
the use of monies from retirement plans to fund 
charitable giving both during life and at death.  The 
Planned Giving Roundtable, as a result, will co-host 
that event.

Best wishes for a terrific balance of the summer.

Yours truly,

David M. Thoms, President  

Dear Members,

It has been a good stretch for FEPCMD since the time 
of our last newsletter.  

The annual golf outing was a grand success with 
record setting numbers for participation in both golf 
and dinner.  Our program speaker’s remarks certainly 
were pertinent to all of those in the room as she tipped 
us off to legal and ethical issues in connection with 
representation or assistance to persons of declining 
competence and/or dementia.

Lt. Colonel Turner from the Salvation Army gave us 
a short presentation regarding the Salvation Army’s 
Bed and Bread Club program in the form of personal 
remarks and a video.  The Salvation Army Bed and 
Bread Club program is the beneficiary of proceeds 
from our annual golf event.

For our “first time” summer program we held a pure 
social and networking event with a Detroit River 
cruise on the Infinity.  We had a very good turnout 
with 96 registrations.  Everyone seemed very pleased 
with the opportunity just to network with friends 
and colleagues.  We were also quite pleased with the 
abundance and variety of both food and beverage 
throughout the evening.  Three hours on the river 
really seemed like fifteen minutes.

Our September program will be held at the Ford 
Piquette Plant Museum.  This was the original Ford 
manufacturing facility in Detroit.  There is a small 
collection of cars on the premises.  We shall have our 
usual format of lecture and dinner.  Our speaker that 
night will be Brian Haynes from Syracuse, New York.  
He will be talking about beneficiary designations 
for 401k, 403b, IRA accounts and other retirement 
facilitations.  He will also include a section regarding 
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2017 Life Insurance Trends

Michael DeFillipo

The election of President Trump, indications of increased 
interest rates, rising political populism in Europe, and a 
general air of uncertainty has created challenges – along 
with opportunities – for advisors and their clients.  

Aside from the continuous use of life insurance products 
for business purposes (the need for buy-sell funding, key 
person coverage, non-qualified deferred compensation and 
investor protection will remain robust, independent of large 
tax reform), we are experiencing several key trends for legacy 
and life insurance planning.  We’ll explore the finite nature 
of estate and gift tax regimes and how the fundamentals of 
life insurance continue to provide value as part of legacy and 
in-life planning. 

Death and Taxes

While they are the only certainties in life, exactly what 
those taxes will be … in life or at death … are a bit up in 
the air.  For the life insurance industry, the specter of  full 
federal estate tax repeal has left many advisors, attorneys 
and individuals question what advanced gift and estate tax 
planning decisions should be made with the unknown of 
what rules to play by.  This is not new ground – we’ve faced 
these questions twice (2010 and 2012) in the last decade 
alone.

While no one can predict the legislative actions of this or 
any future Congress, the notion that some form of wealth 
transfer tax will forever be eliminated is highly unlikely; the 
Estate Tax, in some form, will come back – and when it 
does, there’s no guarantee we’ll enjoy the current exemption 
level, portability and coupling between estate and gift tax 
regimes.

Buying Insurability on the Cheap

Where clients and their advisors may want to pause 
for more clarity before engaging in significant, and 
perhaps irrevocable, gifting and planning, the need to 
protect insurability is still paramount.  The use of large, 
short duration term insurance, particularly from those 
carriers who offer a robust conversion platform, provides 
the opportunity to “warehouse” death benefit in an 
inexpensive form until more is known about immediate and 
intermediate death benefit planning.  

Along with the short-term death benefit protection, 
the conversion “call option” provides coverage for an 
unfavorable change in health.  The ability to acquire 
permanent insurance without the need for medical 

qualification not only hedges against insurability, but 
provides a laddered expense for coverage – clients may be 
able to secure short-term death benefit at very attractive 
rates then implement a permanent plan at a later date 
when additional funding may be available.  This two-
phase approach provides a solution where a liquidity event 
is anticipated in the future, whether that be through an 
intergenerational transfer of wealth or a sale of a business.  
The need for flexibility is a key concern for clients and 
advisors in this period of uncertainty.   

Accumulation and Distribution

Of the three essential tax properties of life insurance – 
an income tax free death benefit, the ability to move 
death benefit proceeds from a taxable estate and the tax 
deferred inside build up – the last item is one we find least 
understood, and therefore underutilized as technique.  Even 
in the event of overall tax reform, those individuals in the 
higher income tax brackets will always have a need to find 
vehicles to defer or eliminate current taxation.   

The industry has been trending toward the use of Indexed 
Universal Life (“IUL”) policies in recent years, particularly 
after the 2008-2009 recessions.  IUL products feature 
downside protection against market loss in exchange for 
giving up a portion of the potential upside of direct equity 
investment.  Policies are credited an interest through the 
carriers General Account based upon the performance of 
a widely available Index – the cash value is not directly 
invested in these Indexes.

While the life insurance provides death benefit protection 
(particularly in the early years), the policy design 
and framing of the solution is to create an additional 
source of supplemental income.  Unlike in traditional 
insurance designs, the “cost” of the solution isn’t the 
insurance premium – the dollars going into the policy 
are characterized more as contributions - but instead 
the insurance charges deducted from the cash value.  By 
properly designing the insurance policy to have the lowest 
available net death benefit, clients can reduce these charges 
to a minimum.

Funded with after-tax dollars, the cash value component 
of life insurance grows income tax deferred and can be 
distributed tax-free in the form of a withdrawal (return of 
premium) and loan (gain); in this sense, the life insurance 
“wrapper” is similar to creating a ROTH IRA account. 
However, unlike a ROTH, there are no contribution 
limits (subject to policy limitations) nor timing restrictions 
on taking withdrawals, but be sure to not run afoul of a 
modified endowment contract.

Continued on Page 4
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Death Benefit Returns within a Portfolio

The use of permanent insurance will continue to be a 
meaningful tool in estate planning, even in a situation 
where the death benefit isn’t used to “pay the tax”.  Unlike 
marketable securities or physical assets, death benefit 
proceeds are cash at the exact time it is needed, removing 
the need to liquidate other holdings should the need arrive.  

While for many of us it’s not the optimal scenario, there 
are few financial products that can deliver the type of 
returns life insurance does in the early policy years.  At 
life expectancy, we can look to the Internal Rate of Return 
(IRR) of the death benefit as a tax-free return on premium 
dollars.  In light of equity market volatility over the past 
10-15 years, we’re seeing a trend towards the use of products 
with a contractual guarantee (e.g., Guaranteed Universal 
Life, or “GUL”) as opposed to products that feature more 
cash accumulation, and therefore flexibility. (All guarantees 
are subject to the claims paying ability of the issuing 
company.)

The ability to predict, and in certain cases guarantee, a 
known rate of return at various points, allows for added 
flexibility in the use and deployment of other assets during 
life; the life insurance death benefit replenishes or levers up 
the portfolio when passed to the next generation.  Using 
permanent insurance also provides a funding source for 
estate equalization when balancing assets between multiple 
family members, or as a simple tool to provide a “target” 
inheritance to heirs. 

Long Term Care Planning

A mentor of mine would often say that ‘actuaries are smart 
people’ (he of course being one), and, by-in-large, that’s 
certainly true.  One area where actuaries and life insurance 
companies came up short was in the pricing of stand-
alone long term care products.  Many of these contracts 
came with non-guaranteed renewal premiums and little or 
no equity component to use as an escape hatch.  Several 
insurers left the marketplace, and those that stayed generally 
raised costs for existing policy holders.

The definitions of long term care are specially defined as 
the inability to perform two of the six Activities of Daily 
Living (“ADLs”) or mental/cognitive impairment; in other 
words, needing care didn’t automatically qualify for getting 
a benefit.  

Going forward, the planning for long term care through 
insurance has largely been incorporated as part of the 
strategies and design detailed earlier.  For more direct 
coverage, many insurance carriers now provide a rider 
available on permanent products that will accelerate 
the death benefit in the case of a long term care event 

(sometimes at an additional cost).  Should the insured never 
need that money for care, a death benefit is still payable to 
the beneficiary, preventing the loss of those premiums.  In 
situations where individuals are seeking less rigidity in a 
qualifying definition for access to the policy value, an over-
funded cash accumulation product can be a tax-preferred 
means of self-insuring.

Life Insurance as Role Player in Estate Freezes

The combination of rising interest rates and questions 
over whether proposed Treasury Regulations under Code 
Section 2704 will become finalized is creating a shrinking 
window of opportunity for using estate freeze techniques as 
a way to move asset appreciation out of the estate.  In these 
techniques, life insurance can provide a supplemental role, 
as a non-correlated asset class for investment performance 
protection and/or as a hedge against mortality risk in a 
zeroed-out Grantor Retained Annuity Trust (GRAT).

Questions and uncertainty around taxes aren’t new to 2017, 
nor will this be the last time we’re faced with a potential 
change.  The fundamentals properties of life insurance will 
continue to make these products important assets within an 
asset plan, independent of short term changes to tax law.

Michael is a 2004 graduate of Swarthmore College with a 
degree in Biology. He has over 12 years of experience in 
the insurance industry, joining 1847 Financial in August, 
2016. Currently, Michael holds a Life Accident and 
Health, Series 65, 63, 6 and 7 Licenses. He received his 
Chartered Life Underwriter (CLU®) designation from The 
American College of Financial Services in 2017. Michael 
has been a speaker at several industry marketing events, 
focusing on the technical aspects of life insurance design 
and application.
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