THE PERFECT STORM (& TIME) FOR ESTATE PLANNING
BY: Kevin Kane, ASA, CFA, Managing Director
The Atlantic hurricane season is generally from June to November, with most storm activity heating up in September through
the fall and early winter. In a typical year, estate planning activity follows the same pattern and can feel like a hurricane to
advisors and service providers working in this area. As the year-end nears, clients realize they want to implement planning
they have been discussing with their advisors. The result: an increase in estate plans being implemented, and a rush of
valuation projects to be completed.
In addition, every once in a while there are multiple factors that come together to cause an extraordinary busy season. A rare
combination of circumstances that drastically affects an event is often referred to as a “Perfect Storm.” Anyone who is a fan
of George Clooney and Mark Wahlberg movies (let’s be honest, who isn’t?) certainly remembers the 2000 film The Perfect
Storm about the Andrea Gail, a commercial fishing vessel caught in a confluence of weather fronts that produced one of the
fiercest storms in modern history.
2020 in the estate planning industry is shaping up to be
a Perfect Storm of its own. There are several factors
colliding that are leading to a surge in estate planning
and valuation work. First and foremost is the pending
national election. Add to that the unexpected Covid-19
pandemic which has impacted nearly every business
and investment held by clients. Couple those factors
with a historically-low interest rate environment that
magnifies the benefits of certain estate planning
techniques and you have the Perfect Storm in our
industry. These factors, combined with the normal
year-end rush, are pushing attorneys, accountants,
and valuation specialists to their capacity and possibly
beyond. However, unlike the fate of the Andrea Gail, the Perfect Storm of 2020 in estate planning will be positive. After the
dust settles, many clients will have implemented plans that benefit their families, and advisors/ service providers will have
plenty of work to keep them busy through 2021.

Impact of National Election
Any national election that involves the office of the President of the United States creates concerns about future policy. The
2020 election brings significantly more anxiety given the diametrically-opposed philosophies of the two parties. The impact
of a change in the White House, Congress, or both has the possibility to affect a client’s estate planning.

One of the more significant areas of potential impact is in tax law, particularly within the gift and estate tax sections. President
Trump made several tax law changes, including raising the lifetime estate gift tax exemption amount. During 2020, the lifetime
estate gift tax exemption is $11.58 million, indexed for inflation. While there is a sunset provision in 2026 which reduces
the amount to previous levels of around $6 million, a Democrat-controlled White House and Congress may accelerate the
reduction and possibly lower the exemption below the previous level. Many fear if this were to happen, legislation would be
submitted in 2021 (likely retroactive to January 1). which leaves little time to take advantage of the current high levels. This
possibility creates a sense of urgency to implement estate planning before the end of 2020. While many professionals have
been advising clients about this for several months, it is human nature to put things off. From our observations, it seems that
many clients have waited until the last minute to pull the trigger on implementing their plan.
In addition to the change in exemption, the Biden Administration has indicated it wants to see changes to the stepped-up
basis at death, an increase in capital gains tax rate, plus increases in the corporate tax rate. If these changes occur, it would be
beneficial to execute transfers prior to them becoming effective.
Regardless of a person’s political perspective, it is clear there is significant uncertainty stemming from the upcoming national
election. As such, it would be prudent for advisors and clients to see if implementing an estate plan makes sense for the
situation. While no single plan is correct for everyone, most high-net worth clients will derive a benefit from 2020 estate
planning.
Low Interest Rate Environment
Due to the economic expansion prior to the pandemic, investors around the world have experienced interest rates at historical
lows. The pandemic and resulting economic stimulus packages continued to keep interest rates low.
In low interest rate environments, there are several estate planning techniques that thrive under these conditions. The scope
of this article does not allow for an in-depth discussion, but all advisors should be aware of the advantages of Grantor Retained
Annuity Trusts (“GRATS”), Sales to Intentionally Defective Grantor Trusts (“IDGTs”), Charitable Lead Annuity Trusts (“CLATs”),
and Spousal Lifetime Access Trusts (“SLATs”).
Impact of Covid-19 Pandemic
The national election and low-interest rates were known
factors coming into 2020, and were expected to increase
estate planning and valuation work over and above
other yes. What wasn’t known: was Covid-19 with its
unexpected closing of businesses and quarantining large
portions of the population, severely impacting economies
around the world.

As with any significant event, there are winners and losers. Some industries saw an increase in demand for their goods or
services (i.e., medical supplies, online retail, cleaning products, and personal protective equipment) while other industries
have seen multiple bankruptcies and either remain closed or are operating under severely-reduced capacity (brick and mortar
retail, hospitality, cruise lines, movie theaters, sports facilities).
Today, it still isn’t clear how recovery from this pandemic will play out. Will there be a second wave as some have predicted?
Will certain industries ever reopen? How will consumers tastes, preferences, and comfort levels be impacted over the long
term? What will the office workplace look like? There are many questions not able to be answered at this time. All this
uncertainty and increased risk generally results in lower values than absent those concerns.
As valuation experts, there are several factors we need to take into account in our valuation. The following briefly describes
how a valuation expert, such as at Empire, takes this pandemic into account.
Due Diligence: Regardless of whether a particular company has benefited or was damaged by the pandemic, our due diligence
must determine the risk profile of the company. In doing so, we ask questions about the supply chain, customer demand,
geographic differences, regulatory changes, and any other impacts on the business. This is critical in reflecting the pandemic
risk in valuations.
Methodology Employed: As we have move through this pandemic, the selection of the methodology and the support for using
it are constantly evaluated. In some instances, we’ve found an increasing need to utilize projections as part of our analysis,
particularly for those companies that have been impacted more significantly. We have even utilized multiple scenarios in
cases where there is uncertainty how the customer base will react and how regulations impact operations. Other industries
have required the use of an asset-based approach as their earning power has diminished to the point they may not be earning
appropriate returns on their assets. Staying on top of changes to the business, and selecting the proper methodology, is the
only way we can prepare a defendable valuation.
Cost of capital: The cost of capital is likely going to be higher in the current environment than it was prior to the pandemic.
While interest rates are at historic lows, and have even fallen further during the pandemic, the risk associated with equity
investments has risen. Despite lower costs of debt, companies are finding themselves with more leverage as they have either
borrowed money to get through the pandemic, or have seen overall equity values decline. Given the impact that cost of
capital has on valuation conclusions, making sure the cost of capital is appropriately selected and supported can be the
difference between a good and bad appraisal.
PPP loans: Unique to this pandemic environment are Paycheck Protection Program loans. We often get asked how that is
dealt with as part of a valuation and a lot depends on the specific company being valued and what impact the pandemic has
had on its business. If a company did not lose as much business as expected, and the loan was forgiven, the company may
have excess cash on its balance sheet that might be an enhancement to value. If a company used the proceeds of the loan
to get past a temporary downturn, but are otherwise operating normally, there may not be a significant impact on value. Of
course, if a company is not able to have the loan forgiven then it becomes a liability that must be repaid and will need to be
factored into the valuation. Further complicating matters is how the expenses paid for by PPP loan proceeds are handled
from a tax perspective. Currently it is believed these expenses will not be deductible for tax purposes. This will likely require
adjustments to the reported earnings for 2020 or 2021.

Conclusion
We are only a short couple of months from the end of 2020 and there is still a lot of estate planning and valuation work
that needs to get done. From discussions we have had with various advisors, there are still things that can be done to take
advantage of the current situation. We anticipate seeing the use of formula clauses which will allow the transfer of assets but
determine the value afterwards. Of course if clients already know the percentage amounts of ownership they wish to transfer,
that doesn’t require a valuation immediately and will expedite the process before year end. Sales of interests for promissory
notes can be drafted so the principal amount will be determined by an appraiser subsequent to the signing of documents. In
other situations, we are able to perform valuations before year end for those clients who need to know the value conclusion
before determining what they will transfer. In these cases, a valuation conclusion is reached but the narrative report will
follow at a later date.
As always, there are many reasons besides tax planning to be considered when doing a holistic estate plan. Assuming those
considerations suggest an estate plan this year, taking advantage of this Perfect Storm provides a unique opportunity to
maximize the benefit from that plan.
If you would like to discuss a possible valuation or how any of the factors discussed throughout this article impact value,
please reach out to one of Empire’s many talented Consultants, Managers, or Managing Directors.

Since our founding in 1988, Empire Valuation Consultants has grown into one of the nation’s leading and most respected
independent valuation firms, with a staff of over 80 employees in New York City, Long Island, Boston, Rochester, West Hartford,
and San Francisco. We bring excellence and integrity to every engagement through our team of highly skilled individuals who
are among the finest our industry has to offer. Our valuations are prepared by senior accredited valuation experts holding one
or more of the following professional credentials: CFA, ASA, IA, CPA, and ABV. We provide valuations to attorneys, accountants,
business owners, private equity and hedge funds, commercial bankers, investment bankers, trust departments, insurance agents,
and financial planners, among others.

Kevin is a Managing Director of Empire Valuation Consultants and Accredited Senior Appraiser (ASA) of the
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valuing professional sports franchises including those in the National Football League, National Hockey League,
National Basketball Association and Triple-A and Major League Baseball. These valuations and fairness opinions
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many others.
His intangible asset valuation assignments have included patents, literary works, movie and music rights, guaranty
fees, split dollar arrangements and insurance products. Additionally, he has prepared valuations of in-process
research and development, technology and other intangible assets for financial reporting purposes.
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