
Introduction to Estate Planning 
 

Eccentric billionaire Howard Hughes died without 
an estate plan. It took over 30 years and many court 
battles to settle it. Small estates don’t make the 
news, but they can create havoc when there is no 
plan.  

Estate planning. For many, it’s a term that conjures 
images of mansions and stacks of cash. The reality is 
it’s for anyone who wants control over what 
happens with their property and loved ones.  

The goal of this discussion is to make your more comfortable discussing your estate planning needs and 
the strategies you can use to protect loved ones.  

The Importance of Your Estate Plan 
You have property to protect, which might include a home or a business. An estate plan manages those 
assets and takes care of loved ones in the event of incapacity or death. In other words, an estate plan 
speaks for you when you cannot speak for yourself.   

The biggest benefit of a formal estate plan might be control. It provides the instruction for the transfer 
of benefits and responsibilities. A close second, or maybe tied with control, is the ability to reduce or 
eliminate taxes upon death.  

With a proper estate plan, you can: 

 Name beneficiaries  
 Specify inheritances 
 Minimize confusion 
 Reduce transfer costs 
 Choose legal guardians for children 
 Ensure management of assets in case of disability  
 Protect family privacy 

Without a plan, you risk: 

 Probate 
 Beneficiary confusion  
 Distribution of property based on state laws, not your intent 

  



Basic Estate Planning Tools 
You can take basic steps to protect assets and loved ones in case you are unable to express your own 
wishes. All these tools should be reviewed and updated periodically. 

In case of incapacitation 
 A Durable POA authorizes agents to act on their behalf. 
An agent could be a spouse, relative, or anyone you name. It 
allows the agent to take care of legal and financial matters 
specifically described in the POA document. Its authority 
expires upon death.  
 Advance directives can include a durable POA for 
health care, a living will, a do-not-resuscitate order and other 
end of life medical directives.  
 

 A durable POA for health care authorizes an agent to oversee medical choices. It contains the 
information the agent needs to provide medical instruction and usually includes a HIPAA 
release. The HIPAA release is essential. If it’s not part of the POA document itself, your clients 
can sign a separate release naming their agent and others to get medical information.  

 A living will is a written legal instruction that provides guidance in case of 
 Medical directives can include do-not-resuscitate orders, instructions for organ donations and 

other medical instruction. 

In the event of death  
You also have basic tools to prepare for death. Like other estate planning documents, they should be 
reviewed and updated periodically: 

 A Last Will and Testament (will) is a personal declaration of intentions about property 
distribution. Property described in the will is distributed by an executor and is subject to the 
court supervision of the probate process.  

Note that beneficiary designations, assets titled joint with survivorship or trust assets supersede 
instructions in a will and avoid probate. For instance, if your clients named a beneficiary on their 
IRA, those assets will be paid directly to the beneficiary without probate.  

 A Letter of Instruction (also known as a Letter of Intent) provides details and preferences to 
guide the executor in following the bequests in the will. It can include a list of assets, the 
location of important documents (including user IDs and passwords), a list of essential contacts 
(banks, accountants, insurance agents), personal messages for heirs and beneficiaries, or 
directives on pet care and funeral arrangements. 

 The data gathering form is a good starting place for an estate plan as well as a companion to the 
letter of instruction. It details personal and family information, fiduciaries or agents, financial 
summaries, and preferences about the disposition of assets. 

 Life insurance, with its many choices and strategies, can be an effective tool to protect property 
for incapacitation and death. It is an entire conversation all its own.  



Estate Planning Strategies  
Estates come in all shapes and sizes. Once you have a will in place, named beneficiaries and determined 
your life insurance needs, you can use gifting and trust strategies for additional control, efficiency, 
minimized taxes and maximized inheritance for their beneficiaries. Let’s take a look. 

Gifting 
General gifting 
One of the easiest ways to reduce the size of an estate and its potential estate 
taxes is to give property away while living. Gifting gives you the ultimate control 
over directing their assets and saves time and transfer costs that might be incurred 
after death. 

Of course, you cannot have too much of this good thing. The limit is $15,000 in 
cash or other assets each year per person. Amounts over that amount may be subject to federal gift 
taxes. That means you can give $15,000 each to as many individuals as you wish, federally tax-free. The 
gift limit is adjusted annually. Their spouse is allowed the same limits. 

There is also a lifetime gift limit that is equal to the federal estate exemption, which is $11.58 million for 
2020. 

Gifting: Trusts with Crummey Power 
You can also gift to a trust and qualify for the annual gift tax exclusion of $15,000. However, the trust 
must provide its beneficiaries with the right to withdraw gifts from the trust for a certain time after the 
gifts are made. These powers of withdrawal are known as Crummey powers.   

If the beneficiary does not use the withdrawal powers within the timespan allowed after deposit, the 
trust dictates the conditions under which the money can be drawn. For instance, the trust can specify 
and age requirement for the beneficiary. 

Gifting: Educational or Medical Expenses 
If the goal is to pay educational or medical expenses for a gift 
recipient, consider paying the provider directly. Qualifying 
payments are not included in the annual limit and are not subject 
to federal gift taxes. 

  

  



Trusts 
Using trusts is a strategy that avoids 
probate and allows you to name 
beneficiaries. A trust is a legal structure 
that holds property for a beneficiary. Trusts 
can be revocable or irrevocable.  

There are three parties in a trust: the 
grantor, the trustee, and the beneficiary. 
You can of course name multiple trustees 
and beneficiaries.  

 Grantors establish and place assets in 
the trust.  

 Trustees manage the trust according to its rules. Grantors can name the trustees they wish, 
including themselves.  

 Beneficiaries receive the assets when they meet the trust’s conditions. They are paid out of the 
trust by the trustees. 

There are two categories of trusts. A revocable trust allows grantors to amend or dissolve it at any time 
and reclaim the assets in it. They become irrevocable upon death. An irrevocable trust does not allow 
for amendments or revocation. Assets placed in the trust are irrevocable gifts. 

The terms of the trust provide grantors ultimate control. They name the conditions for distributing the 
assets to beneficiaries, including amounts, timing, and age restrictions. The trust can exist for many 
years or as long as there are assets in it.   

There is more than one type of trust, depending on their estate needs and preferences. 

Testamentary Trusts 
Testamentary Trusts are established after death, by instruction of a will. As such, they are part of the 
probate process.  

They’re usually used to exert control over assets inherited by children or others whose inheritance 
needs to be managed for them. The grantor names a manager for the trust, and the manager is 
responsible for establishing and maintaining it according to their instruction. 

Irrevocable Life Insurance Trust (ILIT) 
An irrevocable life insurance trust, or ILIT, is designed to own life insurance policies insuring the 
grantor’s life, payable to the trust at death. The grantor of an ILIT trust cannot be the trustee.   

Money and insurance policies the grantor uses to fund the trust are an irrevocable gift and are subject 
to gifting rules, including the annual and lifetime limit. If done correctly, there is no estate or income tax 
resulting from the insurance payments to the trust at death. 

ILITs are often used to increase the inheritance of the beneficiaries, protect the trust assets from 
creditors and provide liquidity for estates that are comprised of illiquid property like real estate, 
business interests or art. 



Spousal Lifetime Access Trust (SLAT) 
A Spousal Lifetime Access Trust, or SLAT, is a type of ILIT that names the grantor’s spouse as a 
beneficiary of the trust. The spouse then has access to the trust assets, including any cash value of the 
life insurance. When done correctly, a SLAT is not part of the estate of either spouse.  

SLATs provide additional control and flexibility because the trustee can distribute assets to the grantor’s 
spouse if needed.   

Dynasty Trust 
A dynasty trust is usually what we think of when we 
ponder trusts. It is meant to transfer wealth from 
generation to generation while minimizing (or eliminating) 
the estate taxes. Assets placed in the trust are subject to 
estate taxes, if they apply. Remember that the first $11.58 
million (for 2020) is exempt from estate taxes. This limit 
changes annually.  

Dynasty trusts are irrevocable, and their terms can't be 
changed once they're funded. Because the trust is a legal 

entity, property placed in it is permanently removed from the grantor’s estate and any growth or 
income will not incur estate taxes. However, the trust must pay taxes on any income produced in it.  

Because of the size of the trust, many grantors choose a financial provider or lawyer as trustee. A 
dynasty trust generally provides beneficiaries with access to the trust assets under the conditions 
specified in the trust with no set date for termination. They are meant to last for as many generations as 
is allowed under state law. 

Bypass Trust 
Bypass trust is a term you hear in connection to AB trusts. 
The goal is for a married couple to pass as much as 
possible before they are subject to the federal estate tax, 
then passing the rest to the spouse and take advantage of 
the spousal exemption from federal estate tax.  

As a married couple, clients can set up a trust under their 
will called an A-B trust. After the death of the first spouse, 
the sum of money equal to the estate tax exemption 
(11.58 million for 2020) is put in an irrevocable trust called 

the Bypass trust, or B trust. This trust is also known as the decedent’s trust.  

The remaining amount goes into a Survivor’s trust, which the surviving spouse will have complete 
control over. The estate tax on the A trust is deferred until after the death of the surviving spouse. So a 
couple with a $15 million estate can put $11.58 million (in 2020) into the bypass trust and the surviving 
spouse has control over $3.42 million.  

Whatever remains in the survivor’s trust is part of the estate of the second spouse. 

  



Charitable Trusts 
If you goal is charity, there are a couple types of 
charitable trusts. The difference is in who gets the 
income from the trust and who inherits the remaining 
assets after their death. 

A Charitable Lead Trust provides an income stream to 
a charity over a specified period of time during their 
lifetime. After the trust term ends, the remaining 
assets pass to your clients or the beneficiaries named 
in the trust.  

 

A Charitable Remainder Trust can be created during your lifetime or at death. It’s an irrevocable 
transfer of property to the trust. With this trust, however, you retain the right to receive payments from 
the trust for a certain period, such as your lifetime and your spouse’s lifetime. A portion of the income 
you receive is a tax-free return of principal. After your death or the period specified in the trust, the 
remainder of the assets are transferred to the charities the named in the trust. 

A charitable remainder is often used to provide an income stream but avoid taxes on highly appreciated 
assets. It also allows an income tax deduction and reduces the size of their estate and potential estate 
taxes. 

Business Continuation 
If your own a business, you have additional 
considerations. When planning your estate, it’s a 
good time to also take steps to make sure your 
business can financially survive. 

If you leave behind a family business, you have to 
take care of more than their family and friends. You 
might also have business partners, employees, and 
customers to consider. It necessitates a succession 
plan.   

Some of the questions to consider are:  

 When it transfers out of my hands, will their partners take over, or will a family member inherit 
it?  

 If partners will take it over, how will they compensate my family?  

You might need a buy-sell agreement for partners to buy out your share, with the proceeds going to 
your family or beneficiary. 

Even without partners, business interests can be a large part of their estate, and planning to cover the 
taxes can require life insurance and trust strategies. It’s a big conversation and requires thoughtful 
planning.  



Summary 
We’ve covered a lot of ground here. When it comes to estate planning, you have several levels of tools 
and strategies to draw from. Some you can do on your own and for some you need professional 
guidance and support. Start with the basics and cover yourself for unexpected events.  

Even if you cover the basics on your own, consider engaging a financial professional and a lawyer for 
complex strategies, especially if you own a business. Finally, whatever plans you create should be 
reviewed and updated regularly or when your situation changes.   

 


