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Estate Tax. Two words that
stir more emotion than just
about any other pairing. The
horror stories you may have
heard are rooted in reality.
Families have been forced
to sell beloved vacation
properties, family businesses, and sentimental art colBy Chris Girts,
lections to cover the burDirector,
den. And though estate tax
Client Service
reform is often discussed it
is foolhardy for families of wealth not to plan
for its eventuality.
The purpose of this article is to help you determine if you have a taxable estate, and if so,
introduce two specific estate planning strategies to lessen that burden. Instead of an in
depth, yawn-inducing treatise on the complexities of various trust and life insurance strategies, we will eavesdrop on the eye-opening
conversation between Steve and Elyse Keyton,
our fictional family of wealth. Despite having
done significant estate planning they come to
realize that it may not be enough. Steve has
just had a conversation with his Market Street
Wealth Advisor to discuss the situation as his
wife, Elyse, returns from work.
“Is everything ok?” Elyse asked as she breezed
in, noticing his look of concern as she dropped
her purse and an armful of groceries on the
island.
“Everything’s fine. That was Chris at Market
Street, he was just checking in. We got talking
about our estate plan and unfortunately it
sounds like we’re not done.”

“Really? I thought we were in good shape with
the GST Trust we set up and all the gifts we’re
giving the kids every year?” she questioned.
“I know, I did too; but it sounds like it’s not
enough. We’ve both already used our lifetime
estate tax exclusions when we set up the GST
Trust. That was $5.43 million each. Even
though that trust removed almost $11 million
from our estate and will go on for years helping the family, it may have been just the first
step. Our remaining estate will still be subject
to estate tax.”
“So, if we both get hit by the proverbial ‘bus’
tomorrow, how big a tax bill are we talking
about? I have no idea how big an issue this is.”
Elyse said.
“Right now the federal estate tax rate is 40%,
and on top of that, Connecticut has its own
estate tax that can be as much as 12%. You
can do the math but the bill would be in the
millions.”
If your estate is valued at more than your lifetime estate tax exclusion you have a taxable
estate. If you are single that number is currently $5.45 million, if you are married it’s
$10.9 million. Any value over that amount
would be subject to federal and any applicable
state estate tax.
As the Keytons discussed, they have already
used their exclusions to fund a Generation
Skip Trust (GST) which is a very common and
tax efficient method of wealth transfer. Their
taxable estate is valued at $40 million dollars,
which means they currently have an estate tax
burden of just over $20 million dollars.

“What did Chris suggest we do? I’m sure this is not new to Market
Street.” Elyse said.
“No it’s not, he mentioned a few strategies we should learn more
about but we didn’t have time to get into all of them. I was intrigued by two in particular, GRATs and life insurance.”
“GRATs?” Elyse laughed.
They shared a laugh before Steve looked over his notes and explained, “It stands for Grantor Retained Annuity Trust. It’s a type of
short term trust that could help us transfer some wealth to the
kids. From what I understand, we would gift certain assets into it,
like our GE stock, that we think might increase in value. The trust
would last for a few years and each year we would get part of our
stock back through set annuity payments. At the end of the term,
the trust expires. We would look at the value left in the account
after we got our annuity payments, and that amount would get
transferred to the kids, gift-tax free.”
“I’m not sure I followed all that.” Elyse began. “So basically we
would be giving some of our stock to the kids, through this GRAT.
We would get our stock back over the course of the trust through
these payments, and they get to keep the appreciation at the end?
With no tax consequence to them?”
“That’s pretty good. There are, obviously, a number of tax details
and calculations that go into the set up and administration, but I
believe you have the general idea.” Steve said with a smile.
“What if the stock we put in this GRAT goes down?” Elyse asked.
“Well, that’s a good question. If the stock hasn’t increased in value
when the trust expires nothing is transferred to the kids. We’ve
gotten our stock back through the annuity payments and that’s
that. In that case, the strategy didn’t work.”
Elyse settled onto the couch, “Timing is everything I guess. It’s definitely interesting, though. Let’s give it some thought and put it on
the agenda for our next meeting.”
A Grantor Retained Annuity Trust, or GRAT can be an effective tool
used to for tax advantaged wealth transfer. It can be funded with
various assets like stocks, bonds, mutual funds and ETFs and must
be monitored and managed during their term to maximize the
potential benefits. The annuity payments are calculated according
to federal guidelines using the Applicable Federal Rates (AFR).

“Chris also brought up the idea of using life insurance to reduce
estate taxes, which I thought was worth looking into.” Steve mentioned as he moved into the living room to join Elyse.
“We already have life insurance don’t we?” She replied.
“We have some older policies, which frankly I haven’t looked at in a
long time. I don’t think they are very large, we bought them when
the kids were small.” Steve said.
“Could we use them? Or was he talking about something different?”

“Possibly, what he was talking about was setting up a Life Insurance Trust, he called it an ILIT, which would hold a joint life insurance policy on both of our lives. When we die the policy would pay
out to the kids, but because the trust owns the policy it doesn’t get
included in our estate. The kids get the proceeds tax free which
could be used to pay the estate taxes.”
“Who would pay the premiums on the policy?” Elyse asked.
“We would, through gifts into the trust. Right now, we are giving
the children their annual $14,000. Instead, we would gift some or
all of that money to the trust and the trust would pay the premiums.”
“Do you like that idea, Steve? The kids don’t necessarily rely on
those gifts but it’s nice to be able to help them.”
“I know. We would have to think about it. They would be the ultimate beneficiaries of the life insurance policy when it pays out. So,
it still ends up benefitting them in the long run. It really comes
down to the numbers. Would the long term benefit be better on an
insurance policy that has a tax free payout at the end or would it
be better to keep that money invested, as we have, over the same
period of time? It’s something we will have to ask Market Street,
and they can run those numbers for us.” Steve replied.
There are many tax advantages to owning life insurance as a part
of your overall estate plan. A portion of the annual premiums are
invested and grow tax free which, if successful, can reduce future
premiums. If the policy is owned by an irrevocable life insurance
trust (ILIT), the death benefit passes to the beneficiaries of the
estate tax-free, which reduces the overall tax burden on the estate.
“I’m afraid to ask, but was there anything else Chris suggested we
look into? My head is already spinning trying to digest these two
ideas.” Elyse joked.
“It’s a lot to take in. He did mention some other strategies, although I think we covered enough ground for one night. We really
need to get up to speed, start looking at our long term plan, and
make sure we’re on track. Chris thought this should be a standing
agenda item at all of our Market Street meetings.”
“I agree; I’m glad we had this talk.”

Fortunately, Steve and Elyse had this conversation with each other
and their Wealth Advisor before estate taxes became an issue. We
urge you to speak with your Wealth Advisor regarding your options, and make sure you are in the best position possible to minimize an estate tax burden.
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Modern healthcare has made it possible for

However, there has been one silver lining for me in her decline,

many to live very long lives. This can create

one that I would have never predicted. From my own childhood

money and legal concerns that need to be

through adulthood, until the onset of my mother’s physical de-

planned with financial advisors and attorneys.
What can get lost in the preparation for these

cline, she and I had a contentious relationship, very contentious
at times. We did our best to get along, but overwhelmingly, I have

practical steps is that an exceptionally long life

memories of her telling me in no uncertain terms that I could

can bring about psychological challenges as well.

have done better in many of the choices I made. She had high

Several years ago, when I was planning an event

for wealthy, successful individuals and families,
and was lining up speakers to address engaging topics, I asked
Domingo P. Such, III, a brilliant attorney from Chicago, to present

standards and was extremely ambitious. It seemed to me that
nothing I did was ever good enough. So I pushed back, and our
relationship was strained for many decades. Eventually I learned
to manage our relationship—and for the last thirty years before

a session. I told him to choose the topic, anything he wanted.

she entered dementia, we got along all right, not great, but all
right. But all along I wished and hoped we could be on better

What he decided to talk about was the many health challenges

terms.

that can plague wealthy benefactors as they age and, without indepth preparation, the devastating effects these challenges can

And now, since the dementia set in, she has become sweet, kind,

have on relationships in the rising generations. Since that talk, I
have regularly checked in with my clients about their estate planning, always including their preparation for the many kinds of
later-life decline.

and compliant. I never leave a visit with her without receiving
multiple compliments—compliments about how I look, what I do,
and sometimes compliments about my very character. She never
criticizes me. What a silver lining to have while present for her
decline! Naturally, I have questioned what has happened. My

I have had plenty of time to think about this as my own mother

theory is that ambition is necessarily fueled by the past and the

struggles with her advancing Alzheimer’s. My parents did much to

future. She no longer has either. She lives entirely in the present,

prepare: they had purchased and funded a long-term healthcare

and there is absolutely no context for ambition. It took a while

policy that was an excellent investment, and they had attended to

but now I feel relaxed around her, and allow myself to be real
with her. It is an unexpected gift.

estate planning. We now have their skilled professionals to work
with. I am very grateful they addressed many financial and logistical questions for us. However, my mother’s decline raised questions regarding our personal relationship.

And I wonder how our relationship has shaped my life. Would I
have developed the fighting spirit and mettle in my twenties to
build inner strength and make a life for myself? Would I have

out, I was excited to have the

prioritized my children highly and always looked for ways to encourage and praise them? Would I have persevered and built a

chance to learn from it. Mainly, I

successful business, with all of the inevitable ups and downs?

learned to talk to my mother with

Maybe I didn’t reject my mother’s ambition; maybe I inherited it,

the respect that she is still there,
validating her fears, assuring her

adapted it to me, and fueled my own dreams with it. And now,

that I would feel afraid, too, and

her.

When the movie Still Alice came

encouraging her with curiosity like,
“Tell me more about how you really
are….” I resist the temptation to
talk to her like I would to a toddler,
and I’ll admit it is difficult to resist
at times. She can’t remember much
except at random times, she is legally blind, and she can’t hear
very well. She says she has been here too long. Consequently, I
can’t help being saddened when I think of her quality of life.

wonder of all wonders, now I get to have some loving time with

My message to you is this: take care of your relationships with
the older generations of your family, talk with your siblings, advisors, and trusted friends about all aspects of care in later life.
Read an excellent new book written by our doctor, Elizabeth Eckstrom, and her coauthor, Marcy Cottrell Houle, "The Gift of Caring: Saving our Parents from the Perils of Modern Healthcare".
This book is full of practical advice to help guide you to the best
healthcare decisions. Glean what you can learn and set up methods to deal with financial, legal, and health concerns in ways that

fit your family. Contact your attorney to

Thayer Willis is an internationally recognized author and ex-

review and update what you have.

pert in the area of wealth counseling. Since 1990, she has spe-

Carve out the time and commitment to

cialized in helping people of all ages handle the psychological

do it. In doing so you, too, may discover
an unexpected silver lining in the clouds

challenges of wealth. A member of the founding family of the

that can gather in the sunset of a life.

an insider's perspective on the privileges and tragedies that

multibillion-dollar Georgia-Pacific Corporation, Thayer offers
wealthy families face on a regular basis. To read more, visit:
www.thayerwillis.com.
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Communication can be difficult. Communica-

family be present by creating an inclu-

tion between family members even more so.

sive and welcoming environment.

And if you factor in the complexities of signifi-

cant wealth, the difficulties can become overwhelming. In her
book, A Wealth of Possibilities: Navigating Family, Money, and
Legacy, Ellen Perry explores these road blocks, difficulties, and
pitfalls, as well as offers many insightful practical solutions, to
creating and maintaining successful family relationships.
Offering real-life guidance, Ellen examines what in her view are
the essential building blocks of effective family communication
such as staying connected, being a great parent (from grade
school through adulthood), embracing a welcoming attitude regardless of perceived differences, building emotional fluency,
and cultivating joy. Ellen dives below the surface of these topics
to share her insight on some often tough-to-practice behaviors
including knowing the difference between values and preferences, and the idea of ‘pitching a big tent’, or encouraging your

In addition to the personal stories and
practical advice, her book also provides a helpful appendix containing a
comprehensive list of 25 ‘Strategies
for Families to Flourish’, as well as a
list of ‘Thought Provoking Questions’
to consider as a family group to begin
or enhance the conversation.
We definitely recommend this book to clients who wish to be
intentional about building and maintaining successful family relationships in the midst of the blessings and burdens of wealth. If
you would like a copy of A Wealth of Possibilities, please contact
Molly Mulligan, at 607.962.6876, or your Wealth Advisor directly; Market Street would be happy to send you a copy.
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