
Preserve Your Estate 
For Your Beneficiaries

Estate Planning



Estate preservation requires
that you have a solid plan.

Proper estate planning prepares for the disposition and distribution of your assets upon your passing.  
A well-prepared estate plan will:

By planning ahead, you can rest assured that your estate will be properly 
preserved for your beneficiaries and distributed as you intended.

• Ensure that your wealth reaches the individuals 
or organizations that you selected and in the 
manner of your choosing

• Minimize the impact of state and federal taxes

• Guarantee that the settlement costs are covered 
without impacting or jeopardizing your family’s 
inheritance 

Most people work their entire lives to accumulate assets such as a home, cars, real estate, savings,
investments and the like. Given the relatively small amount of time needed to create an estate plan, it is a
constructive use of your time and energy to ensure that your assets are passed on to your beneficiaries
with the best possible tax implications.

Estate planning can be divided into four separate and distinct steps:

1. Conduct an inventory of estate assets
This should include your home, jewelry, stocks and bonds, real estate, retirement plans, insurance
policies, saving accounts, and other property. Review how they are owned. Next, take a similar inventory
of your debts and liabilities.

2. Determine your estate goals
Do you want all your assets going to your family? Do you want a portion of your assets going to a charity?

3. Develop an organized plan for the payment of taxes and expenses

4. Periodically review any wills and trusts
Tax rules are constantly changing. Your circumstances may change as well. It is important to verify that
your plan still accomplishes your goals in a tax efficient manner.



Understanding the Impact 
of Estate Taxes

Federal taxes are based on the size of your estate and whether your spouse survives you. For federal tax
purposes, your estate includes:

• Property held in your own name
• Half the value of property you held jointly with

your spouse
• Percentage of value of the property you held

jointly with others, based on your percentage of
ownership

• Face value of life insurance you own on your life,
as well as your retirement plans (regardless of
beneficiaries)

• Property over which you have a general power of
appointment

• Other property interests

Keep in mind that unlike income tax rates, theses estate tax rates are levied against principal, not just
income. It’s also important to keep in mind that over 30 percent of the states have an estate tax and
approximately 15 percent of states have an inheritance tax (that is, a tax on the beneficiary’s right to
receive property from a decedent).

Year Top Tax Rate
2001 55%

2002 50%

2003 49%

2004 48%

2005 47%

2006 46%

2007-2009 45%

2010-2012 35%

2013-2022 40%

Taking Advantage of the Applicable Exclusion Amount
The tax code spells out the amount of property you can own, or gift, before it is subject to federal estate
or gift taxes. This amount is referred to as the applicable exclusion amount.

The applicable exclusion amount allows you to leave or give away a certain amount of assets free of
federal gift or estate taxes during your lifetime or upon your death. Under current state laws, the
exclusion amount for federal estate and gift taxes is $5 million (as indexed for inflation)

Portability of Unused Amount 
The executor of a deceased spouse’s estate may transfer any unused exclusion to the surviving spouse.
The deceased spouse’s unused exclusion amount is not indexed. The surviving spouse can only use the
unused exclusion amount of the LAST deceased spouse.

You can gift $5 million (indexed) during your lifetime ($10 million for married couples), without
being subject to gift taxes. Consider a gifting strategy that takes full advantage of the tax-free
gifting limit. Annually, you may gift up to $10,000 (indexed) or $20,000 for married couples to any
number of individuals without reducing your applicable exclusion amount of $5 million.



Creating a Gifting Program 
to Reduce Estate Taxes

Under the current annual gift tax exclusion, it is possible to
gift up to $10,000 (indexed) per year tax-free, to any, or all, of
your children and grandchildren (or anyone else you may
wish to benefit).

It is also true that you and your spouse can together split
gifts, making gifts of $20,000 per person per year. The annual
exclusion is available for each beneficiary on a calendar year
basis. These annual exclusion gifts can be made without
affecting the applicable exclusion amount.

“I have issues with inheritance tax, particularly coming from a migrant family. 
My dad has worked incredibly hard all his life, so it seems odd to me

that someone who has gone through that experience and has 
managed to save … then gets taxed for dying.”  

- Sanjeev Bhaskar

Annual Gift 5 Years 10 Years 15 Years

$10,000 $59,753 $139,716 $246,725

$20,000 $119,506 $279,433 $493,451

$30,000 $179,260 $419,149 $740,176

$40,000 $239,013 $558,866 $986,901

$50,000 $298,766 $698,582 $1,233,626

A consistent gifting program will help control the size of your estate and reduce both state and federal
taxes. If you were to assume a 6% growth rate each year, the following table shows the potential reduction
that could occur if you take advantage of annual gifts. The savings can be quite significant!

Potential Estate Reduction with a Gifting Program



Using Trusts to 
Help Manage Estate Planning

A trust is a legal arrangement through which property title is transferred to a trustee to manage and use for
the benefit of whomever you name, typically your family. Two common types of estate planning trusts are
credit trusts and revocable living trusts.

Credit Trusts

A credit trust can minimize estate taxes by taking
maximum advantage of a couple’s applicable
exclusion amounts. It is created in your will and
takes effect upon your death.

The bypass credit trust arranges for assets equal to
the applicable exclusion amount to go into a trust,
the principal of which passes to your beneficiaries
upon the death of your spouse.

This arrangement lets you pass the applicable exclusion amount tax-free to your beneficiaries now. It also
allows the spouse to use his or her applicable exclusion amount at death to the best advantage. With the
introduction of portability, the need for credit shelter trusts in order to keep the exclusion amount of the
first spouse to die from being wasted has diminished, making careful consideration of the role these trusts
play a higher priority.

NOTE: It may still be important to use credit trusts because funding such a bypass trust based on the first
spouse’s death will allow any increase in the value of the assets of the trust to avoid estate taxation at the
death of the surviving spouse.

The portable amount (that being the unused deceased spouse’s exclusion amount), is not indexed to grow
with inflation and is frozen at the time of his or her death. Additionally, there continue to be many non-tax
reasons to utilize trusts in estate planning. Bypass trusts can offer asset management, as well as asset,
creditor and divorce protection.

Revocable Living Trusts

In addition to the benefit of avoiding probate, a revocable trust can help ensure your own personal financial
welfare. A revocable trust can be written so that you select a trustee to make financial decisions regarding
trust assets AND to act on your behalf, as initial trustee, should you become incapacitated or pass away.
These trusts should be prepared in conjunction with your will.

While revocable trusts provide numerous benefits, they DO NOT reduce estate, gift or income taxes. Life
insurance can provide estate liquidity and is often an important supplement to a living trust strategy.



Establishing an Irrevocable
Life Insurance Trust

The benefits of using a life insurance policy to
pay estate taxes and other liabilities can only be
fully realized if the insurance proceeds are
removed from your estate.

By establishing an irrevocable life insurance
trust, or by naming your adult children as the
owners and beneficiaries of your policy, you can
provide necessary funds without increasing the
value of your estate for estate tax purposes.

The appeal of this third-party ownership is that insurance proceeds are not included in the taxable value of
your estate. The use of an irrevocable trust offers many additional advantages, including the provision of
income for your family, avoiding probate costs and providing financial management of your assets.

How an Irrevocable Trust Works

Grantor

Grantor’s Estate

Family Trust & 
Estate Beneficiaries

Irrevocable Trust

Makes loans or
buys assets

At death, property
passes to the estate

Grantor establishes Irrevocable 
Life Insurance Trust (ILIT)

Distributes property Irrevocable trust pays 
premiums and receives 

death proceeds



Satisfying Estate Taxes
The payment of estate taxes cannot always be avoided. The following are examples of options the executor
may have at his or her disposal for paying estate taxes:

• USE EXISTING LIQUID ASSETS – Keeping liquid but low-yielding assets to meet the cash
needs of taxes and settlement costs is not necessarily a sound financial decision

• BORROW THE MONEY – borrowing the money needed to pay estate taxes simply
postpones the problem to a date in the future. Family will have to repay the loan with
interest, consequently shrinking the overall size of the estate

• SELL ESTATE ASSETS – Selling estate assets in order to meet cash needs may result in
assets being sold for a loss due to the immediate need. Generally speaking, the assets
that are most easily liquidated will go to taxes and other creditors. Whatever income
those assets generated will be lost to your family. What remains will be illiquid assets or
assets of poorer quality. These will be harder to sell or convert to cash.

• PURCHASE PERMANENT LIFE INSURANCE – If structured properly, life insurance death
benefits pass income tax-free to you beneficiaries and can be removed from the taxable
estate. Since death benefit proceeds can be used to pay estate and income taxes, as
well as other financial obligations, life insurance is often the most cost-effective means
for protecting your estate

Review of the Estate Plan

Any time there are dramatic changes to your life or environment, it is important to review and update your
estate plan. The following are examples of changes that might trigger an estate plan review:

• MARITAL STATUS

• BIRTH OF A CHILD OR GRANDCHILD

• INCOME OR EMPLOYMENT STATUS

• RELOCATION

• OWNERSHIP OR VALUE OF PROPERTY

• TAX LAWS

• BUSINESS OWNERSHIP

Regardless of events,  it is a 
best practice to have your plan 
reviewed once every 3-5 years.  

Better to have a good plan in 
place today than a great plan 
that never materializes…
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