Estate
Liquidity

The Problem...

When a person dies, taxes and other costs must be paid—in cash—within a
short period following the date of death.

These taxes and costs deplete the amount of an estate left for heirs.

Typical costs include federal and state estate taxes; funeral expenses;
expenses of the decedent’s last illness; the decedent's outstanding debts; and
probate costs such as executor’s fees, attorney'’s fees, court costs, appraiser’s
fees, costs of insuring estate property, and more.

The first step is to enumerate and estimate these costs. The next important

stepis to find the means to pay these costs.

The Response...
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Comprehensive estate preservation strategies should not only provide for the
orderly disposition of an estate owner's assets at his or her death, but also
make certain the estate’s executor will have ready cash to pay estate
obligations promptly.

People often use life insurance to provide the estate with sufficient cash to
satisfy the claims of creditors and to pay taxes and other costs resulting from

the estate owner’s death.
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% Forindividuals whose estates may be subject to the federal estate tax, the life
insurance benefit can be arranged so that the proceeds won't be included in

the gross estate.

The Life Insurance Advantage...
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Life insurance proceeds are available immediately when needed.
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% The event creating the need—the estate owner's death—creates the funds to
satisfy the need.

*¢ The proceeds are usually received free of federal income tax.

«» The ownership of the policy can be arranged to avoid probate and inclusion in
the federal estate tax calculation.

+ Payment of the proceeds avoids the need to liquidate other estate assets—
perhaps at sacrifice prices—to create needed cash.

% The need to borrow at interest is also avoided, as is the need to pay the federal
estate tax in installments (if this option is available).

% Alife insurance policy's death proceeds almost always surpass the premiums

paid for the policy, resulting in estate costs being funded at a discount.

The Bottom Line...

A sound, regularly updated estate review serves multiple roles in arranging for the
orderly disposition of estate assets at an owner’s death, while protecting the estate
from needless taxation and shrinkage. Life insurance can be a key component that
creates sufficient liquidity to pay estate obligations when the need arises—without

depleting estate assets intended for the heirs.
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