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Aaron Hanson CLU®

ITM TwentyFirst Remediation Manager
Email: ahanson@itm21st.com
Aaron is responsible for managing the TOLI policy 
remediation and life insurance review services for ITM 
TwentyFirst. His team reviews over 14,000 life insurance 
policies annually, while also providing remediation 
services for Managed clients which include complex 
policy analysis and new policy/replacement reviews. 
Prior to joining ITM TwentyFirst in 2010, Aaron worked 
for CUNA Mutual Group for 10 years and has over 
16 years’ experience in reviewing and servicing life 
insurance contracts. Aaron earned his B.A in Finance 
from Buena Vista University in Storm Lake, Iowa and is 
a Chartered Life Underwriter (CLU®) 

Michael Brohawn CFP®, CLU®

ITM TwentyFirst Managing Director
Email: mbrohawn@itm21st.com
Michael Brohawn, is a Managing Director at ITM 
TwentyFirst, joining the group after the merger with 
Insurance Trust Monitor, where as a Founder he 
developed the life insurance remediation service for 
trustees designed to maximize the trust benefit to the 
beneficiaries. Before joining ITM, Michael was with a 
boutique firm serving the “high-end” life insurance 
market. He developed one of the first holistic policy 
review focused marketing programs for the insurance 
industry, a program still successfully employed. He has 
spoken at many national industry events. 
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Today’s Agenda
• Why Are Policies “Unwanted”?
• Overview: What To Do With An Unwanted Policy
• Case Design: Analyzing All Options
• Mitigating Your Liability: Documentation

5 Reasons That Policies Become “Unwanted”
1. Policy performance

2. Change in investment temperament

3. Change in grantor financial situation

4. Change in trust goals

5. Change in estate tax position

Policy Performance: Paraphrased from the ITM 
TwentyFirst Blog entry, Transamerica Cost Increase 
Causes Premium to Maturity to Double

There is More Gray Than Black and White

The Universal Life (UL) chassis is actually 
pretty simple to understand.  The premiums 
contributed become part of the cash 
value (typically after a sales charge is 
deducted), and the cash value grows tax-
deferred based on some investment return, 
depending on the type of UL policy. Each 
month, the carrier deducts charges from the 
policy. These monthly deductions are taken 
out on the same date each month.

The largest component of the monthly 
deduction is typically the cost of insurance 
(COI), which increases each year as 
the insured ages. The increases to the 
Transamerica policy to the right are on 
top of the naturally occurring annual cost 
increases.

The annual level premium solve to maturity 
for this policy prior to the increase was 
$36,400, after it was $81,595

Policy 
Year

Old Monthly 
Deduction Charges

New Monthly 
Deduction Charges

% 
Change

28 3.29 4.61 40.23%

29 3.69 5.18 40.32%

30 4.09 5.75 40.44%

31 4.52 6.35 40.57%

32 4.94 6.96 40.70%

33 5.38 7.58 40.85%

34 5.85 8.25 41.01%

35 6.33 8.93 41.18%

36 6.84 9.67 41.35%

37 7.39 10.46 41.51%

38 7.97 11.29 41.68%

39 8.58 12.17 41.82%

40 9.24 13.12 41.91%

41 9.95 14.12 41.93%

42 10.78 15.28 41.83%

43 11.59 16.41 41.58%

44 12.41 17.52 41.15%

45 13.31 18.71 40.50%

46 14.74 20.56 39.49%

47 16.81 23.21 38.09%

48 19.50 26.59 36.38%

Monthly deduction charges per thousand dollars of death 
benefit coverage provided. 

Because of the cost increase, the premium to carry the policy to 
age 100 jumped from $36,400 to $81,595, a jump of over 200%.

Cost Increase on a Transamerica UL Policy
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Change In Estate Tax Position: Less Wealthy “Need” A Life Insurance Trust.  

 Year
Exemption 

Amount
Top 
Rate

 Year
Exemption 

Amount
Top 
Rate

 Year
Exemption

Amount
Top 
Rate

1997 $600,000 55% 2004 $1,500,000 48% 2011 $5,000,000 (indexed) 35%

1998 $625,000 55% 2005 $1,500,000 47% 2012 $5,120,000 35%

1999 $650,000 55% 2006 $2,000,000 46% 2013 $5,250,000 40%

2000 $675,000 55% 2007 $2,000,000 45% 2014 $5,340,000 40%

2001 $675,000 55% 2008 $2,000,000 45% 2015 $5,340,000 40%

2002 $1,000,000 50% 2009 $3,500,000 45% 2016 $5,430,000 40%

2003 $1,000,000 49% 2010 Repealed NA

The Shrinking Federal Estate Tax 
In 2000, a couple with a $10M estate had a federal estate tax of approximately $4,757,500 

• $10,000,000 minus $1,350,000 = $8,650,000 times 55% = $4,757,500

In 2006, a couple with a $10M estate had a federal estate tax of approximately $2,760,000 
• $10,000,000 minus $4,000,000 = $6,000,000 times 46% = $2,760,000

In 2016, a couple with a $10M estate pays no federal estate tax  
• $10,000,000 minus $10,860,000 < $0

Estimated Estate Tax Returns and Liability 2001 2007 2015
Estate Tax Returns Filed (thousands) 110 37 11
Taxable Returns (thousands) 51 17 5
Estate tax liability (billions) 24 25 18

Source: Internal Revenue Service, Statistic of Income (SOI) Division of IRS

What Are Your Options With An Unwanted Policy?
• Do nothing – let it run out
• Surrender the policy for cash value
• Reduce the death benefit
• 1035 Exchange into a new policy
• Sell the policy in the secondary market

Understanding A Life Settlement
A life settlement is the sale of an existing life insurance policy to a third party – an investor - for an amount in excess 
of the policy’s cash surrender value, but less than its death benefit.  The purchaser takes over all future premium 
payments and receives the death benefit upon the death of the insured.  The policy owner receives cash for the sale.  
There are opportunities to sell a portion of the death benefit, but in most instances, an outright sale of all of the death 
benefit in the policy occurs. 



Independent Life Insurance Experts

itm-twentyfirst.comPage: 5

Selling a Policy - The Secondary Market
From a 2005 Deloite study:
“The Beneficiary, who has a vested benefit in maintaining the life insurance contract, can help preserve a high-
yielding, tax-free asset by securing funds to satisfy the liquidity needs of the policyholder or by assuming the 
premium payments on the life insurance policy. The return on the Beneficiary’s investments to preserve the life 
insurance contract is likely to exceed any other investment option.”

From a February 24, 2015 Press Release
“Americans who are aged 65 or older leave approximately $112 billion in benefits on the table each year by 
lapsing or surrendering their life insurance policies, according to new research unveiled at the Life Insurance 
Settlement Association’s (LISA) Fifth Annual Institutional Investor Life Settlement Conference.”

What Do You Do When You Come Across An Unwanted Policy?
• Review client expectations, needs and goals.

i. The client is the Beneficiary

• Develop a prudent process
i. Make sure that the decision you make makes sense based on the best facts and circumstances available 
at the time

• Alternative analysis
i. You need to know how to analyze all of the options available 

• Document, Document, Document

Remember:
Section 8 of The Uniform Prudent Investor Act (UPIA): Compliance with the prudent investor rule is determined in 
light of the facts and circumstances existing at the time of a trustee’s decision or action and not by hindsight.

When?  If your client has decided to lapse or surrender a policy. 

Who?  The typical prospect is age 70 and up, though someone age 65-70 may qualify if there are health issues

What Kind of Policies?   The most attractive policies in the market are Universal Life policies, typically Current 
Assumption Universal life policies. Indexed Universal Life and Variable Universal Life are possible candidates if their cost 
structure is reasonable. Term insurance that is convertible to a Universal Life policy is often overlooked, but is a good 
candidate.  Whole Life is typically not a good candidate, however, some Whole Life policies will qualify.

How Large Must the Death Benefit Be? A minimum face amount to be considered would be $100,000, but the best 
candidates are $500,000 and up.  Jumbo policies of $5,000,000 and up are exceptional candidates.
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Case Study #1 – Cost of Insurance Increase
In February of 2016 we received a letter with the following information:

What’s Changing and Why
Once a month, Transamerica withdraws a “monthly deduction” from the policy’s accumulation value. The factors 
that affect monthly deduction rates are outlined in your policy. Starting on your next policy anniversary date, your 
monthly deduction rates will increase by approximately 38%. This rate increase is in addition to the customary 
increases that are associated with age. For an estimate of your new monthly deduction for the coming policy year, 
please contact us.

The policy was a $4,000,000 Transamerica TransMax policy issued in April of 1990 to a Male, Standard, Non-Smoker 
Age 52 at the time of policy issue.  At the time we received the letter, $1,342,887 in premium had been placed into 
the policy.  The policy was in policy year 27.  The insured was age 79, in good health.  

Additional Notes:
• After paying over $1.3M and being hit with a COI increase, the Grantor decided that he was no longer going to fund 

the policy. 
• There were 2 Beneficiaries to the trust.
• There was no immediate need for the funds by the Beneficiaries.

Policy Alternatives:
1. In order to maintain the same death benefit on a non-guaranteed basis to the Grantor’s age 100, it is anticipated that 

annual premiums of $81,595 would be required.  The policy has no maturity extension and at maturity age 100, will pay 
the net cash value to the owner on the policy anniversary nearest the Grantor’s age 100 if living on that date.

2. If no premium was paid and policy death benefit kept at the full $4M, based on the current non-guaranteed 
assumptions, (which assumes the 38% increase to the monthly deduction rate), the policy is projected to 
continue through policy year 37 and then lapse with no value in year 38; insured’s age 89.  

3. To extend the Policy beyond the projected lapse in policy year 38 without additional premium, the death benefit 
would need to be reduced.  

• Reduce the death benefit from $4,000,000 to $3,111,675, which is projected to keep the Policy in force to maturity 
age 100 based on current non-guaranteed assumptions and no additional premium.  Any changes to future 
monthly deduction rates may result in additional premiums in the future to avoid a policy lapse.

• Change the policy to a Reduced Paid-Up (RPU) contract with a guaranteed death benefit of $2,811,172.00 to 
maturity age 100 and no additional premiums required.  The amount of RPU insurance is calculated by using the 
net cash value divided by the net single premium for the insured’s attained age, as stated in the policy contract. 

 

Options #1- Keep Policy As Is
#2 Reduce Existing 

Policy Death Benefit
#3 Get a Reduced 

Paid Up Policy
Death Benefit $4,000,000 $3,111,675 $2,811,172

Contributions Going 
Forward

$81,595, potential of $1,713,495 
in additional premium

$0.00 $0.00

Value at Maturity Net Cash Value Net Cash Value Full Death Benefit

Notes Subject to Future Cost Increases
Subject to Future Cost 

Increases
Contractually 
Guaranteed
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 • Documentation:  A Policy Change Acknowledgment document was created:

• Outlined the COI increase and the effect on the policy.
• Outlined all of the options above in great detail.
• Had language that spoke to the fact that the Trustee, along with the Co-Trustee agreed that, “based on 

currently available information and in light of the totality of the circumstances, it appears appropriate at this 
time to change the Policy to a Reduced Paid-Up (RPU) contract with no further premiums required.”

• Reiterated that the death benefit drop would be permanent and that additional coverage on the insured 
may or may not be available in the future.

• Document was signed by Grantor and all Beneficiaries and made part of the trust file.
• The policy was exchanged for a Reduced Paid Up policy.

Case Study #2 – Lapsing Policy
The policy was a Survivorship Universal Life policy issued in 2010 with a current level death benefit of $5,456,388 and 
Net Cash Value of $0.00. The scheduled annual premium was $240,000.  The premiums that have been paid thus far 
on the policy total $1,200,000.  The policy was in year 5.  

This policy is guaranteed to the insured’s age 110, provided the $240,000 is paid on or before the scheduled due date 
each and every year to age 100.  The policy is relying on its no lapse guarantee to sustain the coverage to maturity, as 
there is no cash value.  It was imperative that all premiums are paid when due, or the no lapse guarantee may be lost.  

Policy Alternatives
1. Pay the scheduled annual premium of $240,000

• Policy is guaranteed to maturity, with premiums payable to age 100
• Review to follow

2. No further premium

• Policy will lapse 
3. Invest future premiums vs. paying premiums

• Review to follow
4. Sell the policy in the Secondary Market

• No offers were forthcoming because of policy type, client health
5. Policy replacement  

• After obtaining informal application, no more efficient options could be obtained 
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Option #1

If you continue to pay premiums of $240,000 per year and assuming that you have already paid $1,200,000 into the 
policy, the total premium paid would surpass the death benefit at the insureds age 96/97, as seen below.  But that 
does not take into consideration the time value of money.  

Continue Policy Scheduled Premium of $240,000
Year Policy Year Age Premium DB Total Premium Paid
2016 6 80 $240,000 $5,456,388 $1,440,000
2017 7 81 $240,000 $5,456,388 $1,680,000
2018 8 82 $240,000 $5,456,388 $1,920,000
2019 9 83 $240,000 $5,456,388 $2,160,000
2020 10 84 $240,000 $5,456,388 $2,400,000
2021 11 85 $240,000 $5,456,388 $2,640,000
2022 12 86 $240,000 $5,456,388 $2,880,000
2023 13 87 $240,000 $5,456,388 $3,120,000
2024 14 88 $240,000 $5,456,388 $3,360,000
2025 15 89 $240,000 $5,456,388 $3,600,000
2026 16 90 $240,000 $5,456,388 $3,840,000
2027 17 91 $240,000 $5,456,388 $4,080,000

Life Expectancy 2028 18 92 $240,000 $5,456,388 $4,320,000
2029 19 93 $240,000 $5,456,388 $4,560,000
2030 20 94 $240,000 $5,456,388 $4,800,000
2031 21 95 $240,000 $5,456,388 $5,040,000

Total Premium is Equal 
to Death Benefit

2032 22 96 $240,000 $5,456,388 $5,280,000
2033 23 97 $240,000 $5,456,388 $5,520,000
2034 24 98 $240,000 $5,456,388 $5,760,000
2035 25 99 $240,000 $5,456,388 $6,000,000
2036 26 100 $240,000 $5,456,388 $6,240,000
2037 27 101 $0 $5,456,388 $6,240,000
2033 28 101-110 $0 $5,456,388 $6,240,000
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Option #2: 
If you invested the premium contributions going forward instead of paying premium, assuming a 4%, 5% or 6% net 
return the investment would equal the policy death benefit in the early to mid-90’s of the insured, which is past the 
expected LE.

Invest Funds Assume Hypothetical Rate of Return
Year Policy Year Age Contribution At 4% At 5% At 6%
2016 6 80 $240,000 $249,600 $252,000 $254,400
2017 7 81 $240,000 $509,184 $516,600 $524,064
2018 8 82 $240,000 $779,151 $794,430 $809,908
2019 9 83 $240,000 $1,059,917 $1,086,152 $1,112,902
2020 10 84 $240,000 $1,351,914 $1,392,459 $1,434,076
2021 11 85 $240,000 $1,655,591 $1,714,082 $1,774,521
2022 12 86 $240,000 $1,971,414 $2,051,786 $2,135,392
2023 13 87 $240,000 $2,299,871 $2,406,375 $2,517,916
2024 14 88 $240,000 $2,641,466 $2,778,694 $2,923,391
2025 15 89 $240,000 $2,996,724 $3,169,629 $3,353,194
2026 16 90 $240,000 $3,366,193 $3,580,110 $3,808,786
2027 17 91 $240,000 $3,750,441 $4,011,116 $4,291,713

Life Expectancy 2028 18 92 $240,000 $4,150,059 $4,463,672 $4,803,616
2029 19 93 $240,000 $4,565,661 $4,938,855 $5,346,233
2030 20 94 $240,000 $4,997,887 $5,437,798 $5,921,407
2031 21 95 $240,000 $5,447,403 $5,961,688 $6,531,091
2032 22 96 $240,000 $5,914,899 $6,511,772 $7,177,357
2033 23 97 $240,000 $6,401,095 $7,089,361 $7,862,398
2034 24 98 $240,000 $6,906,739 $7,695,829 $8,588,542
2035 25 99 $240,000 $7,432,608 $8,332,620 $9,358,254
2036 26 100 $240,000 $7,979,513 $9,001,251 $10,174,150

Review Of Suggested Steps:
1.  Verify intentions for policy and trust goals - Has health or financial condition changed, etc.?

2.  Review premium options 

• Option 1 – Continue to pay the scheduled premium.
• Option 2 – No further premium.

3.  Review policy options

• Sell policy in secondary market - Obtain preliminary offer
• Policy replacement – Obtain informal inquiry to determine if a new policy is an option.
• Allow policy to lapse and invest funds instead of paying premium.

4.  Decide on option/plan of action.

5.  Documentation – Obtain any documentation necessary regarding trust/policy intentions and/or policy changes 
from Grantors/Beneficiaries.  

6.  Monitor policy – Track/monitor policy performance going forward, if kept.
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Case Study #3 – Surrender, Reduce Death Benefit or Keep?
The policy was a Current Assumption Universal Life policy issued in 2004 with a current level death benefit of $3,000,000 
and Net Cash Value of $818,500. The Grantor has decided to not fund the policy and none of the Beneficiaries are 
interested in funding the policy.  The Trustee has to decide what to do with this $3,000,000 asset.

Policy Alternatives
1. Pay the scheduled annual premium.

• Since no money is forthcoming, that is not an option.
2. Surrender the policy for its net Cash Value.

• This is not a taxable event.
• Review to follow – Investment Analysis at two net returns

3. Allow the policy to run as is – at current death benefit, with no premium.

• Review to follow – policy to lapse in approximately 10 years.
4. Reduce the death benefit to an amount that will carry the policy to maturity.

• Review to follow -  $2,100,000 death benefit
5. Sell the policy in the Secondary Market

• No offers were forthcoming because of policy cost, client health
6. Policy replacement  

• After obtaining informal application, no more efficient options could be obtained.

1 2 3 4 5 6 7 8 9

Year Policy 
Year Ages

Surrender 
Value 

Invested 
at 4%

Surrender 
Value 

Invested 
at 6%

Policy Outcome 
at Current 

Death Benefit of 
$3,000,000 and No 

More Premium

Policy Outcome 
at Reduced 

Death Benefit of 
$2,150,000 and No 

More Premium

LE Report                         
% Chance Insured 

Would Have  
Passed Away

1 2016 12 83 $903,240 $920,610 $3,000,000 $2,150,000 3.40%

2 2017 13 84 $939,370 $975,847 $3,000,000 $2,150,000 7.80%

3 2018 14 85 $976,944 $1,034,397 $3,000,000 $2,150,000 11.00%

4 2019 15 86 $1,016,022 $1,096,461 $3,000,000 $2,150,000 19.00%

5 2020 16 87 $1,056,663 $1,162,249 $3,000,000 $2,150,000 25.00%

6 2021 17 88 $1,098,930 $1,231,984 $3,000,000 $2,150,000 35.00%

7 2022 18 89 $1,142,887 $1,305,903 $3,000,000 $2,150,000 41.10%

8 2023 19 90 $1,188,602 $1,384,257 $3,000,000 $2,150,000 56.00%

9 2024 20 91 $1,236,146 $1,467,312 $3,000,000 $2,150,000 65.00%

10 2025 21 92 $1,285,592 $1,555,351 Policy Lapse $2,150,000 71.50%

11 2026 22 93 $1,337,016 $1,648,672 $2,150,000 78.50%

12 2027 23 94 $1,390,496 $1,747,593 $2,150,000 83.00%

13 2028 24 95 $1,446,116 $1,852,448 $2,150,000 87.00%

14 2029 25 96 $1,503,961 $1,963,595 $2,150,000 92.00%

15 2030 26 97 $1,564,119 $2,081,411 $2,150,000 96.00%

16 2031 27 98 $1,626,684 $2,206,295 $2,150,000 100%

17 2032 28 99 $1,691,752 $2,338,673 $2,150,000 

18 2033 29 100 $1,759,422 $2,478,994 $2,150,000 

Runs to Maturity
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Communication/Documentation
1. Develop a concise report/analysis

2. Communicate with all responsible parties

3. Get the Beneficiaries involved if any changes are made to the policy or benefit

4. Develop a document outlining all options and the reasons for your decision.

5. Have all parties to the trust sign the document.   

The outcome cannot always be (completely) 
controlled, but the process can.
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2016 Fall Course Schedule - Free CFP® & CTFA CE Credits

Pricing Unique Assets
Brad Davidson, Managing Partner, Unique Asset Partners, LLC
Tuesday November 29, 2016 at 2:00PM EDT
• 1 Hour CE credit for CFP, CTFA and FIRMA Certified Member, Pending

How should “unique assets” (client investments originating on Main Street, not Wall Street) be valued in compliance 
with current regulatory requirements?  Pricing unique assets properly can be a vexing challenge. In this presentation 
a leading valuation specialist will explain in non-technical terms who should (and how to) value the seven most 
widely-held unique asset types (real estate; closely-held businesses; life insurance; minerals, oil and gas; loans and 
notes; intellectual property; and collectibles).  For those who work in this space, this session will provide a wealth of 
clear information.

Knowing WHY, WHEN & HOW To Move ILIT Accounts Out of Your Portfolio
Leon Wessels, New Business & Strategic Relationships and Michael Brohawn CFP®, CLU®, 
Marketing Director, ITM TwentyFirst
Tuesday December 13, 2016 at 2:00PM EDT
• 1 Hour CE credit for CFP, CTFA and FIRMA Certified Member

Many Trust Owned Life Insurance (TOLI) trustees would like to relieve themselves of at least some of the TOLI trusts 
(ILITs) in their portfolio. The reasons are many – some clients are troublesome, some ILITs represents more than an 
acceptable risk and many are simply unwanted because there is no real business relationship with the grantor, 
only a liability to the trustee.  This session will discuss the various issues that might cause a trustee to want to divest 
of these assets and provide the various methods that will allow the trustee to do so in an efficient and safe manner.  
This is a must see session, especially for those trustees looking to make changes in 2017.

About ITM TwentyFirst University
ITM TwentyFirst University was created to provide those individuals working with personal 
trusts and TOLI trusts a source of vital information to utilize in their practice. The course 
topics will include real life case studies that can be applied to day to day situations. 
Subject matter is designed to help Advisors provide better guidance and assistance to 

clients. Our faculty consists of sought after presenters who are experts in their related fields. The courses are offered for 
free and will carry Continuing Education (CE) credits. See specific courses for CE listings.


