
What if you were faced with the heart-wrenching 
news that you were terminally ill? How would you 
provide for the continued financial support of 
your family and loved ones? How would you and 
your family pay for the expenses related to your 
medical care and comfort? Your life insurance 
policy may be a valuable resource for you and 
your family. Not only can you use life insurance 
to provide a source of income to your survivors 
for their short- and long-term needs, but you also 
may be able to receive proceeds from the policy 
while you’re still alive to help meet the expenses 
related to your illness.

Obtain more life insurance

Even if your health takes a turn for the worse, you 
may be able to increase your life insurance death 
benefit without providing evidence of insurability. 
Increasing the death benefit may provide greater 
financial support to your survivors after you die. 
Here are some ways you may be able to increase 
your death benefit without regard to your health.

If you purchased a guaranteed insurability rider as 
part of your existing life insurance policy, you may 
have the option of buying a higher death benefit. 
However, these riders generally offer the ability to 
purchase more coverage only on specific dates. 
Often, the rider may no longer be available after a 
certain age. Also, optional riders are available for 
an additional fee and are subject to contractual 
terms, conditions, and limitations as outlined in 
the policy.

If your policy pays dividends, you may be able to 
use those dividends to buy fully paid-up additional 
life insurance. It’s important to understand that 
no matter how they’re used or applied, dividends 
may be taxable to you as ordinary income if the 
dividends received, plus all previous nontaxable 
distributions from the policy, exceed the total of 
all premiums paid for the policy.
Caution: Any guarantees are contingent on the 
claims-paying ability and financial strength of the 
issuing company.

Use life insurance for cash

If your life insurance has a cash-value component, 
you may be able to access that cash to help meet 
costs associated with your illness, including lost 
wages, uninsured medical expenses, and respite 
care. One way to access the cash value is by 
surrendering the policy. However, if you surrender 
your policy prematurely, there may be surrender 
charges and income tax implications, as well as 
the loss of the death benefit that could be helpful 
to your survivors.

Or you may be able to borrow against the policy’s 
cash value. But the loan will reduce the policy’s 
cash value and death benefit, could increase the 
chance that the policy will lapse, and might result 
in a tax liability if the policy terminates before your 
death.

Your life insurance policy may come with an 
accelerated benefit rider. As a result of your 
illness, you may be eligible to receive some, or all, 

of the face amount of the policy in advance of your 
death, either in a lump sum or in installments. You 
also may be able to take less money than the full 
amount available to you so that some of the death 
benefit will be payable to your survivors. Usually, 
you can use the proceeds however you wish. 
Rules differ for the tax treatment of accelerated 
death benefits paid to the terminally ill.

You may have added a critical illness life insurance 
(CILI) rider to your existing policy. CILI pays benefits 
to you when you are chronically or terminally ill. 
You can use the money you receive to pay for 
your daily living expenses, increased medical 
costs, or any other way you choose. However, 
the amount you receive (with terminal illness, 
often 100% of the policy’s face value) will reduce 
or eliminate benefits payable to your survivors. In 
addition, there may be tax consequences arising 
out of payments received from CILI. For more 
information on the tax treatment of CILI benefits, 
consult your tax advisor.
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The federal government requires the use 
of certain published interest rates to value 
various items used in estate planning, such 
as an income, annuity, or remainder interest 
in a trust. The government also specifies 
interest rates that a taxpayer may be deemed 
to use in connection with certain installment 
sales or intra-family loans. These rates are 
currently at or near historic lows, presenting 
several estate planning opportunities.

Low interest rates favor certain estate 
planning strategies over others. For 
example, low interest rates are generally 
beneficial for a grantor retained annuity 
trust (GRAT), a charitable lead annuity trust 
(CLAT), an installment sale, and a low-interest 
loan. On the other hand, low interest rates 
generally have a detrimental effect on a 
qualified personal residence trust (QPRT) 
and a charitable gift annuity. But interest 
rates have little or no effect on a charitable 
remainder unitrust (CRUT).

Grantor retained annuity trust (GRAT)

It’s easy to think of a COLA as a “raise,” In 
a GRAT, you transfer property to a trust, 
but retain a right to annuity payments for 
a term of years. After the trust term ends, 
the remaining trust property passes to 
your designated beneficiaries, such as 
family members. The value of the gift of the 
remainder interest is discounted for gift tax 
purposes to reflect that it will be received 
in the future. Also, if you survive the trust 
term, the trust property is not included in 
your gross estate for estate tax purposes. 
If the rate of appreciation is greater than 
the IRS interest rate, a higher value of trust 
assets escapes gift and estate taxation. 
Consequently, the lower the IRS interest 
rate, the more effective this technique can 
be.

Charitable lead annuity trust (CLAT)

In a CLAT, you transfer property to a trust, 
giving a charity the right to annuity payments 
for a term of years. After the trust term ends, 
the remaining trust property passes to your 
designated beneficiaries, such as family 
members. This trust is similar to a GRAT, 
except that you get a gift tax charitable 
deduction. Also, if the CLAT is structured 
so that you are taxed on trust income, you 
receive an up-front income tax charitable 
deduction for the gift of the annuity interest. 
Like with a GRAT, the lower the IRS interest 
rate, the more effective this technique can 
be.

Installment sale

If you enter into an installment sale with 
family members, you can generally defer 
the taxation of any gain on the property 
sold until the installment payments are 
received. However, if the family member 
resells the property within two years of 
your installment sale, any deferred gain will 
generally be accelerated. The two-year limit 
does not apply to stocks that are sold on an 
established securities market.

You are generally required to charge an 
adequate interest rate (based on IRS 
published rates) in return for the opportunity 
to pay in installments, or interest will be 
deemed to be charged for income tax and 
gift tax purposes. However, with the current 
low interest rates, your family members can 
pay for the property in installments while 
paying only a minimal interest cost for the 
benefit of doing so.

Low-interest loan

A low-interest loan to family members might 

also be a useful strategy. You are generally 
required to charge an adequate interest 
rate on the loan for the use of the money, 
or interest will be deemed to be charged for 
income tax and gift tax purposes. However, 
with the current low interest rates, you can 
provide loans at a very low rate, and family 
members can effectively keep any earnings 
in excess of the interest they are required 
to pay you.

Effect of low rates on other strategies

Charitable remainder unitrust: You transfer 
property to a trust, retaining a stream of 
payments for life or a number of years, after 
which the remainder passes to charity. You 
receive a current charitable deduction for the 
gift of the remainder interest. Interest rates 
have no effect if payments are made annually 
at the beginning of each year, and low interest 
rates have only a minimal detrimental effect if 
payments are made in any other way.
Qualified personal residence trust: You 
transfer your personal residence to a trust, 
retaining the right to live in the home for a 
period of years, after which the residence 
passes to your designated beneficiaries, such 
as family members. The value of the gift of the 
remainder interest is discounted for gift tax 
purposes to reflect that it will be received in 
the future. The lower the IRS interest rate, the 
less effective this technique can be.
Charitable gift annuity: You transfer property 
to a charity in return for the charity’s promise 
to make annuity payments for your life (or for 
the lifetimes of you and your spouse). You 
receive a current charitable deduction for the 
gift of the remainder interest. The lower the 
interest rate, the lower the amount of your 
charitable deduction. Also, charities have 
generally been forced to reduce payout rates 
offered because of economic uncertainties 
and the low-interest-rate environment.

Low interest rates favor certain estate planning strategies over others, and the interest rates used by 
the IRS are at or near historic lows.

ESTATE PLANNING STRATEGIES IN A LOW-INTEREST-RATE ENVIRONMENT



In psychology, “heuristics” refers to the mental decision-making short-cuts that individuals develop over time based on past experiences. 
While heuristics can be helpful in avoiding unnecessary deliberation, they can also lead to misleading biases that can derail even the most 

well-thought-out financial plan.

INVESTOR, KNOW THYSELF
HOW YOUR BIASES CAN AFFECT INVESTMENT DECISIONS

Traditional economic models are based 
on a simple premise: people make 
rational financial decisions that are 
designed to maximize their economic 
benefits. In reality, however, most 
humans don’t make decisions based on 
a sterile analysis of the pros and cons. 
While most of us do think carefully about 
financial decisions, it is nearly impossible 
to completely disconnect from our “gut 
feelings,” that nagging intuition that 
seems to have been deeply implanted in 
the recesses of our brain.

Over the past few decades, another 
school of thought has emerged that 
examines how human psychological 
factors influence economic and financial 
decisions. This field--known as behavioral 
economics, or in the investing arena, 
behavioral finance--has identified several 
biases that can unnerve even the most 
stoic investor. Understanding these 
biases may help you avoid questionable 
calls in the heat of the financial moment.

Sound familiar?

Following is a brief summary of some 
common biases influencing even the 
most experienced investors. Can you 
relate to any of these?

Anchoring refers to the tendency to 
become attached to something, even 
when it may not make sense. Examples 
include a piece of furniture that has 
outlived its usefulness, a home or car 
that one can no longer afford, or a piece 
of information that is believed to be true, 
but is in fact, false. In investing, it can 
refer to the tendency to either hold an 
investment too long or place too much 
reliance on a certain piece of data or 

information. Loss-aversion bias is the 
term used to describe the tendency 
to fear losses more than celebrate 
equivalent gains. For example, you may 
experience joy at the thought of finding 
yourself $5,000 richer, but the thought of 
losing $5,000 might provoke a far greater 
fear. Similar to anchoring, loss aversion 
could cause you to hold onto a losing 
investment too long, with the fear of 
turning a paper loss into a real loss.
Endowment bias is also similar to loss-
aversion bias and anchoring in that 
it encourages investors to “endow” a 
greater value in what they currently own 
over other possibilities. You may presume 
the investments in your portfolio are 
of higher quality than other available 
alternatives, simply because you own 
them.
Overconfidence is simply having so much 
confidence in your own ability to select 
investments for your portfolio that you 
might ignore warning signals.
Confirmation bias is the tendency to 
latch onto, and assign more authority to, 
opinions that agree with your own. For 
example, you might give more credence 
to an analyst report that favors a stock 
you recently purchased, in spite of 
several other reports indicating a neutral 
or negative outlook.
The bandwagon effect, also known as 
herd behavior, happens when decisions 
are made simply because “everyone 
else is doing it.” For an example of this, 
one might look no further than a fairly 
recent and much-hyped social media 
company’s initial public offering (IPO). 
Many a discouraged investor jumped 
at that IPO only to sell at a significant 
loss a few months later. (Some of these 
investors may have also suffered from 
overconfidence bias.)

Recency bias refers to the fact that recent 
events can have a stronger influence 
on your decisions than other, more 
distant events. For example, if you were 
severely burned by the market downturn 
in 2008, you may have been hesitant 
about continuing or increasing your 
investments once the markets settled 
down. Conversely, if you were encouraged 
by the stock market’s subsequent bull 
run, you may have increased the money 
you put into equities, hoping to take 
advantage of any further gains. Consider 
that neither of these perspectives may 
be entirely rational given that investment 
decisions should be based on your 
individual goals, time horizon, and risk 
tolerance.
A negativity bias indicates the tendency 
to give more importance to negative news 
than positive news, which can cause you 
to be more risk-averse than appropriate 
for your situation.

An objective view can help

The human brain has evolved over 
millennia into a complex decision-
making tool, allowing us to retrieve past 
experiences and process information 
so quickly that we can respond almost 
instantaneously to perceived threats and 
opportunities. However, when it comes 
to your finances, these gut feelings may 
not be your strongest ally, and in fact 
may work against you. Before jumping 
to any conclusions about your finances, 
consider what biases may be at work 
beneath your conscious radar. It might 
also help to consider the opinions of an 
objective third party, such as a qualified 
financial professional, who could help 
identify any biases that may be clouding 
your judgment.



A 3.8% net investment income tax is imposed on the unearned 
income of high-income individuals. The tax is applied to an amount 
equal to the lesser of:

• Your net investment income
• The amount of your modified adjusted gross income (basically, 

your adjusted gross income increased by an amount associated 
with any foreign earned income exclusion) that exceeds $200,000 
($250,000 if married filing a joint federal income tax return, and 
$125,000 if married filing a separate return)

So if you’re single and have a MAGI of $250,000, consisting of 
$150,000 in earned income and $100,000 in net investment income, 
the 3.8% tax will only apply to $50,000 of your investment income.

The 3.8% tax also applies to estates and trusts. The tax is imposed 
on the lesser of undistributed net investment income or the excess 

of MAGI that exceeds the top income tax bracket threshold for 
estates and trusts ($12,150 in 2014). This relatively low tax threshold 
potentially could affect estates and trusts with undistributed income. 
Consult a tax professional.

What is net investment income?
Net investment income generally includes all net income (income less 
any allowable associated deductions) from interest, dividends, capital 
gains, annuities, royalties, and rents. It also includes income from any 
business that’s considered a passive activity, or any business that 
trades financial instruments or commodities.

Net investment income does not include interest on tax-exempt bonds, 
or any gain from the sale of a principal residence that is excluded 
from income. Distributions you take from a qualified retirement plan, 
IRA, 457(b) deferred compensation plan, or 403(b) retirement plan 
are also not included in the definition of net investment income.

When Benjamin Franklin died in 1790, he left the equivalent of $4,400 each 
to the cities of Boston and Philadelphia in his will, under the condition that 
the money be loaned and invested. He stipulated that the cities would have 
access to a portion of the funds after 100 years and receive the remaining 
funds after 200 years. When the cities received their balances after 200 
years, the combined bequest had grown to $6.5 million. How did such 
a small initial sum grow to such a large amount? Through the power of 
compound interest. (Source: Benjamin Franklin Institute of Technology, Codicil to 
Benjamin Franklin’s Will)

There are two basic types of interest: simple and compound. The main 
difference between the two is that simple interest generates interest only 
on the initial principal amount, while compound interest generates interest 
based on both the initial principal amount and all accumulated interest. 
Here’s an example of how each works.

Say you put $10,000 in an account that earns 2% simple interest per year. In 
the first year you would generate $200 and end up with a total of $10,200. 
In year two, you’d earn another $200, bringing your total to $10,400.

If you put that same $10,000 in an account that earns 2% compound 
interest per year, in the first year you would generate $200 and end up 
with a total of $10,200. At the end of the second year, however, interest 
builds on the interest from the previous year, and now you earn money 
on the amount in your account rather than the initial principal alone. 
Therefore, the interest earned in that second year is $204, bringing your 
total to $10,404.

While the interest may not seem like much at first, it can add up over time, 
especially when you invest an additional amount each month. For example, 
if you invest that $10,000 in an account that generates 2% compound 
interest per year, and then invest an additional $400 per month, your initial 
investment would grow to $214,943.55 after 30 years. In another 10 years, 
you would have $315,141.32. With compound interest, time is your friend, 
so the earlier you can start saving, the better.
Note:  This hypothetical example of mathematical compounding is for illustrative 
purposes only and does not represent any specific investment. Actual results 
may vary.

WHAT IS COMPOUND INTEREST?

DO I HAVE TO PAY AN ADDITIONAL TAX ON INVESTMENT INCOME?
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