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Wealth Transfer Arbitrage is a multi-step transaction that combines the use of a Family Limited Liability Company (“FLLC”), 
an Intentionally Defective Grantor Trust (“IDGT”), a Single Premium Immediate Annuity (“SPIA”), and life insurance, to 
create a low risk, income generating investment alternative, while providing multi-generational estate planning. 

Wealth Transfer Arbitrage is applicable when a client wants to transfer assets to children and/or grandchildren, while 
minimizing tax consequences. This is a hedged transaction, where the life insurance carrier takes the risk of the insured 
dying before their life expectancy, while the annuity carrier takes the opposite risk that the annuitant will live beyond    
their life expectancy. 

Increasing Wealth Transfer to Beneficiaries 

H O W  D O E S  I T  W O R K ?

A client forms a FLLC and an IDGT, and then purchases a SPIA and life insurance policy within the FLLC. After Year 1, 
annual SPIA income is used to pay the life insurance premiums. 

The client sells his interest in the FLLC to the IDGT, in return for a Promissory Note. Upon the death of the client, the 
beneficiaries of the IDGT (i.e., the Client’s heirs) receive the insurance proceeds (net of the remaining Promissory Note 
balance), free of estate, gift, or income taxes.
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Schechter is neither a law firm nor an accounting firm. The tax and estate planning information provided is general in nature. It is provided for 
informational purposes only and should not be construed as legal or tax advice. Clients, and prospective clients should consult an attorney or tax 
professional regarding their specific legal or tax situation. Different types of investments involve varying degrees of risk, and actual results may vary 
materially than those portrayed herein.  There is risk when investing in certain financial instruments, including those mentioned in this presentation. The 
market value of financial instruments may be exposed to varying factors, such as a turbulent economic and political environment, fluctuations in foreign 
exchange rates and shifts in market sentiment. the investor takes full responsibility for the risk involved with such investments and understands and 
acknowledges that investment yield and or capital preservation is not guaranteed.  Therefore, it should not be assumed that the future results of any 
specific investment or investment strategy (including the investments and/or investment strategies recommended or undertaken by Schechter) will be 
profitable or equal the results portrayed herein.  While information presented is believed to be factual and up-to-date, Schechter does not guarantee its 
accuracy and it should not be regarded as a complete analysis of the subjects discussed. All expressions of opinion reflect the judgment of the authors as 
of the date of publication and are subject to change. 

I D E A L  C A N D I D AT E S  A R E :

• Interested in transferring assets to their heirs free of estate and gift taxes;

• Interested in generating an expected 6-7% pre-tax return throughout their life*;

• Comfortable with their investments being relatively illiquid;

• Individuals or entities that have an insurable interest in a person aged 65-85.
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A D VA N TA G E S :

• Allows the client to move assets to future generation(s) without using annual or lifetime gifting capacity;

• Will potentially reduce estate tax liability at death;

• Does not require annual cash flow from the client;

• Takes advantage of an arbitrage in fixed life insurance and fixed annuity markets; 

• May potentially result in an income alternative that can possibly produce a return greater than the corporate bond 
market.

*Takes into consideration estate and gift tax savings. Source: Internal projections
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