Would You Like to Find The Silver Lining?

As the saying goes, “Every Cloud Has A Silver Lining.”  Here’s how you can make Income in Respect of a Decedent (IRD) a sales tool.

What is IRD?

In layman’s terms, IRD is income you were entitled to, but did not receive, during your lifetime.  IRD is subject to both income and estate taxes—and sometime generation-skipping taxes, too.  The most common source of IRD is an IRA or other retirement plans.  

How is IRD Taxed?

IRD is an important exception to the general rule that inherited property is exempt from income tax.  Since IRD is not received before death, it is not included on your final income tax return.  However, your estate will have to pay federal estate tax—and maybe state death tax—on the IRD.

At the same time, the recipient of the income—either your estate or the person who receives the right to income under your will or as the designated beneficiary of an IRA, for example—will have to pay federal and perhaps state income tax on the IRD.  

If this treatment does not seem harsh enough, the estates of wealthy individuals who leave IRD property to skip generations often have to pay a Generation Skipping Tax as well.  When all the taxes are tallied the recipient stands to lose 70% or more of the asset to confiscatory taxes.

Where’s The Silver Lining?
To avoid this dramatic depreciation in wealth the asset owner can combine charitable giving with the purchase of life insurance to create a win-win situation for all parties.  For example, take Steve, age 70, who has a $5M estate and $2M IRA.  He wants to leave the IRA to his son and plans on having other assets support his wife.  

Option 1 is to leave the IRA to his favorite charity.  The charity collects the full $2M income tax free at Steve’s death.  Steve’s estate receives a $2M estate tax charitable deduction while transferring the asset with nothing lost to taxes.  

Option 2 is for Steve to set up a testamentary charitable remainder unitrust (CRUT) and name it as the beneficiary of his IRA.  His wife would be named trustee.  Upon his death, the $2M IRA is transferred into the CRUT.  The estate tax charitable deduction will be $602,680, assuming a 55% estate tax bracket and an 8% IRC 7520 interest rate.  At 55% the out-of-pocket estate tax saving is $331,474.  Additionally, the CRUT could provide 10% annual income ($200,000) to Steve’s wife for her lifetime.  At age 68 her life expectancy is 17.6 years, which equals payments of over $3.5M.  

Where’s The Sale?

In both alternatives, to make Steve’s son whole you can suggest that Steve purchase life insurance inside an ILIT to provide income and estate tax-free proceeds for the son to replace the asset given to charity.  By showing your clients like Steve the numerous tax traps found within the realm of IRD, you have provided the proverbial silver lining within this cloud and set the foundation for a life insurance sell.

 We pride ourselves on providing these types of meaningful sales ideas.  If you are interested in other Silver Linings please contact us at:

The Selario Agency, Inc.

800-331-7113  

hstern@selarioagency.com
