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As many expected, on October 7 the Senate passed a bill extending the debt ceiling limit by $480 billion,
essentially allowing the US government to continue operating through early December, while avoiding a
default on its $28 Trillion of debt obligations. While this issue is hardly resolved, it does suggest that
Congress will spend the next two months focused on paring down the original $3.5 Trillion reconciliation
bill (more commonly known as the Build Back Better Act or H.R. 5376) in order to reach a compromise
amongst Democratic leaders. One such section we do not expect to change (Section 2901) concerns
grantor trusts, and thus has potentially severe tax and estate planning implications for clients that have
created Irrevocable Life Insurance Trusts (ILIT) with the hope that their death benefit will transfer to
heirs free and clear of estate taxes. If you have a Life Insurance Trust, it may be prudent to sit down
with your attorney before year end to explore your options.

WHY THE HURRY?

The House budget reconciliation bill, H.R. 5376, proposes sweeping changes to tax rules that apply to
both individuals and trusts, with far-reaching implications for estate planning.

Under the proposed bill, contributions made to grantor trusts after the date of enactment of H.R. 5376
will cause some portion (or possibly all) of the property in such trusts to be includible in the grantor’s
estate for estate tax purposes. For those with an Irrevocable Life Insurance Trust, this should be
concerning.
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As a reminder, an Irrevocable Life Insurance Trust, is a trust that owns a Life Insurance Policy for the
benefit of the heirs of the insured. The primary purpose of establishing this type of trust is to exclude
the value of the death benefit of the life insurance policy from estate taxes.

In practice, the grantor (typically the insured) makes annual gifts of cash to the trust that the trustee
then uses to pay the annual life insurance premium on the policy due to the Life Insurance Company.
Under the proposed rules, these annual gifts can cause some or all of the death benefit to become
includible in the gross estate of the insured, thus creating an unintended estate tax liability. Families
with an existing Life Insurance Trust, that expect to continue to make annual payments to their trust to
keep their insurance policy in force, may need to rethink their plans, as these future gifts/payments now
risk causing all or part of the death benefit to be includible in their gross estate.

A Simple (But Not Necessarily Palatable) Solution

One way to possibly avoid this issue would be to make a very large cash contribution to the ILIT this year
in order to cover all future premiums through the end of the life of the insurance policy. This is known
as pre-funding a Life Insurance Trust. Unfortunately, the logic behind creating such a trust in the first
place is often due to a lack of liquidity from a concentration of wealth in a business, real estate, or other
illiquid asset. Other options may include allowing the policy to lapse, surrendering the policy, converting
the policy to a paid-up policy, engaging in a split-dollar arrangement, unwinding the trust, or even
engaging in a life settlement sale.

Given both the legislative uncertainty around H.R. 5376, and the complexity around which option may
be best for you, we are highly recommending that families with Life Insurance Trusts that own policies
that are not fully paid-up consider scheduling a call with their attorney before Congress enacts any
changes through the reconciliation bill to explore all their available options.
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ABOUT US

COLLECTIVE FAMILY OFFICE counsels affluent families on multigenerational asset protection, wealth management,
and estate and tax strategies. It is independent, employee-owned, and is supported by an advisory board of
business professionals.

Contact Information: www.CollectiveFamilyOffice.com; Office: (717) 893-5058, Address: 235 St. Charles Way, Suite
200, York, PA 17402

GENERAL DISCLAIMER

Collective Family Office, LLC is registered as an investment adviser with the SEC and only conducts business in states where it is
properly registered or is excluded from registration requirements. Registration is not an endorsement of the firm by securities
regulators and does not mean the adviser has achieved a specific level of skill or ability.

Information presented is believed to be current. It should not be viewed as personalized investment advice. All expressions of
opinion reflect the judgment of the presenter on the date of the presentation and may change in response to market
conditions. You should consult with a professional advisor before implementing any strategies discussed.

Content should not be viewed as an offer to buy or sell any of the securities mentioned or as legal or tax advice. You should
always consult an attorney or tax professional regarding your specific legal or tax situation.

All investments and strategies have the potential for profit or loss. Different types of investments involve higher and lower

levels of risk. There is no guarantee that a specific investment or strategy will be suitable or profitable for an investor’s
portfolio. There are no assurances that a portfolio will match or exceed any particular benchmark.
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