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The A/B Trust has become the planning 
arrangement of choice for wealthier married couples 
because it utilizes the federal estate tax exemptions 
of both spouses. 
 

 

 

 

THE FEDERAL ESTATE TAX EXEMPTION  

One of the basic principles of estate planning for higher net worth married couples is utilizing the federal estate tax 
exemptions of both spouses. The federal estate tax exemption has been increased to $11.58 million per person and 
$23.16 million for a married couple with a top tax rate for estate, gift and generation skipping tax at 40% for 2020. The 
exemption will be indexed for inflation.  

 

THE UNLIMITED MARITAL DEDUCTION  

Estate tax rules also provide an unlimited marital deduction for qualified interests that pass to a surviving spouse. To 
qualify for this deduction, the interest must pass directly from the decedent to the surviving spouse who must be a U.S. 
Citizen. The marital deduction allows most married couples to defer all federal estate taxes until the second spouse’s 
death.  

However, an “over-qualification” of the marital deduction can lead to disastrous results if there is an “under-utilization” of 
the federal estate tax exemption of the first spouse to die. If the first spouse to die simply leaves everything to the 
surviving spouse, the opportunity to make tax-free transfers from the first spouse’s estate in an amount equal to the 
federal estate tax exemption would be lost forever. 

 

THE A/B TRUST: UTILIZING THE FEDERAL ESTATE TAX EXEMPTION AND THE UNLIMITED MARITAL 
DEDUCTION 

The most common arrangement to obtain both the federal estate tax exemption and the unlimited marital deduction is 
by utilizing a marital/bypass trust combination, also known as the A/B Trust. Upon the first death, the deceased 
spouse’s estate is divided into two trusts: 1) the bypass trust is funded with an amount up to the federal exemption 
($11,580,000 in 2020), and 2) the marital trust is funded with all of the decedent spouse’s remaining assets.  
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THE BYPASS TRUST (B TRUST)  

The Bypass Trust is a flexible vehicle that is primarily designed to utilize the federal estate tax exemption of the first 
spouse to die. This trust may also be called a Family Trust, a Credit Shelter Trust, or simply a B Trust. The surviving 
spouse will typically be given the right to receive all trust income for his or her lifetime. Principal may also be distributed 
to the surviving spouse, but the standard for distribution must be ascertainable (i.e., for health, education, maintenance 
or support) if the surviving spouse is to be the trustee. All assets remaining in the Bypass Trust after the death of the 
surviving spouse will pass to the couple’s beneficiaries - without being subject to federal estate taxes.  However, these 
assets are subject to income and capital gains tax. 

 

THE MARITAL TRUST (A TRUST) 

Once the B Trust is funded, the remaining estate can either pass directly to the surviving spouse or to a Marital Trust, 
otherwise known as an A Trust. The A trust is designed for the sole benefit of the surviving spouse.  One benefit of an A 
Trust is to give a spouse the peace of mind that his or her assets will eventually go to the intended beneficiaries. 

As an alternative to a Marital Trust, a decedent may leave the entire estate directly to his or her spouse. Either way the 
assets qualify for the Unlimited Marital Deduction and are received by the surviving spouse estate tax free.  

 

MAXIMIZING B TRUST ASSETS USING LIFE INSURANCE 

The federal estate tax exemption can be a very powerful tool in maximizing wealth transfer.  A widow or widower who is 
a beneficiary of a properly structured B Trust and does not need the trust’s income or principal to maintain his or her 
standard of living may benefit by having the trust purchase life insurance.  This strategy can maximize the amount of 
wealth transferred to the heirs while minimizing income taxes and capital gains taxes on the trust assets. 

The trustee of the B Trust applies for life insurance on the surviving spouse and the trust is listed as the owner and 
beneficiary of the life insurance policy.  Depending on the surviving spouse’s income needs, all or a portion of the B 
Trust assets may be used to fund the life insurance policy. Upon the death of the surviving spouse, the life insurance 
proceeds are paid to the B Trust free of income and estate taxes and distributed to the trust beneficiaries according to 
the trust documents.   

 

BENEFITS OF USING LIFE INSURANCE 

• Leveraging of the federal estate tax exemption 

• Maximization of wealth transferred to heirs 

• Minimization or elimination of trust income and capital gains taxes 
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SUMMARY  

The A/B Trust arrangement is one of the staples of good estate planning for higher net worth families. Properly drafted 
and implemented, it will minimize, to the extent possible, the total federal estate tax payable at the deaths of both 
spouses.  Furthermore, with the use of life insurance, the amount transferred to their heirs can be maximized. 

 

 

 

 

 

 

 

 

 

*The full exemption amount is not being used in this example. Funding will vary depending on previously established A/B Trust 
Planning. 

**Nationwide YourLife No-Lapse Guarantee UL. Assumes female, age 70, standard nonsmoker, $5,000,000 single premium.  Death 
benefit is guaranteed for the life of the insured, provided no distributions are taken from the policy. All guarantees are based on the 
claims paying ability of the issuing company.  Rates are subject to change. 

This material is provided courtesy of Baird and its Financial Advisors.  It contains general information to help you understand some 
basic estate planning concepts and how insurance and financial products and services can help satisfy your estate planning needs.  
It contains references to concepts that have legal, accounting and tax implications.  It is not intended as legal, accounting or tax 
advice.  Consult your own attorney and/or accountant for advice regarding your particular situation.  Death benefit proceeds are 
generally received federal income tax free as provided in Internal Revenue Code Section 101(a).  There are some exceptions to this 
general rule, including certain changes in ownership and payment of any additional interest at death. 
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