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TOLI Handbook
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* TOLI Quiz




Why use an irrevocable life

Insurance truste

» Create liguidity for trust beneficiaries
« Utilize annual gift exclusion to fund premiums
* Proceeds are outside of the grantor’s estate and tax free
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ILIT Success Story

2,000,000 Survivor Universal Life Policy Issued 2001
Female age 66 — deceased at age 83

Male age 69 — deceased at age 80

Annual premiums $25,962

The surviving spouse passed in December

Total premiums paid $432,790

Death benefit received paid to trust $2,000,000
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Federal Estate & State Estate Taxes

Volatility, is there a lesson heree

1916 — 2019 approaching 100 years
1941 - 1976 rates peaked at 77%
2001 = 55% tax - $675,000 threshold
2010 — Repealed

2011 - 35% - $5,000,000 threshold
2013 - 40%

2018 - $11,180,000 exemption
2026 — Sunset threshold back to $5.6 million

Handbook page 4



Politically Charged

Estate Tax Returns as a Percentage of Adult Deaths,

1982-2008
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Source - IRS Tax
Statistics

Form 706 Filings

Estate Tax Returns Filed and Total Net Estate Tax,
2007-2016

Estate Tax Returns Filed Total Net Estate Tax
60,000 $30B
50,000 $25B
40,000 5208
30,000 $15B
20,000 $10B
10,000 55B
0 0

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016



Estate Composition

Portfolio Composition of Estates, by Size of Total
Assets, Filing Year 2016

Under $5M $10M Under $20M
0 10% 20% 30% 40% 50% O 10% 20% 30% 40% 50%
Pensions, 401(k)s
Cash
Small Businesses
Other assels
Bonds
Real estate
Stock

$5M Under $10M $20M or More

Pensions, 401(k)s
Cash

Small Businesses
Other assets
Bonds

Real estate

Source - IRS Tax Stock
Statistics 0

30% 40% 50%

10% 20% 30% 40% 50%



Estate Tax Exclusion & Tax Rate Chart

$675,000 55%
m $1 million 50%
PIIER s million 49%
PIIZE $1.5 million 48%
PIIE $1.5 million 47%
FIIER $2 million 46%

2007 S2 million 45%
2008 $2 million 45%

FIIEE $3.5 million 45%
PIFER $5 million 35%
FLFPR $5.12 million 35%
FIFER $5.25 milliond 40%
PIFTR $5.34 million3 40%
FIFE $5.43 millions2 40%
FIFE $5.45 milliont® 40%

$5.49 million 40%

FIFER $11.18 million 40%



https://en.wikipedia.org/wiki/Estate_tax_in_the_United_States#cite_note-30
https://en.wikipedia.org/wiki/Estate_tax_in_the_United_States#cite_note-31
https://en.wikipedia.org/wiki/Estate_tax_in_the_United_States#cite_note-32
https://en.wikipedia.org/wiki/Estate_tax_in_the_United_States#cite_note-What's_New_-_Estate_and_Gift_Tax-6

State Estate or Inheritance Tax Ma

Does Your State Have An Estate or Inheritance Tax?
State Estate & Inheritance Tax Rates & Exemptions in 2018

vT NH
$2.75M
16%

PA ¢ MA
0%-15% , $1M
0.8%-16%
RI
$1.538M
0%-16% 0.8%-16%
cT
$2.6M
7.2%-12%

NS

Inheritance: 0%-16%
DE

mD If|

Estate: $4M

16%

HI Inheritance: 0%-10%
$11.2M DC

10%-15.7% State Has an Estate Tax $11.2M

6.4%-16%

Note: Exemption amounts are shown for state estate taxes only. .

Inheritance taxes are levied on the posthumous transfer of assets based . State Has an Inheritance Tax
on the relationship to the decedent; different rates and exemptions

apply depending on the relationship. ’I‘ State H_as Both an Estate
Source: Family Business Coalition; state statutes. & Inheritance Tax

TAX FOUNDATION @TaxFoundation




State Estate Tax Thresholds - 2019

Connecticut — $3,600,000
District of Columbia — $11,400,000
Hawaii — $11,400,000
lllinois — $4,000,000
Oregon — $1,000,000

Maine - $11,400,000
Maryland - $11,400,000
Massachusetts — $1,000,000
Minnesota — $2,700,000
New York — $11,400,000
Rhode Island - $1,561,719
Vermont - $2,750,000
Washington — $2,193,000



What's the Big Deal?

49575 Total Policies S 90,228,030,725.00 100.00%

m Net Death Benefit $ 82,197,880,229.00 91.10%

« How many have estate tax issues
« 9 billion in lost benefits
* Are you prepared



What's the Big Deal¢

Policies | Category | Percentage |
EES T Annuity 0.72%
6747 Term 13.58%
m Universal 39.91%
T variable 11.37%
Whole Life 34.41%
100.00%

« Universal life surpasses whole life
« Kicking the can - term insurance
* |nvariably variable




What's the Big Deal?

M

PENET Policy Rated A 46.41%
Policy Rated B 10.71%
FEPR policy Rated € 7.13%
m Policy Rated D 5.92%
Policy Rated F 17.05%
EEELI Policy Not Rated  8.84%
Policy Rated U 3.94%
100.00%
« Risk Rating Criteria

« 57% A&B

« 23% high risk

« 13% risk unknown

bwc20847219 Barewalls ©



What's the Big Deal?

m Category Death Benefit Value

“ovs Trustee Resignhation S 5,809,260,422.00 8.97%
BELEEM Death Claims $1,932,207,157.00 6.11%

BFIPPIN surrendered Policies $ 2,568,159,561.00 4.07%
Policy Lapse $ 3,194,268,206.00 3.96%
Policy Replacement $ 2,805,256,474.00 3.43%

(¥ Transferred Policies S 2,298,443,833.00 2.64%

« Good news bad news
« 6% death claims
« Average policy $637,000
« largest $60 million
« smallest $544
« 8% lapse/surrender



Top Five Mistakes Trust Owned Life

Insurance Trustees Make

TOLI Handbook

« Chapter 3 - Developing @
TOLI Administration System
(pages 23-32)

 Chapter 4 - An Introduction
to Life Insurance

(pages 33-44)




Top Five Mistakes Trust Owned Life

Insurance Trustees Make

1. Failing to Price Services Correctly

« Concessions & Accountability
« One-Third Less Than $750

« 15% Fees $250-$500

« Majority Charge $1,000-$1,500
. Growing Number $2,000+ | [
 Annual Administration Cost - $1,000

» Scale or Qutsource '".u“'s A luw,ﬁmcil

Handbook pages 23-31



100 Account Portfolio

« 140 Policies

« $268,000,000 Death Benefits

« $26,902,500 Gross Cash Value

« $2,437,800 Annual Premium

« $1,107,900 Policy Loans

« 19.52 Years = Average Duration
« 25%-40% Stand-Alone Accounts

THAT'S A'LOT,OF MONEY!



Cost of Administration

$100,000

« Administrators, TOLI Insurance Expert, Operating
Expenses, Systems, Legal, Accounting, Compliance,
Tax, Insurance, Etc.

» Policy Review Vendors

« Qutsource Administration & Remediation - Vendor



The Dynamics

- 100 ILIT Porifolio Overview

340 Beneficiaries

148 Policies

68 Trusts gifting to pay premium

101 Policies to process premium payments

b Policies to process premium payments more frequently than
annual payment

32 Trusts with grantors no longer gifting to pay premium

47 Policies where no premium or insufficient premiums are paid



100 ILIT Portfolio Overview

- Administration and Operational Commitment

600  Pieces of incoming mail

540  Pieces of outgoing mail total (admin and remediation)
105 Premium/Gift notices mailed
79 Those that will actually pay and have to be processed

265 Crummey notices mailed out

50 Hours on the phone with the carrier

50 Hours on the phone with other admin tasks (faxes, updating contact
info, etfc.)

20 Hours processing deposits

70 Hours reviewing policy reviews/illustrations
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100 ILIT Portfolio Overview

In-depth Analysis & Resolution:

# of policies requiring
remediation annually

Policy lapse in less than 1
year

Policy lapse in less than &5
years

Policy lapse in 5-15 years

Policy lapse greater than 15
years

Death benefit decreases

Term conversion/premium
increase

Remediation - Policies Requiring Remediation Team - Estimated Hours

20

40

167

137

42

Hours — tax issues

Hours — pre-acceptance and policy
replacement issues

Hours - impact of late or missed
premium

Hours - emails, phone calls, meetings
dealing with remediation issues

Hours - drafting remediation
documents, i.e Statements of
Understanding & Disclosures

Hours - resolving carrier issues -
unresponsive, incorrect information,
discrepancies, etc.



Top Five Mistakes Trust Owned Life

Insurance Trustees Make

2. Failing to Analyze Policy Options

« Trust goals change

« Policy costs may change

» Policy performance may change
« Example — grantor stops making

gifts NOW |
. Get in writing if possible o g
« Order new lllustrations to understand | future
Impact '

« Can beneficiaries pay premiums
« Order life expectancy report

» Explore policy options

« Don’'t wait




Top Five Mistakes Trust Owned Life

Insurance Trustees Make

3. Failing to Document the Process

= No crystal ball

= Tools & resources

Policy review

Legal review

Policy illustrations

Life expectancy evaluation
Insurance company
Cross-over analysis

Goals and objectives

= Policies & procedures
= Make the best decision with Information available at the fime
= Document, document, document




Top Five Mistakes Trust Owned Life Insurance

Trustees Make

4. Failing to Adequately Communicate

WENEEDITOJWORK{ON

* Distribute policy reports
« Contact information
* Who is our client

« Always inform beneficiaries
of potential for lost benefits

N
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Top Five Mistakes Trust Owned

Life Insurance Trustees Make

5. Failing to Adequately Understand Policy
Replacements

« Good and bad
replacements

 Change in investment
temperament

* Better policy offerings
» Better underwriting
. More insurance '

“ DO YOU SELL INSURANCE AGAINST GETTING
RIPPED OFF BY INSURANCE COMPANIES 7 *
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Remediation Case Study #1

) « TOLI Handbook Page 124
I « COl Increase in a UL policy
1 more than doubles the
carrying costs

e A trustee must review all

Cost of opfions, not just those
Insurance easily identifled, when
(COI) determining the best
Increase course of action for @

policy



Remediation Case Study #2

Grantor
Stops
Funding To
Pay Policy
Premiums

* TOLI Handbook Page
129

o Grantor informs the
trustee that he will no
longer be funding the

policy
e A frustee must review

all options to arrive at a
prudent decision



Remediation Case Study #3

o
0 Pr e
I\ i l‘
Adyvisor
Proposes

Policy
Replacement

* TOLI Handbook Page
135

« Grantor informs trustee
his agent is suggesting
the 3 polices in the trust
be replaced by 1,
more efficient policy

* A tfrustee must review
the options on the
existing policy(s) in @
replacement scenario
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TOLI Challenge Answers

The ITM TwentyFirst TOLI Challenge

1. In Section 1 of The Uniform Prodent Investor Act of UPLA, the Prudent investor Rule, the trustee is reminded
that they cvie g duty to this person or persons, vino i the real client of the frustee:

* Grantor

*  Seflor

*  Beneficiary

*  Policynolder

. Beneficiary

. The Process

. All of the Above

. Current Assumption UL
. Major Health Issue

2. What & most important when detemining the liobility of o trustes's actions?
=  The proce:s

*  The outcome

=  Whether they follovr the grantor's insfructions

+»  ‘Whather the policy performs as expected

o b WN B

whéh of the following could possibly compromise the death benefit on o Guearanteed Universal Life
C

*  Paying premium foo kate

*  Paying less than the required premiuvm
* Paying premium foo eary

= Al of the obove

4_[.\ost eost ofinsurance [COl) increases that occwed in the kast fevr years veere found in vehat type of
policy?

*  Whnaole life

+  Cument aswvmption Universal Life
*  Eguity index Universal Life

= varigbolke Universal Life

5. The Conwversion Prowvision in a term policy is most useful if:

*  The grantor wants a term policy for a long period of time

+ The insured has a major health Eswe

* Tneinsured gefs divorced

= The grantor wants fo surrender his ferm palicy for the cash value

twentyfirst



Resources & Contact Info

 TOLI Hondbook

o https://lifeinsurancetrustco.com/t
olihandbook/

» Risk Calculator
» https://lifeinsurancetrustco.com/fi

duciary-liability-calculator/

 Education Webinars

o https://www.itm21st.com/Educati
on/PastWebinars

* Blogs
* https://youritm.wordpress.com/
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MANAGER

(605) 574-1703
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THANK YOU

Connect With Us Online
twentyfirst f" Life Insurance

Trust Company

Visit ITM TwentyFirst

Visit Life Insurance Trust

Company

ITM TwentyFirst | 333 South 7th Street, Suite 2400, Minneapolis, MN 55402




