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Estate Planning

Playbook in a

Volatile Time
 

A MERISTEM FAMILY WEALTH WHITEPAPER

A volatile market, undervalued assets and record low interest rates

typically only increase investor stress, but these factors can create a

particularly advantageous time for estate planning. Given the additional

uncertainty around the estate and gift tax exemption amounts, and their

longevity, there has never been  a better time to consider gifting assets. 

 

Any estate planning technique that centers on the applicable federal

interest rate, or the published section 7520 rate, will work even better in

today's environment.   Add depressed asset values to that equation, and

just about every estate planning technique will be at peak effectiveness

over the next few months.  In the pages that follow, we outline a few of the

most advantageous techniques to consider right now, with a spotlight on

GRATs (grantor retained annuity trusts).

A GREAT TIME FOR A GRAT?
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Trust creator (grantor) creates a trust document that

lasts a short term of years (typically two to five years)

and transfers assets into the trust (usually marketable

securities or closely held stock).

Each year the grantor receives a portion of the

original value of the principal back as an annuity

payment. These payments occur each year for the

entire trust term and are calculated using a published

interest rate.

The published interest rate for May is 0.80%, which is

historically low.

At the conclusion of the trust term, the remaining

value of the trust passes directly to beneficiaries, or to

another trust, estate and gift tax free.

Typically there is little or no "gift" to the trust since the

grantor receives the original principal plus interest. As

such, no gift tax exemption is used in this technique.

A grantor retained annuity trust, or a GRAT, is a type of

trust that works incredibly well in this particular

environment. The structure is as follows:

      

      

 

 

 

    

 

 

$690,083 the first year 

$828,099 the second year 

$993,719 the third year

$1,192,462 the fourth year, and 

$1,430,955 in the final year  

Illustration

Assume the grantor transferred marketable

securities worth $5,000,000 in May of 2020 to a

GRAT. The guaranteed payments to the grantor

would be:

 

 

If the portfolio grows at 10% annually, the remaining

amount (allowed to pass tax free) would be

$1,994,935.

 

Given the current status of the market, economic

recovery and additional growth within the next five

year period are likely. While growth is never

guaranteed, and even if the portfolio did not grow in

value, the grantor has not wasted any lifetime

exemption or paid any additional tax on the

principal amount.   The balance of the trust would

simply come back in annuity payments leaving zero

to pass through to the beneficiaries.

 

 

GRAT -  WHAT IS IT?  HOW DOES IT WORK?
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Direct Gifts of Low Valued Assets

One of the simplest techniques to take advantage

of in a volatile market is to gift any asset that may

be undervalued today. This includes most

portfolios, but likely most closely held business

interests as well.   Think of commercial real estate

buildings that aren’t fully rented, or businesses in

the restaurant and hospitality space, or anything

across several segments that have been adversely

affected during this downturn. 

 

The value of the gift is the value of the business

interest on the date of the gift. Even if markets and

values recover in short order, the appraisal will

reflect the situation on the day of the gift.  

 

Direct Gifts can be Outright to Others, or to Trusts  

This strategy is of importance for gifts that are

anticipated to be retained in the family, or those

you would expect to grow significantly. Consider

gifting those assets to a trust that can last

generations. Trusts created in states such as South

Dakota, where Meristem Trust Company is located,  

are allowed to last in perpetuity. This type of

dynasty trust could even include a spouse as a

permissible beneficiary.

 

As of today, each person has $11,580,000 in gift

and generation skipping tax exemptions, and a

direct gift could be a great use of those available

exemptions before they sunset and while the value

of the gift is particularly low.

 

 

 

 

 

ADDITIONAL WEALTH TRANSFER STRATEGIES

Intra-Family Lending

Whenever published interest rates are low, and the

needs of family members are high, acting as the

lender can be an effective tool. The minimum

annual rates for May are 0.25% for short term

loans, 0.58% for loans up to 9 years, and 1.15% for

longer term loans. Families often take these rate

opportunities to lend money to children or

grandchildren to purchase homes, start businesses,

or even invest in the market.

 

Sale of Low Valued Assets to a Trust

Similar to a GRAT, clients could consider selling a

low valued asset to a trust. The grantor  retains the

right to be paid back for the value of the asset on

the date it was sold (including any applicable

discounts), with a prescribed annual interest rate. 

Depending on the term of the note, the rate could

be as low as 0.25% and if long term, 1.15%. Any

growth the asset has after the sale, would pass

estate and gift tax free to the recipients of the trust.

This technique can pass to a generation skipping

trust, or a dynasty trust, whereas the GRAT is more

limited in that regard. If structured properly, the sale

itself will not be considered a taxable event or

trigger any gains or losses.
 

For specific tax or legal advice related to your estate plan consult with your attorney or CPA.
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MERISTEM PROFILE

Founded in 1999 as a registered investment advisor

Offices in Minnetonka, MN; Naples, FL; Scottsdale, AZ and Sioux Falls, SD

40+ Employees

Serving 160 families across 37 states and 4 countries

Assets under management over $3.9B

Meristem Trust Company, based in Sioux Falls, SD

FAMILY BEYOND THE NUMBERS®

Stewardship beyond the financials to help the family realize its holistic priorities and potential. We help client

families discover, communicate and execute their legacy. 

Talk to us today about your estate planning questions during this historic time, or any other questions where

we may be of service.


