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Life insurance protects your loved ones against financial expenses when you pass away. It can also help you pay for

the estate taxes of a deceased member of your family. Some may not be aware of the benefits and strategies that can

be implemented to maximize such advantages. MoneyGeek breaks down how life insurance can be used in estate

planning and provides tips.

54% of people54% of people living in the UnitedUnited

States have life insuranceStates have life insurance

coveragecoverage. The percentage of lifelife

insurance ownersinsurance owners in the country

declined 14% over a 10-yeardeclined 14% over a 10-year

period ending in 2020period ending in 2020.

55% of Americans55% of Americans ages 55 and up

have a willhave a will, but only 18%18% have all

recommended legacy essentialslegacy essentials,

which include a will, healthcarewill, healthcare

directive/proxy and a durabledirective/proxy and a durable

powerpower.

More than 55%More than 55% say their insurance

is for income replacement andfor income replacement and

transferring of wealthtransferring of wealth across

generations. 80%80% of insured say their

goal is to pay for their burialgoal is to pay for their burial

costs and final expensescosts and final expenses.

More than half of AmericansMore than half of Americans

thinkthink that the estimated cost for aestimated cost for a

$250,000 term life policy$250,000 term life policy for a 30-

year-old healthy individual is $500 or$500 or

more per yearmore per year.

70% say they need life coverage70% say they need life coverage:

Around 42 million non-owners

showed purchase intent.

Sources:Sources:

Insurance Information Institute, Merrill Lynch Wealth Legacy, LIMRA

5 Ways Life Insurance Can Help With Estate
Planning
Survivors are often tasked with sorting through the assets and liabilities of a deceased person while they are grieving.

Life insurance can alleviate the difficulties of estate planning by providing financial support to family members and

business asset coverage.

1. Estate Taxes Payment

One of the best ways to pay for estate taxes is by having a life insurance policy. Federal estate tax applies to the gross

estate of the deceased and must be paid within nine months after the death of an owner. Some states also impose

estate taxes. Proceeds of life insurance are often tax-free.

2. Business Asset Coverage

Choosing universal life insurance gives you access to an investment savings component. Depending on the terms of

your policy, you can also borrow the cash value as a financial cushion in case your business encounters problems.

Additionally, life insurance can serve as collateral for a business loan or fund a buy-sell agreement. Buy-sell

agreements set prices and terms that surviving partners must follow to purchase the shares of the deceased or

leaving partner. If you die, surviving owners will receive death benefits, and your family will get payment for your

interest in a company.

3. Faster Payouts

Expenses related to the death of a person include funeral and burial costs, possible debts and taxes. Liquidating

assets can take time. The Death Benefit of a life insurance policy, on the other hand, can be claimed immediately,

which makes it useful for paying out such expenses and reducing the financial burden of a death on your family.

4. Estate Equalization

Having more than one heir to an estate can lead to complications. When it is difficult to split up assets, conflicts may

arise. Additionally, there are cases when breaking up an estate can reduce its ability to generate revenue. In such

instances, life insurance can be used to equalize estate inheritance. For instance, one heir may receive property while

another may receive the death benefit proceeds of the insurance policy.

5. Future Preparation

As the owner of a policy, you have the option to choose how the proceeds of your insurance will be used. For instance,

you can continue supporting a loved one even after your death, which is especially helpful for aging adults, minors

and children with disabilities. Others may use it to continue alimony or child support payments, fund a trust for

another purpose. With a trust, you can hold assets on behalf of your beneficiary under the supervision of a trustee.

Choosing the Right Life Insurance
Before buying life insurance, it is important to think about your needs and circumstances and know the answers to

some basic questions. For example, how much coverage will you need? What kinds of life insurance are out there?

Which providers offer the best policies? The following steps can help you make an informed decision.

Calculate the coverage amount you need

Consider your annual income, assets, expenses and debts. An approximate calculation will help you find

out how much life insurance you need. For some, having coverage that is ten times your salary may be a

good starting point. However, this technique may not be useful for everyone. Often, it is helpful to include

all outstanding debts when calculating necessary coverage.

Decide on what type of life insurance to buy

There are different types of life insurance. With term life insurance, your loved ones will get a death benefit

payout after you die. However, the “term” only covers a certain number of years. If you happen to outlive

the term, you or your loved ones will not receive payment. Permanent life insurance, which includes

universal life insurance and whole life insurance lasts a lifetime.

Compare insurance providers and prices

Proceed payouts usually happen during stressful times, and having a reliable provider can help your loved

ones have a hassle-free experience. Shopping around can help you find the best provider and most

accurate policy. Compare personalized quotes from at least three insurance companies, and check the

financial stability and customer service ratings of insurers if possible.

Learn the application process

Once you find the right insurer, you can proceed to the application process. Most companies allow clients

to apply online, through mail or via insurance agents. Ask in advance if there are documents you need to

prepare. Most likely, you will need to provide basic personal information. Depending on the policy you

choose, you may also have to see a medical professional for a health assessment.

Choose your beneficiaries

The beneficiary of your policy can be a person or an organization. Your insurance provider will tell you

what information is needed, but you will most likely have to provide the tax identification number or

Social Security of your chosen beneficiaries. If you plan on naming a minor or child with a disability to your

policy, consider leaving the cash value to a trust.

Using Life Insurance in Estate Planning
Generally, life insurance plays three main purposes in estate planning. First, it provides death benefits to chosen

beneficiaries. Second, it provides liquidity that can be helpful with an estate. Lastly, it allows loved ones to obtain

financial support. That said, there are various strategies to maximize the benefits that life insurance offers when it

comes to estate planning.

Dealing with Estate Taxes

The value of an estate can rise or fall depending on federal and state taxes. Estate taxes are due nine months after the

death of the owner. Savings, investments, loans and liquidation can all help settle an outstanding balance. However,

such tools may not be enough. In reality, life insurance can be one of the most advantageous ways to alleviate the

financial burden of paying an estate tax. Proceeds will be given to your beneficiaries, and insurance payouts are often

tax-free. The following resources can help you learn more.

Internal Revenue Service: The IRS can answer some of the most common questions about estate tax issues,

including what is included in an estate, if you are required to file, when you can expect an estate tax closing

letter and what happens if you sell property that you’ve inherited.

Tax Foundation: The Tax Foundation is an independent tax policy nonprofit which provides research and

analysis. It works on state and federal tax policy to educate Congress, politicians and others about the short

and long-term impact of reform.

NOLO Legal Encyclopedia: The encyclopedia provides a primer on the states which have appealed estate taxes,

the states that impose estate taxes and many other relevant issues.

Congressional Budget Office: The Budget Office offers a helpful guide to understanding estate and gift taxes,

including the types of people who pay them and the types of assets that make up taxable estates.

American College of Trust and Estate Counsel: ACTEC regularly updates a state death tax chart which you can

consult to find out more information about the laws that apply in your state. The chart shows whether a tax is

tied to federal state death tax credit or if an estate tax has been repealed.

MONEYGEEK EXPERT TIP

Check the estate tax exclusion law in your state. While the federal estate tax exclusion is
$11.7 million for individuals and $23.4 million for married couples, your state may have
lower exclusion amounts. According to a proposed federal tax law, starting on January
1, 2026, the exemption will return to $5.49 million adjusted for inflation. With inflation,
this amount may be around $6 million for individuals or $12 million for married
couples.

Estate Equalization and Asset Distribution

Deciding on the inheritance to leave behind to each of your heirs can help protect against fallout after someone

passes away. Assets like businesses and residences may have multiple owners, which is where life insurance comes

in. That’s because death benefit proceeds can be used to balance the value of assets. For instance, you can leave

behind your business to one child and give death benefits to another. Life insurance can also be used to equalize

distribution to heirs using your business. For example, you can have a buy-sell agreement wherein the company buys

a life insurance policy that will pay a benefit to participating heirs upon your death.

MONEYGEEK EXPERT TIP

Before finalizing the terms of your life insurance policy, it may help to have a discussion
with your heirs. Determine which children are willing to participate in your business
and which are not. Doing so can help you have non-participating children receive a cash
distribution from your policy.

Income Replacement and Access to Cash

Being the breadwinner of a family comes with many responsibilities. A family may depend on you for expenses, and

your death may lead to the loss of significant income. With life insurance, you can continue supporting your loved

ones through the proceeds of your policy. Depending on the type of policy you choose, you can use insurance as

income replacement or coverage for unexpected expenses like medical costs or debt payment. You can also turn your

insurance into retirement income by surrendering the cash value or executing an exchange into an annuity.

MONEYGEEK EXPERT TIP

A permanent life insurance policy can accumulate cash value over time and you can
withdraw funds to cover emergency expenses. If you take out a loan against your policy,
it is tax-free if it doesn’t exceed the premiums paid in a policy.

Should You Have an Irrevocable Life Insurance
Trust?
If you aim to use life insurance in estate planning, an irrevocable life insurance trust (ILIT) can be created to control

either a term or permanent insurance policy while a policy owner is still alive. With an ILIT, you can transfer your

policy to the trust or use the trust to purchase life insurance, which means the trust owns your insurance policy. The

trust document will determine who will administer assets, designate beneficiaries and establish terms on how

beneficiaries receive benefits.

How an Irrevocable Life Insurance Trust Works

An ILIT removes a life insurance policy from your estate, helping you minimize or even eliminate your estate tax

liabilities on assets that do not qualify for a charitable or marital deduction. It can also help with the management

and distribution of proceeds upon the death of the insured by immediately providing liquidity for the decedent’s

estate and estate beneficiaries.

PARTIES INVOLVED WITH AN ILIT

There are multiple parties involved with an ILIT:

Insured/GrantorInsured/Grantor: The person covered by the policy. The grantor is the one

transferring assets to the trust. They determine who the beneficiaries will be.

Upon the execution of the agreement, the grantor cannot change or terminate an

ILIT because it is irrevocable.

TrusteeTrustee: The ILIT’s trustee is the policy’s owner and beneficiary and is the one

who manages or administers the trust. The trustee controls the trust until the

conditions and time the grantor has set has been satisfied. The policy’s proceeds

are determined by the terms of the ILIT.

BeneficiariesBeneficiaries: Beneficiaries are individuals or entities who will receive the

policy’s benefits after the death of the insured. A parent or legal guardian can

oversee actions if the beneficiary is a minor. But keep in mind there is a limited

time for named beneficiaries to exercise their withdrawal rights. After the

specified period, a trustee has more funds available to pay life insurance

premiums.

Benefits and Drawbacks of Irrevocable Life Insurance Trust

An Irrevocable Life Insurance Trust comes with a variety of advantages and drawbacks. For example, an ILIT is a great

option if you want to set aside your assets for specific purposes, but you may be responsible for paying gift taxes if a

beneficiary withdraws from a trust. Make sure to weigh all pros and cons before deciding to create one.

Benefits Drawbacks

An ILIT can help lower federal and state estate taxes since the
proceeds of a life insurance policy will be excluded from your
gross taxable estate. This will ensure your heirs will get more
funds.

Trust agreements that do not have “Crummey
Provisions” can trigger gift taxes once your
beneficiaries withdraw from a trust.

An ILIT protects your assets against future creditors because it
will prevent your creditors or your beneficiaries’ creditors from
placing a lien on the proceeds of an insurance policy.

No amendments or changes can be done after the
execution of an agreement. If an agreement is not
properly drafted, you may have problems further
down the line.

An ILIT allows you to control your assets because you will be
able to determine how insurance proceeds will be paid out.
Since a trust is irrevocable, no changes can be made after the
execution of an agreement.

There is a three-year waiting period for the gross
estate exclusion, which means the insured must be
alive for three years after the transfer for the gross
estate exclusion to apply.

The Bottom Line About ILIT

ILITs can help with wealth management and estate planning. However, they may not be the best option for everyone.

Keep in mind that the trust agreement under an ILIT is irrevocable. That means you can no longer change the terms

once they are in effect. If you think the terms may cause problems in the future, consider alternative options, such as

choosing an entity to be the owner of the life insurance policy, giving a policy as a gift to ensure that it is out of your

estate or making your child the insurance policy owner.

Common Challenges and How to Avoid Them
Estate planning requires proper preparation. The same approach may not be applicable for everyone, so take a look

at the particulars of your situation, conduct your own research, consult with professionals and learn about all

possible options and alternatives.

Understanding Estate Planning Challenges

It’s vital to learn how to recognize estate planning challenges. To prevent incurring losses and ensure that you are

getting the best available option for you and your heirs, pay attention to family members with disabilities, blended

families, family-owned businesses and spouses.

!
Family Members with a DisabilityFamily Members with a Disability
Estate planning can help you take care of your surviving loved ones after you pass away. For

some, that means choosing which assets to give to whom. However, there may be cases when a

certain family member requires more care. Finding the best legal tools can be difficult. If you

have children with disabilities, consider the following resources: 

Academy of Special Needs Planners

Federation for Children with Special Needs

Special Needs Alliance

The Arc Center for Future Planning

Blended FamiliesBlended Families
A blended family situation can complicate estate planning. For instance, one or both spouses

may have children from prior relationships which can lead to conflicts of interest. It may also be

difficult to decide on how to treat children when it comes to inheritance.

Family BusinessesFamily Businesses
Estate planning that involves a family-owned business can be stressful and challenging. Some

parents find it difficult to ensure that all children get fair treatment. If some heirs are more

involved in the business, they may not agree to share ownership or profits with their non-

participating siblings.

"
SpousesSpouses
In many cases, surviving spouses inherit the deceased's estate. A problem may arise when a

spouse decides to make changes to the estate after the death of the owner. This situation can be

more problematic in blended families if a surviving spouse chooses to favor their children over

the deceased’s children from earlier relationships.

How to Avoid Common Mistakes

The decisions you make about estate planning will impact the lives of your loved ones after you pass away. It’s

important to consider your assets and liabilities, speak to your family and consider life insurance. A do-it-yourself

approach can work just fine, but always look at the possibility of hiring law professionals and getting advice from

financial advisors or insurance agents. Taking time to investigate the entirety of the process can help you avoid

making costly mistakes.

Consider your assets and liabilities

It is important to figure out which assets and liabilities may affect your heirs in the future. Determine the

best way to distribute assets, and find out if there are debts that may affect your heirs after your death.

Talk to your family

When it comes to estate planning, one of the most pressing issues is the distribution of assets. To avoid

conflict among your heirs, discuss your plans with them. This way, they will know what wishes they have

to fulfill upon your death. It can also help clarify any issues about their inheritance.

Consider life insurance

Life insurance can provide many benefits to your family, such as settling estate taxes, ensuring that all your

heirs get an equal inheritance and helping give financial support after your death so your family can take

care of expenses, such as funeral and burial costs.

Discuss with professionals

When it comes to estate planning, it is important for you to know all your options and find the best ones

based on the particularities of your situation. A lawyer or financial advisor can help you make great

decisions, give you proper knowledge and even help you draft a trust agreement that can protect you

against any possible complications.

Expert Insight on Life Insurance and Estate
Planning

Catherine Valega
Certified Financial Planning Prof (CFP), and CAIA (Chartered
Alternative Investment Analyst)
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Why is life insurance an important component to estate planning?
I tell ALL my clients – as soon as they are adults, they need private life insurance, private disability (income

insurance), and then eventually long-term care insurance. What we get offered through work is typically not enough,

VERY often more expensive than we would pay privately, and is not portable. So when we leave, we have no coverage,

AND we’re older and possibly in worse health, which can negatively impact our premiums.

What type of life insurance is best for estate planning? What special
considerations should you take into account when choosing a type of life
insurance?
When you are a young adult, TERM life insurance is typically the cheapest, easiest coverage to consider. You can get a

LOT of death benefits for a very little premium. The best premiums are reserved for the healthiest applicants – so

don’t SMOKE, don’t drink excessively, have a safe driving record, and exercise and maintain a healthy weight. I will

look at more permanent types of products typically later in a client’s financial lifetime – usually when we have a large

estate, and we’d like to ensure liquidity to pay the estate tax bill. There are many other reasons to consider

permanent life insurance products, as well, but let’s keep it simple for now.

How can you maximize the use of life insurance in estate planning?
Ok – so now we actually have an estate value that could be impacted by either Federal or State estate/death taxes.

When this is the case, working closely with an attorney, we’ll arrive at the appropriate level of permanent coverage –

so that the death benefit will be paid (income-tax-free!) to our beneficiaries, no matter when we die.

When is the right time to use an irrevocable life insurance trust?
I like using ILITs when we’d like to get assets OUT of the estate, to lower estate tax bills. They are complex to

understand, however, so the clients must be ready to undertake all the steps necessary to make them fully functional

the way they are intended.

Resources for Life Insurance and Estate Planning
A variety of resources can help you learn more about estate planning, life insurance and ILITs and make a plan for the

future.

American Bar Association: The Bar Association is a voluntary association composed of lawyers from all over the

world. It provides information on various laws in various jurisdictions, and it also gives access to a directory of

lawyers.

Better Business Bureau: The Better Business Bureau provides a search tool which allows consumers to find

information about insurance companies, including trustworthiness ratings and customer complaints.

Coalition Against Insurance Fraud: The Coalition gives a list and access links to different state insurance fraud

bureaus to help consumers easily get help or report fraud scams.

Council of Parent Attorneys and Advocates (COPAA): COPAA is an organization that is composed of special

education lawyers, advocates and families that aims to help support and educate parents with children with

disabilities.

National Association of Insurance Commissioners (NAIC): NAIC is a non-partisan organization that provides

regulatory support to create standards in the insurance industry.

USA.gov: USA.gov is a government website that provides information about various federal laws and

regulations, including those on estate taxes and insurance.

About the Author

Nathan Paulus is the director of content marketing at MoneyGeek. Nathan has been creating content for

nearly 10 years and is particularly engaged in personal finance, investing, and property management. He

holds a B.A. in English from the University of St. Thomas Houston.

Read Full Bio » #

SOURCES

American Bar. "Irrevocable Life Insurance Trusts: An Effective Estate Tax Reduction Technique." Accessed

November 12, 2021.

Insurance Information Institute. "Fact + Statistics: Life Insurance." Accessed November 3, 2021.

Internal Revenue Service (IRS). "Final regulations confirm: Making large gifts now won’t harm estates after

2025." Accessed December 9, 2021.

LIMRA. "2020 Insurance Barometer Study." Accessed November 3, 2021.

Merrill Lynch Wealth Legacy. "Leaving a Legacy: A Lasting Gift to Loved Ones." Accessed November 3, 2021.

Navigating Life Insurance for Estate Planning
Last Updated: 3/10/2022By  Nathan Paulus  |  Reviewed By  Ari Fischman  |  Quality Verified

Home Insurance Life Insurance Guide Using Life Insurance In Estate Planning Advertising & Editorial Disclosure

Chad RixseChad Rixse

Ari FischmanAri Fischman

Patrick SimaskoPatrick Simasko

John M. Mason, CFP®John M. Mason, CFP®

On This Page
Benefits of Life Insurance

Choosing the Right Life Insurance

Life Insurance in Estate Planning

Should You Have an ILIT?

Avoiding Estate Planning Issues

Expert Insight

Resources

Life Insurance: What the
Numbers Say
The following data show an overview of life insurance and

estate planning in the United States:

1

2

3

4

5

1

2

3

4

COMPANY

About Us

Press

Privacy Policy

INSURANCE

Car Insurance

Home Insurance

Rental Insurance

Life Insurance

MORTGAGE

Refinancing

Conventional Loan

Jumbo Loan

VA Loans

FHA Loans

CREDIT CARDS

Business Credit Cards

Student Credit Cards

Balance Transfer Cards

Credit Cards with Rewards

Travel Credit Cards

Cash Back Credit Cards

Copyright © 2022 MoneyGeek.com. All Rights Reserved Terms of Use

InsuranceInsurance MortgageMortgage Credit CardsCredit Cards LoansLoans Financial PlanningFinancial Planning CoronavirusCoronavirus

https://www.irs.gov/newsroom/final-regulations-confirm-making-large-gifts-now-wont-harm-estates-after-2025
https://specialneedsanswers.com/
https://fcsn.org/
https://www.specialneedsalliance.org/
https://futureplanning.thearc.org/pages/learn/future-planning-101
https://www.moneygeek.com/insurance/life/
https://www.iii.org/fact-statistic/facts-statistics-life-insurance
https://images.em.bankofamerica.com/HOST-01-19-2701/ML_Legacy_Study.pdf
http://www.njltc.com/documents/2020%20LIMRA.pdf
https://www.moneygeek.com/insurance/life/universal-life-insurance/#Key
https://www.moneygeek.com/financial-planning/resources-for-parents-of-children-with-special-needs/
https://www.moneygeek.com/insurance/life/term-life-insurance/
https://www.moneygeek.com/insurance/life/universal-life-insurance/
https://www.moneygeek.com/insurance/life/whole-life-insurance/
https://www.moneygeek.com/insurance/life/compare-quotes/
https://www.irs.gov/businesses/small-businesses-self-employed/deceased-taxpayers-filing-the-estate-income-tax-return-form-1041
https://taxfoundation.org/individual-and-consumption-taxes/estate-and-gift-taxes/
https://www.nolo.com/legal-encyclopedia/estate-tax
https://www.cbo.gov/system/files/2021-06/57129-Estate-and-Gift-Tax.pdf
https://www.actec.org/resources/state-death-tax-chart/
https://www.americanbar.org/groups/real_property_trust_estate/resources/estate_planning/
http://www.bbb.org/
https://insurancefraud.org/state-insurance-fraud-bureaus/
https://www.copaa.org/
https://content.naic.org/
https://www.usa.gov/laws-and-regs
https://www.americanbar.org/content/dam/aba/publishing/aba_tax_times/13sum-ptr3-abrahams.pdf
https://www.iii.org/fact-statistic/facts-statistics-life-insurance
https://www.irs.gov/newsroom/final-regulations-confirm-making-large-gifts-now-wont-harm-estates-after-2025
http://www.njltc.com/documents/2020%20LIMRA.pdf
https://images.em.bankofamerica.com/HOST-01-19-2701/ML_Legacy_Study.pdf
https://www.moneygeek.com/
https://www.moneygeek.com/insurance/
https://www.moneygeek.com/insurance/life/
https://www.moneygeek.com/
https://www.facebook.com/moneygeekcom
https://www.linkedin.com/company/18305549/
https://twitter.com/money_geek
https://www.moneygeek.com/about-us/
https://www.moneygeek.com/press/
https://www.moneygeek.com/privacy/
https://www.moneygeek.com/insurance/auto/
https://www.moneygeek.com/insurance/homeowners/
https://www.moneygeek.com/insurance/renters/
https://www.moneygeek.com/insurance/life/
https://www.moneygeek.com/mortgage/refinance/
https://www.moneygeek.com/mortgage/conventional-loan/
https://www.moneygeek.com/mortgage/jumbo-loans/
https://www.moneygeek.com/mortgage/va-home-loan/
https://www.moneygeek.com/mortgage/fha-loan/
https://www.moneygeek.com/credit-cards/business/
https://www.moneygeek.com/credit-cards/college-students/
https://www.moneygeek.com/credit-cards/balance-transfer/
https://www.moneygeek.com/credit-cards/rewards/
https://www.moneygeek.com/credit-cards/travel/
https://www.moneygeek.com/credit-cards/cash-back/
https://www.moneygeek.com/terms-of-use/
https://www.moneygeek.com/
https://www.moneygeek.com/insurance/
https://www.moneygeek.com/mortgage/
https://www.moneygeek.com/credit-cards/
https://www.moneygeek.com/#
https://www.moneygeek.com/financial-planning
https://www.moneygeek.com/coronavirus

