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Written by Ali Nasser and Geordie Hrdlicka

2013 brought several changes to the tax law. One of the most notable was maintaining the temporary estate tax 
exemption of $5,000,000 per person. The new law means you can leave up to $5,000,000 (indexed for inflation) 
to your heirs with no estate tax, and up to $10,000,000 if you are married. The excess is taxed at a top rate of 
40%. This is a significant change since the exemption was scheduled to reduce to $1,000,000 per person with the 
excess taxed at a top rate of 55%.

With this change comes the opportunity for enhanced planning. Many individuals had prepared their family for 
the estate tax by purchasing life insurance to pay the tax (generally owned in a trust). This is a method commonly 
used by the affluent to prevent the need for their heirs to liquidate business or investment assets in order to pay 
the IRS. With the new tax law, your insurance needs may have changed.

So, this brings us to the multi-million dollar question – What to do with the policy? 
Well, five main options exist: Maintain, Modify, Exchange, Surrender or Sell.

You can continue to pay premiums and have the future policy proceeds increase the overall value of your estate. 
You could modify the amount of coverage based on your needs and the premium would adjust accordingly. Since 
insurance contracts are much more competitive today than 10 or 20 years ago, you may be able to exchange the 
cash value of your contract for a new one with higher benefits and even reduce or eliminate future premiums. 
The last options are to surrender or sell, which can be a little trickier. If you own a permanent policy, you usually 
have a surrender or cash value. This is the value the insurance company will pay you if you cancel your policy. 
However, since life insurance is a significant financial asset with unique tax advantages, the market value of your 
policy can be substantially higher than the cash value the insurance company will pay. A secondary market exists 
for the potential sale of existing life insurance contracts at a higher amount than the cash value. This process is 
called a life settlement, and is often a neglected part of financial planning. The recent change in tax law will likely 
stimulate demand for life settlements. It is essential to carefully evaluate your overall plan with an expert advisor 
as each option has its advantages and disadvantages.
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