantor should make a gift of 
10% of the assets and take back a note for 90% of the value of the assets. If that trust already has assets, or another 
trust is willing to guarantee 10% of the debt, then no seed money may be necessary. Also, if only cash is loaned to the 
trust, then no seed money is needed.

1.	 One-time sale of assets 
The one-time sale of assets strategy is particularly attractive in a time of near-record low 
interest rates. With an IGT, no gain is recognized on the sale of the assets to the trust. 
Additionally, all interest on the note received is free from income taxes. The grantor will 
continue to pay the tax on income generated by the assets.1

You’ll want to apply this strategy using investment assets producing significant annual cash 
flows to achieve your ideal outcome. Here’s an example:

2.	 Paying annual premiums 
Those looking to maintain current asset levels may prefer to loan needed premiums to the 
IGT each year with, or without, capitalized loan interest. In this arrangement, the loan would 
be repaid from the policy’s death benefit. For younger individuals and families, using a cash 
accumulation life insurance policy may make it possible to repay the loan from policy values 
after 15 to 20 years.

As many ultra-high-net-worth clients have discovered with commercial premium financing, 
there may come a time when the annual gifting needed to pay the commercial financing loan 
interest exceeds the available annual exclusions. 

However, unlike commercial loans, there’s no restriction on capitalizing loan interest on 
private financing arrangements. Having said that, as the loan balance increases, it may result 
in less and less of the policy death benefit remaining in the irrevocable trust.

Take action before current laws expire
The low interest rate environment creates exciting opportunities for you to benefit from 
private premium financing. Private financing also provides flexibility to make gifts by forgiving 
loan interest and principal, now or in the future. This can help you to take advantage of the 
current $11.58 million lifetime gift and estate tax exemption. But it’s important to act now. 

Rates could rise again, and the lifetime estate tax exclusion law expires in 2026. And since 
2020 is an election year, estate laws could be rewritten by a newly elected legislature in 2021. 
Additional pressures include the potential of higher taxes to offset unprecedented federal 
spending in response to COVID-19. 

The amount of life insurance 
the $514,000 of premium 
could produce depends on 
the age and health of the 
insured as well as how many 
years the grantor wants to 
continue the arrangement.

Using the July 2020 
long-term AFR (1.17%), 
the trust pays the loan 
interest of $117,000 
annually to the grantor. 

The grantor sells $10 
million of investment 
real estate to the trust 
in exchange for a 
$10 million note. The 
assets are expected to 
produce 7% cash flow 
($700,000) per year.

This leaves $514,000 
of available cash 
flow each year for life 
insurance premiums.

All income and 
appreciation in excess 
of the assumed 7% 
return remains in 
the trust outside the 
grantor’s taxable 
estate.

Important information 

Lincoln Financial Group® affiliates, their distributors, and their respective employees, representatives and/or insurance 
agents do not provide tax, accounting or legal advice. Please consult an independent advisor as to any tax, accounting or 
legal statements made herein. 

Affiliates include broker-dealer/distributor Lincoln Financial Distributors, Inc., Radnor, PA, and insurance company 
affiliates The Lincoln National Life Insurance Company, Fort Wayne, IN, and Lincoln Life & Annuity Company of New York, 
Syracuse, NY.

Not a deposit 

Not FDIC-insured 

Not insured by any federal 
government agency 

Not guaranteed by any  
bank or savings association 

May go down in value

©2020 Lincoln National Corporation

LincolnFinancial.com

Lincoln Financial Group is the 
marketing name for Lincoln National 
Corporation and its affiliates.

Affiliates are separately  
responsible for their own financial 
and contractual obligations.

LCN-3136860-062320 
POD 7/20 Z01 
Order code: LIF-PPF-FLI003

Speak with your financial professional today. Private 
premium financing may help you protect the wealth 
you’ve built for the next generation. 
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Survivorship standby trusts
Control and flexibility

Summary
This technique allows both access to policy account values during lifetime and exclusion of death proceeds from the estate. The spouse 
with the shorter life expectancy (spouse 1) applies for a survivorship policy on himself or herself and spouse 2. Spouse 1 is the initial 
owner of the policy, with an irrevocable life insurance trust (ILIT) named as the contingent owner — spouse 1 pays all premiums from 
separate funds (be careful in community property states) and has access to policy account values.

If spouse 1 dies first, the policy passes to the ILIT and the proceeds are outside spouse 2’s estate at death, since spouse 2 never had any 
incidents of ownership in the contract. The policy’s account value at spouse 1’s death is included in his or her estate.

If spouse 2 dies first, spouse 1 immediately transfers the policy to the ILIT. This is a taxable gift, and the policy would be included in 
spouse 1’s estate should he or she die within three years of the transfer to the ILIT. However, if spouse 1 survives the three years after the 
transfer, the policy proceeds are outside the estate.

How it works

Owner Irrevocable 
life insurance 

trust

During 
spouse 1’s life

Transfer of policy 
(by contract or gift)

At first death 
(spouse 1 or 2) At survivor’s death

Trust 
beneficiaries 

(e.g., children)

Tax considerations
	� Premium payments made by spouse 1 are not gifts, because 

he or she owns the policy.
	� Spouse 1 has access to the policy values during his or 

her lifetime.
	� If spouse 1 dies first, the policy value is included in the estate.
	� If spouse 2 dies first, the policy is transferred to the trust as a 

taxable gift and the three-year rule applies.

How to implement
	� Spouse 1 applies for the policy using separate funds.
	� Spouse 1 is the owner of the policy; the irrevocable life 

insurance trust is the contingent owner.
	� The irrevocable life insurance trust may be drafted either 

during spouse 1’s lifetime or at the death of the first spouse. 
The trust cannot be named as the contingent owner until 
it is drafted and signed.

PLANNING TIP:

Survivorship standby 
trusts are designed 
to permit a couple 
to retain control of a 
life insurance policy 
generally until the death 
of an owner or spouse 
when the policy is gifted 
to an irrevocable trust.

Not a deposit 

Not FDIC-insured 

Not insured by any federal 
government agency 

Not guaranteed by any  
bank or savings association 

May go down in value
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Ask your financial professional how you can protect more wealth in today’s 
tax environment.
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May go down in value
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Important information 

Lincoln Financial Group® affiliates, their distributors, and their respective employees, representatives and/or insurance agents do not provide tax, accounting or legal 
advice. Please consult an independent advisor as to any tax, accounting or legal statements made herein.

Affiliates include broker-dealer/distributor Lincoln Financial Distributors, Inc., Radnor, PA, and insurance company affiliates The Lincoln National Life Insurance 
Company, Fort Wayne, IN, and Lincoln Life & Annuity Company of New York, Syracuse, NY.
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Advanced Sales

Grantor retained annuity trusts
Irrevocable trusts for transferring assets to the next generation

A grantor retained annuity trust (GRAT)1 is an irrevocable trust designed to transfer an asset to the next generation at a reduced gift 
tax value. The grantor gifts property (for example, stock in the family business) and receives a stream of fixed payments over a limited 
number of years. At the end of the term, the ownership of trust assets shifts to the next generation.

GRATs are typically designed to pay the grantor the largest fixed payment stream possible in order to reduce the gift’s value to near zero. 
If the asset grows faster than the IRS discount rate, the value of the trust will increase over time. Thus, a GRAT is a gift of an asset’s future 
appreciation. If the grantor dies before the end of the term, part or all of the trust assets may be included in his or her taxable estate. To 
enhance the results of a GRAT, the grantor gifts all (or a portion) of the GRAT payments to an irrevocable life insurance trust to purchase 
an individual or survivorship life insurance policy.

Children or trust 
beneficiaries

GRAT makes fixed 
payments to grantor

Liquidity  
to heirs

Grantor uses part 
of GRAT payment 

to fund ILIT

Remaining assets in GRAT 
may eventually go to ILIT

Grantor transfers 
assets to GRAT

Grantor Grantor retained  
annuity trust (GRAT)

Irrevocable life 
insurance trust (ILIT)

What to consider
Here are a few important things to consider before 
implementing a GRAT. 

	� If the grantor outlives the GRAT, the asset’s appreciation 
is removed from his or her estate. No additional taxes are 
due when the children receive the asset. 

	� If the grantor dies during the term of the GRAT, part, or all, 
of the value of the trust assets are included in his or her 
estate and an independent appraiser may be required to 
value the assets.

	� The gift does not qualify for the annual gift tax exclusion 
and the beneficiaries of the GRAT do not receive a step-up 
in basis.

	� The trustee cannot make discretionary distributions of the 
principal or income to the grantor.

Note: Specific tax and legal questions should be referred to your tax professional or legal counsel.

PLANNING TIP
	� �A GRAT is: an irrevocable 

trust funded by a grantor 
with appreciating assets

	� �The grantor retains rights 
to income from the trust 
for a term of years

	� �The assets are transferred 
to named beneficiary at 
the end of the trust term
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Not FDIC-insured 

Not insured by any federal 
government agency 

Not guaranteed by any  
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May go down in value
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Important information 

Lincoln Financial Group® affiliates, their distributors, and their respective employees, representatives and/or insurance agents do not provide tax, accounting or legal 
advice. Please consult an independent professional as to any tax, accounting or legal statements made herein.

Affiliates include broker-dealer/distributor Lincoln Financial Distributors, Inc., Radnor, PA, and insurance company affiliates The Lincoln National Life Insurance 
Company, Fort Wayne, IN, and Lincoln Life & Annuity Company of New York, Syracuse, NY.

1 For a GRAT, the starting point in the calculation of the present value is the requirement that you start with 120% of the mid-term Applicable Federal Rate (AFR). 
The IRS publishes this rate each month, and for August 2020, 120% of the mid-term AFR is 0.49%. The next step is to round the rate to the nearest 0.2%, or 0.40% 
for August.

How to implement
Before establishing a GRAT, consult a qualified attorney to draft trust documents and determine which assets are suitable 
for a GRAT. A grantor can then establish an irrevocable trust that qualifies as a GRAT. With life insurance held in an 
irrevocable life insurance trust (ILIT), the grantor can cover the risk of inclusion of the asset in his or her estate due to 
premature death. The grantor can also establish an irrevocable life insurance trust (usually a separate trust) to provide 
liquidity to the heirs if the he/she dies during the term of the GRAT.

Speak with your financial professional today to see if a GRAT may benefit you and the 
legacy you’re building.
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Bypass Trust

Program Highlights



Did You Know?
Under current estate tax law, a married person 
who passes away may transfer an unlimited 
amount of property to his or her spouse estate 
tax-free; the couple’s cumulative estate will not 
be liable for any estate taxes until the survivor 
passes away. This benefit is called the unlimit-
ed marital deduction. In addition to this  
benefit, in 2015, each person — married or  
single — is allowed to pass up to $5.43 million 
worth of assets to loved ones on an estate  
tax-free basis. This benefit is known as the  
federal estate tax exemption.

While the unlimited marital deduction provides 
that any property you leave to your surviving 
spouse will pass federal estate tax–free, you 
should know that this exemption only post-
pones — and does not reduce — federal estate 
taxes. Rather, the remaining assets of both 
spouses will be included in the estate of the 
surviving spouse, but there will be only a  
single $5.43 million estate tax exemption to 
minimize estate taxes unless steps are taken 
to preserve the deceased spouse’s unused 
estate tax exemption (as described in 
“Portability” below). So instead of leaving 
your loved ones with a financial legacy, you 
may inadvertently leave your loved ones with 
a sizable estate tax bill.

Portability
Portability was made permanent by the 
American Taxpayer Relief Act of 2012 (ATRA 
2012). Portability allows a deceased spouse’s 
unused exemption amount (DSUEA) to be  
carried over to the surviving spouse so that it is 
not wasted in situations where no planning has 
been done. The DSUEA may only be applied to 
the estate or lifetime gifts of the surviving 
spouse if the executor files a timely estate tax 
return for the decedent spouse’s estate. 

Even with permanency of the portability pro-
vision, married couples should still consider 
including a bypass trust in their estate plans. 
A bypass trust may provide advantages for a 
married couple that include:

■■ Appreciation of assets in the bypass  
trust is not included in the estate of the  
surviving spouse.

■■ A bypass trust may provide protection 
against creditors, bankruptcy, lawsuits  
and divorce settlements.

■■ Portability only applies to the last deceased 
spouse. If a surviving spouse remarries, and 
the subsequent spouse passes away, the 
DSUEA of the first deceased spouse is lost.

■■ A bypass trust designates the remainder 
beneficiaries, usually the children.

■■ A bypass trust can preserve the generation 
skipping transfer tax exemption, which is 
not included in the portability provision.

Trusts play an important
role in estate planning
by allowing you to direct
how your assets will be
distributed after death.



Traditional Estate Plan  
Including Bypass Trust
With proper estate planning, you can build 
and preserve your wealth. By establishing a 
living trust that includes two sub-trusts — the 
marital and bypass trusts — you can benefit 
the surviving spouse and minimize estate 
taxes. Upon the passing of the first spouse, 
the deceased spouse’s estate is poured into 
the bypass trust in the amount of the estate 
tax exemption — $5.43 million in 2015. No 
estate taxes are paid on this amount. The 
remaining assets are then poured into the 
marital trust, becoming a part of the surviving 
spouse’s estate. This amount qualifies for the 
unlimited marital deduction and passes free 
of federal estate taxes upon the passing of the 
first spouse. When the survivor passes away, 
his or her estate tax exemption will be 
applied, sheltering another $5.43 million 
(2015) from estate taxes.

A bypass trust minimizes estate tax liability 
and preserves wealth by allowing each 
spouse to take full advantage of the federal 
estate tax exemption. However, the appeal of 
this arrangement is not only the estate tax 
savings, but also certainty of using the 
deceased spouse’s estate tax exemption and 
the flexibility that it offers the surviving 

spouse. Although the money placed in the 
bypass trust is generally earmarked for the 
couple’s children, the surviving spouse  
typically enjoys a limited right to access  
trust assets.1

How Does It Work?
You can use a variety of assets to fund the 
bypass trust and, thereafter, the trustee can 
decide how to manage these assets for the 
surviving spouse, children, and other benefi-
ciaries. Often, the income needs of the surviv-
ing spouse will shape how the trustee manag-
es trust assets. In many cases, the surviving 
spouse may have adequate income from other 
sources and will therefore need little, if any, 
income from the trust. In that case, the trustee 
might want to find ways to enhance the value 
of the trust for the benefit of the other benefi-
ciaries, presumably the couple’s children.

By purchasing a life insurance policy within 
the bypass trust on the surviving spouse’s 
life, the trustee may be able to greatly 
enhance the value of the trust. In addition, 
since a life insurance policy’s cash value 
grows tax-deferred, the trustee may reduce 
the trust’s income tax liabilities.

1�The surviving spouse is usually granted a right to all income from the trust and the right to demand each year either the greater of $5,000 
or 5% of the trust principal.

Bypass Trust with Life Insurance

Surviving Spouse’s Right to Income
Income and trust assets may be 

accessed during surviving spouse’s 
lifetime with certain limitations.

Step 1
Funding the Trust 

Bypass Trust is funded at first 
spouse’s death to hold federal
estate tax exemption amount.

Step 2
Purchasing Life Insurance 

Trust purchases life insurance on 
surviving spouse. Trust is 

owner and beneficiary of policy.

Bypass Trust

Step 3
Loved Ones 

Upon death of surviving spouse, 
policy death benefit is paid to trust.

Trust principal is distributed to loved 
ones with no estate, gift or income 
taxes on proceeds at second death.



For Your Consideration
There are a variety of factors you should 
consider before purchasing a life insurance 
policy inside a bypass trust, such as benefi-
ciary needs, trust terms, investment alterna-
tives, the type of life insurance policy desired 
and the overall estate plan. It is important to 
consult with your advisors, including an 
attorney, to determine the proper course of 
action for the bypass trustee.

We can work with your advisors to ascertain if 
life insurance inside a bypass trust can help 
achieve your family’s planning objectives.



Transamerica Life Insurance Company, Transamerica Financial 
Life Insurance Company  (collectively “Transamerica”), and 
their agents and representatives do not give tax or legal 
advice. This material and the concepts presented here are  
for informational purposes only andshould not be construed  
as tax or legal advice. Any tax and/or legal advice you may 
require or rely on regarding this material should be based on 
your particular circumstances and should be obtained from an 
independent professional advisor.

Discussions of the various planning strategies and issues are 
based on our understanding of the applicable federal income, 
gift, and estate tax laws in effect at the time of publication. 
However, these laws are subject to interpretation and change, 
and there is no guarantee that the relevant tax authorities will 
accept Transamerica’s interpretations. Additionally, the infor-
mation presented here does not consider the impact of appli-
cable state laws upon clients and prospects.

Although care is taken in preparing this material and  
presenting it accurately, Transamerica disclaims any 
express or implied warranty as to the accuracy of any 
material contained herein and any liability witht respect  
to it. This information is current as of June 2015.

Life insurance products are issued by Transamerica Life 
Insurance Company, Cedar Rapids, IA 52499, or Transamerica 
Financial Life Insurance Company, Harrison, NY 10528. All 
products may not be available in all jurisdictions.

Transamerica Financial Life Insurance Company is authorized 
to conduct business in New York. Transamerica Life Insurance 
Company is authorized to conduct business in all other states.
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Pinney Insurance
Founded in 1972 as a 
Transamerica branch 
office and later in-
corporated as Pinney 
Insurance Center, Inc., 
we provide a small 
local agency feel with 
the power of a major 
national firm.

Pinney has expanded 
into a national distrib-
utor with thousands 
of contracted agents 
and offices in Califor-
nia, Illinois, Maryland, North Carolina, Oklahoma, 
Pennsylvania, Texas, Washington, and Missis-
sippi. Pinney represents over 100 life, annuity, 
disability, and long-term care companies with the 
intent of providing our clients & partners with 
the best possible product solutions at the lowest 
possible costs. 

Contact Us
Email Brokerage Sales Support or  
contact one of our Brokerage Directors today at 
800-823-4852.

Providing All the Tools for Your Success SM
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