NAFEP

The program described in this brochure is offered
and supported by independent associates of The
National Association of Financial and Estate Planning
(NAFEP). NAFEP was created for the purpose of
developing the best financial, estate and business plan-
ning tools available in the country today (see the
“NAFEP” brochure for more details). It has a presti-
gious Board of Advisors to guide the Association with
expert advice and consulting in estate planning, busi-
ness planning, the law, taxation, accounting and
finance.

NAFEP develops various estate and business pro-
grams, and then teaches its associate members how to
implement them for their clients. Associates who suc-
cessfully complete NAFEP training and testing receive
a “NAFEP Certified Estate Advisor” designation and
certificate. They also have the full research and con-
sulting resources of NAFEP to support them as they
implement their clients’ special strategies and tools.
The associates then work with a knowledgeable attor-
ney for final client planning recommendations and
legal document creation.

Costs are kept to a minimum by having as much
work as possible done before the attorney becomes
involved. Major cost advantages are also achieved by
having research, development, education and consult-
ing all done by one central organization, NAFEP. No
finer, sounder or more cost effective estate or business
program is available elsewhere.

For More Info On NAFEP-
See Our Site on the World Wide Web:
www.nafep.com

NAFEP Products & Services

v/ Premier I Living Trust. The minimum level in trust
planning for a family estate.

v/ Premier II Life Estate Trust. The most advanced family
trust, provides same estate planning as a living trust but
incorporates protection of assets from lawsuits and judg-
ments, plus financial privacy.

v/ Premier III Children’s/Gifting Trust. Use for gifting
programs to heirs free of gift and estate taxes, to hold
funds for the heirs until a predetermined date, as an edu-
cational fund or for the special needs of a beneficiary.

v/ Premier V Life Insurance Trust. Leave a substantial
inheritance free of gift and estate taxes and/or furnish lig-
uidity to pay estate taxes.

v/ Premier VI Private Annuity/Trust. An excellent pro-
gram to provide long term deferral of capital gains taxes.
Also very useful for avoidance of gift and estate taxes.

v/ Premier VII Family Foundation Trust. An advanced
type of charitable family foundation with better tax bene-
fits and flexibility than private foundations.

v/ FLP Trust. This trust is treated as a family limited part-
nership under tax laws, but is an advancement over ordi-
nary FLPs.

v/ Limited Liability Company. A legal entity that provides
advanced limited liability protection with pass thru tax
status. Formed in all 50 States.

v/ C,S and Nevada Corporations. Corporations formed in
any state or a Nevada corporation with its special advan-
tages can be used.

v/ Miscellaneous. QTIP and generation skipping (GST)
trusts, standard wills, pour over wills, durable power of
attorney, medical power of attorney, guardianship
appointment for minors, advanced medical directive
(living will).
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NOTE: The program described in this brochure was
developed by the legal counsel for The National
Association of Financial and Estate Planning (NAFEP),
and is offered and supported by its associate members.

Premier V Insurance Trust

The Premier V Insurance Trust is an excellent means
to transfer large sums of wealth to your heirs, totally
free of gift, estate and/or other forms of death taxes. It
can also provide a means to pay the death taxes on larg-
er estates. Either goal can be met with an easy install-
ment plan in the form of insurance premiums.

Estate Problems and Goals

There are four estate planning issues addressed by
the Premier V Insurance Trust, also known as an
Irrevocable Life Insurance Trust (ILIT):

First. In probably a majority of cases Americans
name themselves as the owner of their own life insur-
ance policies. This is a mistake in cases where their
estate is likely to exceed the maximum amount of death
tax exemptions which are available. Both federal and
state tax laws subject estates to estate, inheritance and
capital gains taxes (capital gains taxes by not allowing a
full step-up in basis on the estate). If the insured person
is the owner of his or her own policy, the death benefit
is included in his/her estate. The death benefit often
pushes the estate well above the exempt amounts.
Simply naming the spouse of the insured person as the
policy owner may not help either. That puts the death
benefit in the spouse’s estate, which may accomplish
nothing more than to move the taxes over to that estate.

Second. Even without life insurance an estate may
be larger than the death tax exemptions and subject to
substantial taxation. That taxation can have a secondary
or side effect that is very negative. For example, sup-
pose that an estate owes several hundred thousand dol-
lars in death taxes. The estate may have plenty of net
worth, but may consist of property which cannot be eas-
ily or quickly liquidated, especially at full value. The
tax laws allow the estate only nine months to pay estate
and inheritance taxes. The heirs are often forced to start
a fire sale of the estate’s assets to meet the deadline.
This forced liquidation may lose a lot more money on
top of the high death taxes. This problem is sometimes
so severe that the estate literally gets wiped out.

Third. You do not want your heirs to have access to
a large amount of money all at once, or before reaching
certain age milestones, or have the money become sub-
ject to the creditors of your heirs or to their divorce.

Fourth. You would like to leave more to your heirs
than your present estate allows, so you plan to use life
insurance as a “leveraged” mechanism to create the
inheritance. But doing so drives your estate into the tax-
able range or causes one of the other problems men-
tioned above.

The Premier V Insurance Trust is an effective and
affordable way for you to solve these problems or to
make that big gift to your heirs, tax free to you and
them. This is done by placing life insurance inside a
special trust or by arranging for the trust to purchase the
insurance from the outset. Here is how it works:

The trust is setup by you the creator, and is adminis-
tered by an independent trustee or by one of your adult
heirs. The insurance policy in the trust covers the life of
either one person (married or single), or the lives of two
spouses in a joint, last to die arrangement.

The trust is the owner and the benefi-
ciary of the policy. In order to con-
form with estate and gift tax laws

the trust must pay the premiums on
the policy, but the creators usually
provide the required funds.

The trust can contain provisions
which allow the death benefit to cater
to any of your family and estate planning
goals. For example, the trust could specify that your
children could get only 1/3 of their share at age 21, then
another 1/3 at age 25, etc. The trust could specify that
your spouse is to be cared for life from the death bene-
fit, with the balance of trust funds going to your chil-
dren with certain specified controls.

You the creator will provide the trust with gifts of
cash, which the trust needs to pay the life insurance pre-
miums. With proper planning these gifted amounts will
not be subject to gift taxes. Under gift tax laws the
money is treated initially as a gift to your heirs. They
must be allowed to take the money for their own per-
sonal use if they want. If they could not touch the
money it would not be a real gift. But your heirs will
understand the strategy you are pursuing and know if
they leave the money in the trust then the trustee will

pay for the insurance policy on your life. Each year you
place the needed funds into the trust. Each year the
trustee writes the heirs to advise them that they have a
gift in the trust, but they have only 30 days to claim it.
When and if the heirs don’t claim any of their gift dur-
ing the 30 days the trustee makes the premium payment.

When the death benefit is paid to the trust the entire
amount will be excluded from taxation in your estate.
This is because the trust, representing your heirs, is an
independent owner of the policy. This strategy could
literally yield a death benefit of millions of dollars and
yet be totally free of death taxes to your heirs. Yet the
premiums you paid might only be a fraction of the
death benefit.

What about gifting existing life insurance into the
trust? This can be done although there are potential
drawbacks. If the insured dies within three years of
making the gift the death benefit will be included in the
insured’s taxable estate. Another problem could be that
the cash benefit in the policy leads to a gift tax. In both
cases it may be worth using the old policy anyway, but
an insurance specialist or estate planner should be con-
sulted first.

Can the creator, the insured, also be the trustee?
There are so many limitations and problems with this
arrangement that neither the insured nor the spouse
should ever be trustee. The trustee must be someone
independent of you or be one of your adult, non-spouse
heirs.

How is the trust administered? The trustee operates
according to the instructions that the you place in the
trust. The trustee takes care of the written notifications
to the beneficiaries and pays the premiums. When the
insured dies the trustee will follow the further instruc-
tions such as providing liquid funds to pay your death
taxes, providing for a handicapped person, minor
children, a spouse, etc. The beneficiaries to the trust,
your heirs, have full enforcement powers of the terms
of the trust.

What insurance company is used? That is up to
you. If you don’t have an insurance specialist then a
NAFEP Associate can recommend someone. But no
specific insurance company, agency or broker is
endorsed by NAFEP.



