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When a loved one dies, the family and the attorney go over the
assets included in the decedent’s estate for estate tax purposes.
Most times, I have to specifically ask whether there was life
insurance on the decedents life, as people are unaware that pro-
ceeds of life insurance are included in the decedent’s estate for
estate tax purposes (assuming the decedent owned the policy).
If the proceeds are payable to a spouse or a charity, a deduction
is applied equal to the proceeds, and they are, therefore, not
subject to estate tax. If the proceeds, however, are payable to
anyone else, they are included in the decedent’s taxable estate
and will be subject to estate tax if the estate assets, including the
proceeds, exceed the estate tax exemption amounts (NY - $1

million; Federal - $5.25 million).

One easy way to keep life insurance proceeds out of your estate

is to have an Irrevocable Life Insurance Trust (an “ILIT”) own
the policy. You create the ILIT; the beneficiaries and terms of the
ILIT can be whomever and whatever you would like. The trust

is irrevocable. If you contribute cash to the ILIT and the Trustee
purchases the life insurance with the funds from the ILIT, the
policy proceeds are out of your estate. If you transfer an existing
policy to an ILIT, you must live three years from the date of the
transfer for the policy proceeds to be out of your estate for estate
tax purposes. (Note that a way around the three year rule is for
you to transfer cash to the ILIT [a gift, which may fall within your
annual exclusion amounts - - $14,000 individually; $28,000 married
couple] and then have the ILIT purchase the policy from you.)

Life insurance is purchased for mény reasons, including to pro-
tect loved ones, to pay for estate taxes and to equalize bequests
to children (ex., one child gets the $5 million business and the
other gets $5 million of insurance proceeds). If you are single,
have a $5 million business and $5 million of life insurance that
you individually own, your tax bill is computed on $10 million,
thereby subjecting your estate to federal estate tax on $4,750,000
{(about $1.3 million) and NY estate tax on $9 million (about $1.1
million). Ifyou had put the life insurance in an ILIT, your tax
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bill would have been computed on $5 million, resulting in $0 fed-
eral estate tax (a savings of about $1.3 million) and a NY estate
tax of about $400,000 (a $700,000 savings).

ILITs have some technical rules that your estate planning law-
yer can further explain to you. Using an ILIT is a simple way to
protect your family and lower your estate tax burdens — really!

Patricia C. Marcin is an attorney at the law firm of Farrell Fritz,
P.C. concentrating in trusts, estates and tax law. She can be
reached at pmarcin@farrellfritz.com or at 516-227-0611.
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The future of estate tax law is uncertain,
What is certain is that the trusts & estates
attorneys at Farrefl Fritz can help you
establish and adapt your estate pian

A recognized leader in estate litigation
We are home to one of New York State’s
largest trusts & estates teams, with
extraordinarily experienced estate
litigators. Few firms offer as deep an £
understanding of the many nuarices .
that surround litigating an estate.
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