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A COMMON LIFE INSURANCE MISTAKE
Through careful and thoughtful planning, life insurance can accomplish
many important financial objectives. It can be used to transfer assets from
one generation to the next free of tax, provide a tax-free benefit to employees, or indemnify a business from loss. However, if improperly managed,
policy proceeds may be inadvertently subject to estate, gift, or income tax.
Understanding life insurance products and tax laws, as well as how to
avoid planning mistakes, will help to maximize the value of the life insurance asset.




A lack of creditor protection for the children, potentially exposing
policy cash values to the claims of the children’s creditors.
A potential gift tax impact on the insured parent who opts to pay future policy premiums.

A variation on this approach involves naming a spouse as owner and a
child as a beneficiary. This situation can create an undesirable tax trap,
known as “three parties to a contract” or the “Goodman Triangle”. When
the owner, insured, and beneficiary are all different parties, the death benThe most common planning mistakes involve the most fundamental comefit proceeds in the policy may be considered a taxable transfer from the
ponent of a life insurance arrangement: designating the policy owner and
owner to the beneficiary. For this reason, it is important that if the insured
beneficiary(ies).
is not the owner, the owner and beneficiary are the same.

Inclusion in Taxable Estate
The simplest arrangement is for the insured to own the policy, naming the
insured’s estate as beneficiary. This structure results in the life insurance
proceeds being included in the taxable estate of the insured, exposed to
the claims of creditors. In addition, if the estate is listed as the beneficiary,
policy proceeds will be subject to the probate process, which can be both
expensive and time consuming.

Irrevocable Life Insurance Trust
An irrevocable life insurance trust (ILIT) is commonly used to keep life
insurance proceeds out of the taxable estate, while ensuring the estate has
a necessary amount of liquidity to meet any outstanding obligations at
death, including the payment of estate taxes. It is generally best for the
trust document to allow the trustee to apply for, own, and be the beneficiary of the insurance policy.

In the event a non-estate beneficiary predeceases the policy owner, and no
Transfers of existing policy to a trust can have adverse tax consequences:
contingent beneficiary is named, policy death benefits may also be paid to
the insured’s estate. This problem can be easily avoided by naming contin-  A gift of a policy or funds in excess of gifting limits to an ILIT is a
taxable event.
gent beneficiaries on the policy application.
 A policy gifted to a trust within three years of death will be included
Forgoing Incidents of Ownership
in the taxable estate of the decedent.
In order to avoid inclusion of life insurance policy proceeds in the taxable
estate, the insured may choose to have the policy owned by their adult Summary
children, forgoing any incidents of ownership. While the policy is removed The proper management and administration of life insurance policies is
from the estate, potential negative consequences exist, including:
critical to avoid unintentional gift, estate, and income taxation. It is important to consult with an experienced life insurance professional who can
 A loss of control over the policy, including the ability to name the
provide the insight and experience. At Greenberg, Wexler & Eig, we are
policy beneficiary(ies).
here to assist you in reviewing all of your life insurance policies to make
sure that all of your goals are met.

GWE IN THE COMMUNITY

“Through The Federation, I can have an impact far
greater than what I could ever do on my own.”
Matthew Friedson is highlighted in The Jewish Federation of Greater Washington’s Annual Report.
Our very own Matthew Friedson is a busy man. In addition to
being a successful insurance professional, this fourth generation
Washingtonian joined The Federation to do positive things for
his community and received much in return. As Matthew says,
“I’m just a little piece of our community’s growing web, and my
hope is to help more and more people find their own passion
and meaningful connection so they can help us further grow
and improve our community.”

GWFIFA Tournament
On September 11, 2014, the
Greater Washington Foundation
of Insurance and Financial Advisors held their 11th Annual Jay
Bell Memorial Golf Tournament
at Westfields Golf Club. Keith
Eig has co-chaired this event since
its inception and the tournament
and has helped raise over $500,000 for local charities.
GWFIFA is dedicated to having a positive impact on the
lives of citizens, especially children, of the Washington, DC
metropolitan area, through community service and the
development of financial service professionals.
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