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A Cost-Efficient Way to Pay Estate Tax 
 

Assets includable in one’s estate can generally be categorized into one of four buckets: real estate, business 
interests, retirement plans/life insurance, or other personal property. Under current tax laws, if the summed 
value of these four buckets is greater than the current estate tax exemption amount ($5,490,000 in 2017, or 
$10,980,000 for married couples), then the excess amount over the exemption will be taxed at an estate tax 
rate of 40%.  
 
For example, take Bob and Sandy. They have the following situation: 
 

 
 
 

 
 
 
Bob and Sandy clearly have a potential estate tax liability. See the calculation for their potential estate tax 
liability shown below: 
 

Estate Tax Calculation  

Current Value of Estate $25,000,000 

Exemption Amount (2017) $10,980,000 

Amount Subject to Estate Tax $14,020,000 

Potential Estate Tax Liability $5,608,000 

 
For the purposes of this example, we will assume that Bob and Sandy have done everything they can to 
remove assets out of their estate, but they still anticipate a potential tax liability of $5,608,000.  
 
This estate tax liability can be paid in four basic ways. Bob and Sandy could pay dollar for dollar in cash, 
forcibly sell assets, get a loan from a bank, or fund a life insurance policy and use the death benefit to pay 
the estate tax. The cost per dollar of each option is outlined below: 
 
 
 
 

Real Estate -  
$3M 

Business 
Interests - 

$19.5M 

Retirement 
Plans/Life 

Insurance - 
$1M 

Other 
personal 

Property - 
$1.5M 

= $25,000,000 
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Method of Payment  Cost Per Dollar of Estate  

 ESTATE TAX PAYMENT     

Cash    
Assets Needed 5,608,000                              $1.00  
Total Cost 5,608,000            

    
Sale of Assets (80% Market Value)    
Assets Needed - Forced Sale 7,010,000                     $1.25  
Total Cost 7,010,000   

    
Loan    

Annual Loan Payment 835,757   
Loan Rate 8.00%   
Loan Period (Years) 10   

Total Cost 8,357,574                     $1.49  

    
Life Insurance1    
Total Premiums (5 Pay) 1,350,190   

Death Benefit 5,608,000                      $0.24  
 
As shown in the above table, life insurance is the clear winner when it comes to paying the estate tax 
liability for Bob and Sandy. We strongly encourage those who will have a potential estate tax liability to 
look at life insurance as the means for paying the estate tax.  
 
Note that in this case the amount of death benefit purchased was exactly equal to the projected estate tax 
liability. In actual practice, this is rarely the case and the amount of death benefit purchased will vary 
based on the goals and objectives of the client. Consult with an estate planning professional who can help 
you understand the right amount of death benefit needed to cover estate tax exposure.  
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Disclosure 
The information contained in this article is general in nature and is not legal, tax or financial advice. Investment Services offered through Knox Capital Advisors LLC. 
Insurance Services offered through Knox Capital Insurance LLC. Investing in equities can result in loss of principle. Past performance does not guarantee future 

results. In specific cases, clients should consult their legal, accounting, tax or financial advisor. This article is not intended to give advice or to represent our firm as 

being qualified to give advice in all areas of professional services. To the extent that our firm does not have the expertise required on a particular matter, we will 
always work closely with you to help you gain access to the resources and professional advice that you need. 

                                                      
1 Insurance used is TIAA-CREF M Intelligent SUL, female age 55, preferred underwriting & Male age 58, standard underwriting.  See 
illustration for more details. 
 


