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As part of the Tax Cuts and Jobs Act of 2017, the estate tax, gift, and GST exemptions have been 
increased from $5 million (indexed for inflation) to $10 million (also indexed for inflation). These 
increased exemptions are slated to expire on December 31, 2025 and on January 1, 2026, the 
exemptions will revert to the $5 million exemption level, taking into account inflation adjustments from 
2011-2025. This BYA discusses a myriad of wealth transfer opportunities for consideration due to the 
temporary increase in the gift, estate and GST tax exemptions. 

Conversations about estate tax planning and life insurance often go hand-in-hand, particularly in the  
high-net-worth space. Although only a small percentage of the US population will have federal taxable estates 
under the new law, the benefits of life insurance should not be overlooked, particularly with respect to its ability 
to enhance the legacy left to loved ones and facilitate numerous wealth transfer planning goals. 

Consider how the following planning ideas can play an important role in light of the 2017 tax  
law changes:
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Planning Idea 1: Highlight the Living Benefits of Life Insurance
Life Insurance as an Asset Class: Life insurance is often a key component of a diversified portfolio of assets. Given 
the tax advantaged nature of life insurance (i.e., proceeds are generally received income tax free), beneficiaries of 
a policy often receive a higher rate of return on the premiums paid when compared to the return on a taxable 
asset. Additionally, life insurance policy cash values grow tax-deferred and can be accessed in a tax-favored 
manner, which may help supplement income needs. This not only enhances the legacy left to beneficiaries at 
death via a death benefit, but also can provide owners with flexibility during life; allowing owners to strategically 
access life insurance cash values in a tax-efficient manner while preserving other assets for inheritance purposes. 

Protect Against LTC: A long-term care event can have a drastic impact on a taxpayer’s overall retirement portfolio; 
accordingly, a growing concern among many individuals is how to pay for these expenses should the need arise. 
A life insurance policy with an LTC rider is a great way to protect an individual’s family and preserve their assets. 
If he/she incurs long-term care expenses, the death benefit can be accelerated to pay for that care, protecting 
primary retirement assets. Alternatively, if long-term care is not needed, the death benefit is fully preserved and 
can enhance the overall legacy left to his/her family. 

Planning Idea 2: Provide Liquidity   

A life insurance death benefit can provide liquidity at a time when it is needed most. Consider some of the ways 
life insurance can provide the requisite liquidity to help facilitate wealth transfer goals: 

•   Pay final expenses such as funeral costs

•   Pay capital gains and income taxes on assets that do not receive a step-up in basis such as capital gains taxes 
due on assets previously transferred to an irrevocable trust or IRA/401(k) assets

•   Settle or equalize an estate among beneficiaries

Planning Idea 3: Meet Traditional Estate Tax Planning Needs 
Under the new law, an even smaller percentage of families will be subject to federal estate taxes through year 
2025. However, certain high-net-worth families will still be subject to estate taxes through this time period. For 
these individuals, life insurance will continue to be an attractive asset to help pay for estate taxes and provide 
estate liquidity.

STATE ESTATE TAXES NON-RESIDENT ALIENS ULTRA-HNW FAMILIES ($20M+)

•   Several states have estate and 
inheritance taxes with much 
lower exemptions than the 
current federal rates. 

•   For example, CT, DC, IL, MA, MD, 
MN, OR, RI, VT and WA all have 
estate tax exemptions far lower 
than the federal (e.g., between 
$1-$4M exemptions).

•   Of note, life insurance proceeds 
are often exempt from 
inheritance taxes, even when 
owned by the insured. 

•   Under the new law, there is no change in 
tax exposure for non-resident aliens (NRAs) 
with US situs assets. 

•   NRAs will continue to only have a $60,000 
exemption to apply against US assets 
subject to estate taxes.   

•   Of note, life insurance owned by an NRA is 
not subject to US estate taxes.

•   Ultra-affluent families still have significant 
estate tax exposure to the extent their estates 
exceed exemptions.

•   In 2026, the current law expires and reverts to 
$5M exemption (indexed for inflation).

•   Traditional estate tax planning will be 
important for these individuals and they may 
be uniquely poised to take advantage of higher 
gift/GST exemptions before the law sunsets. 
(See Planning Ideas 5 and 6 for planning ideas 
for these individuals).   
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Planning Idea 4: Plan for Families with Unique Needs 
Many families have particular needs and circumstances when it comes to their estate planning for which life 
insurance is often uniquely suited to address. Consider:

PROFILE 
PLANNING CONCERN AND LIFE  
INSURANCE NEED EXAMPLE 

Owns unique or 
hard to divide 
assets

Estates can be made up of various assets, some 
of which are harder to divide than others, such as 
business interests, real estate, and art collections. 

A life insurance death benefit can equalize an estate 
and ensure equity among all beneficiaries. 

Dad’s estate is largely comprised of interest in a commercial 
real estate business. Daughter actively participates in the 
business, but Son is uninvolved. Dad wants to leave the real 
estate business to Daughter, but is concerned about leaving 
Son with a lesser inheritance. The death benefit from a life 
insurance policy can provide needed funds to equalize the 
estate between Daughter and Son.

Families with a 
special needs 
individual

Costs related to care for a special needs child or 
family member can be staggering and difficult to 
accurately account for. Moreover, who will care for/
pay for the care of a special needs beneficiary when 
the primary caregiver dies? Funding a special needs 
trust with a life insurance policy can help replace the 
services of a caregiver and provide the funds to help 
supplement/enhance governmental benefits.

Mom is the caregiver for her child, Son, who is mentally 
disabled. Son currently receives governmental assistance. 
Mom funds a SNT trust and the trust purchases a life 
insurance policy on Mom’s life. Upon Mom’s death, the 
death benefit can be used to replace her caregiving services 
and provide Son with supplemental funds beyond what 
is provided by the government (while still maintaining his 
eligibility for those programs).

Business owners For many high-net-worth individuals, some or all of 
their estate may be comprised of business interest(s). 

Life insurance can provide a funding source for 
a buy-sell arrangement to ensure a timely and 
smooth transition from one business owner to 
another. Without life insurance, the business and/
or the surviving owners may not have the necessary 
liquidity to buy out the estate, placing strain on the 
decedent’s family and/or the business.  

Business Owner X and Business Owner Y enter into a cross-
purchase buy-sell arrangement where they each purchase a 
life insurance policy on their partner’s life and agree to buy 
out the other upon death or another triggering event. Upon 
X’s death, Y uses the life insurance proceeds he receives on 
X’s policy to buy X’s business interest from his estate. This 
ultimately leaves Y with control of the business and X’s heirs 
(spouse and children) with a liquid inheritance. 

Blended families Life insurance can be used to equalize an inheritance 
in a blended family to help avoid family discord at 
death.

Husband has two children from his first marriage. He recently 
remarried Wife who is 12 years younger than him. Husband 
wants to provide for Wife for her life, but ultimately wants to 
leave his assets to his children. Proceeds from life insurance 
could be left to Husband’s children to ensure that they receive 
a full inheritance in a timely manner.

Charitably-inclined 
individuals

Life insurance can replace or replenish an inheritance 
from a large gift made to charity.

C has made charitable gifts to Charity ABC regularly for many 
years and would like to make a large gift to ABC upon her 
death. C still would like to ensure that her children receive 
an inheritance. A life insurance death benefit can replace the 
amount that she was planning on donating to ABC to ensure 
that both ABC and her children receive a legacy.
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Planning Idea 5: Meet Estate Planning Goals Before the Sunset 
Although many individuals may not face a federal estate tax under the new laws, they may find themselves back 
in a taxable position in 2026, when the estate tax provisions sunset and revert to a $5 million per person lifetime 
exemption (indexed for inflation). If taxpayers do not take advantage of the higher exemptions today, by 2026, 
they may lose it.  

PLANNING NOTE

Keep in mind, as individuals grow older their health may deteriorate and 
the cost of insurance goes up. Start conversations today about insurability 
and costs rather than waiting until the estate tax law sunsets.

Now is an excellent time for taxpayers, particularly high-net worth individuals who stand to have a taxable estate 
once the law expires, to take advantage of higher exemptions and accomplish wealth transfer to ILITs and dynasty 
trusts via gifts. For those who may be reluctant to make large, irrevocable gifts to a trust, a private financing or 
a private split dollar arrangement may be an attractive way to initiate planning while taking a “wait-and-see” 
approach. 

Example: In 2018, B enters into a private loan arrangement with his ILIT whereby B lends a large sum 
of money to the trust to pay an insurance premium inside the trust on B’s life. In return, B receives a 
promissory note from the trust structured as a lump sum, 8 year loan using the mid-term AFR. The trust 
uses the borrowed funds to pay the insurance premiums and any excess funds will be invested. At the end 
of the note term, B has the flexibility to forgive the note, using his increased lifetime exemption before the 
law sunsets at the end of 2025. Alternatively, the trust can repay the debt owed to B by using trust funds.

To help alleviate client concerns about future needs and control, which typically arise when large gifts are being 
considered, married couples should consider making these gifts to spousal lifetime access trusts (SLATs).1 A SLAT 
is an irrevocable trust with special language that gives the trustee the ability to make distributions to the grantor’s 
spouse at any time during the lifetime of the spouse. Trusts with SLAT provisions  allow for couples to reduce their 
estates today, when exemptions are higher, but offers a level of control and flexibility over the assets because the 
trustee can make distributions to the spouse should the spouse need access to the trust funds. 

Planning Idea 6: Plan for Multiple Generations  
Taxpayers will also want to take advantage of higher GST exemptions as another excellent way to facilitate wealth 
transfer goals over multiple generations via dynastic trusts. The primary ways of doing this are: 

1.  Creating and funding new dynasty trusts.

2.   Use the increased GST exemption to allocate to old trusts that may not have had a proper GST allocation in the 
past to ensure that trust assets can pass through generations without being subject to estate and GST taxes. 

3.   Decant old trusts (where applicable) into dynastic trusts and use increased GST exemption to allocate to 
current trust values to create GST-exempt trusts. 
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Long-term wealth transfer in dynastic trusts can be leveraged further when life insurance is owned inside of 
these trusts on senior or junior generations. Also consider strategies that involve gifting between generations to 
maximize increased exemptions and affordability of life insurance. 

Example: Grandma (G1) is uninsurable. She has significant wealth that she wants to leave for the benefit 
of her grandchildren (G3) and future generations. G1 gifts premiums to an ILIT using her higher lifetime 
exemption and allocates her increased GST exemption to the ILIT. The ILIT purchases life insurance on her 
son’s life (G2). Upon G2’s death, the trust receives the death benefit, enhancing the legacy left to G1’s heirs 
for multiple generations.

Planning Idea 7: Legacy Protection 
A life insurance death benefit can enhance the legacy that individuals will leave to their loved ones. It can also 
provide a “protective inheritance,” allowing the insured (or insureds) to spend down more of their estate during 
life than originally planned. In this sense, a life insurance death benefit can replace assets inside an individual’s 
estate, giving him/her the flexibility and freedom to spend down assets during life while still ensuring his or her 
loved ones will receive an inheritance. 

HOW IT WORKS: Utilizing higher gift and GST exemptions, an irrevocable trust is funded, referred to here as an 
“Advanced Inheritance Trust”. The Advanced Inheritance Trust then purchases life insurance inside the trust. Upon 
the insured’s death, the trust will receive a death benefit which will increase the total amount left to his/her heirs. 
The trust structure provides creditor protection and allows the grantor to control “beyond the grave” how the 
inheritance will be distributed. For individuals with larger estates, or those subject to state estate or inheritance 
taxes, when the estate tax law sunsets in 2025 and reverts to a $5 million exemption (indexed for inflation) the 
proceeds will be out of the grantor’s estate for estate and GST tax purposes. 

Example: Mom and Dad have a current net worth of $4 million and live in a state with no estate tax. 
They want to travel and enjoy their retirement, but want to ensure that enough wealth is available at their 
deaths to leave their children with a generous inheritance. Although they do not need a trust for estate tax 
purposes, they establish an Advanced Inheritance Trust to own a survivorship life insurance policy on their 
lives. This gives them the freedom to spend down the assets in their estate, knowing that the trust will 
receive a death benefit that will provide a legacy to their children. Moreover, a policy with growing cash 
value affords the trust the ability to make distributions to heirs in “advance” of insureds’ death to help heirs 
buy a home, start a business, pay for education etc. without having to jeopardize the insureds’ own living 
standards in retirement.  
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1.   Clients’ tax/legal advisors must consider the reciprocal trust doctrine when creating a SLAT for both spouses. Under the reciprocal trust doctrine, two substantially similar or 
identical trusts create at (or nearly at) the same time may be disregarded for federal estate tax purposes, causing the trust to be included in each spouse’s estate. 

  This material does not constitute tax, legal, investment or accounting advice and is not intended for use by a taxpayer for the purposes of avoiding any IRS penalty.   
Comments on taxation are based on tax law current as of the time we produced the material.

  All information and materials provided by John Hancock are to support the marketing and sale of our products and services, and are not intended to be impartial advice or 
recommendations. John Hancock and its representatives will receive compensation from such sales or services.  Anyone interested in these transactions or topics may want to 
seek advice based on his or her particular circumstances from independent advisors. 

  Insurance products are issued by John Hancock Life Insurance Company (U.S.A.), Boston, MA 
02210 (not licensed in New York) and John Hancock Life Insurance Company of New York, 
Valhalla, NY 10595.

  © 2018 John Hancock. All rights reserved.
  MLINY011118056

Conclusion
Estate planning is about so much more than estate “tax” planning. Legacy planning is about individuals’ hopes, 
dreams, and providing protection and opportunities for those individuals and the causes they love. Life insurance 
can help to enhance that legacy and facilitate numerous wealth transfer planning goals beyond estate tax 
planning. In light of new estate and GST laws, there are a myriad of planning opportunities to take advantage of. 


