
Creating Your Legacy

A Guide to Help You Understand  

Estate Planning and the Uses of Life Insurance

Estate Planning involves planning 

around family relationships.
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The Continuing Estate Tax

Investment and Insurance Products: Not a Deposit — Not FDIC Insured —  
Not Insured by any Federal Government Agency — No Bank Guarantee — May Lose Value

What’s in Store for BEYOND 2012?
Although it is impossible to predict what future laws will be, a per-

manent estate tax repeal is highly unlikely. Thus, the safest approach 

is to plan under the assumption that there will be an estate tax and 

make your estate planning documents as flexible as possible. 

What if You Wait?
If you fail to plan at this time, you not only put yourself but also 

your family at risk. Without the proper estate planning documents, 

your estate may not be distributed as you wish. By waiting, you may 

also lose out on the opportunity to make annual exclusion gifts and 

to use common estate planning techniques to reduce and/or “freeze” 

the value of your estate. Also, your estate may be faced with a large 

federal estate tax liability and possibly even a state estate tax liability 

at your death without the sufficient liquidity to pay those taxes. 

This may force your estate to liquidate your hard-earned assets 

quickly, causing a “fire sale” of assets, in order to pay the estate 

tax due nine months after your death. By taking a “wait-and-see” 

approach, you also may have missed out on the opportunity to pur-

chase life insurance to help pay for estate taxes and other expenses 

incurred at your death. 

If life insurance is not a part of your estate plan now and you realize 

you need it later, there is the possibility you may die before it can 

be purchased or that your health may decline, making life insurance 

economically unavailable. Therefore, it is important that you plan 

today rather than wait to plan in the future.

NEW ESTATE TAX LAW
At the end of 2010, Congress passed legisla-

tion impacting the estate tax. This legislation 

puts in place a $5 million estate tax exemp-

tion and 35% estate tax rate (more details 

provided below), until January 1, 2013. 

Beginning in 2013, the estate and gift tax 

laws return to the law in effect prior to 2001, 

unless Congress takes further action. This 

may cause some confusion and uncertainty 

as to whether you need estate planning at 

this time. During this time of uncertainty, it 

is nevertheless important to move forward 

with your estate planning objectives.

1	 From January 1, 2011 to December 31, 2012, the 
federal estate tax exemption amount is $5,000,000 
(indexed for inflation starting January 1, 2012); the 
maximum estate tax rate is 35%; and, the rules regard-
ing step-up in basis for property transferred at death 
are reinstated. Also over the same time period, if the 
executor of a deceased spouse’s estate so elects, the 
surviving spouse could later use his or her own unused 
estate tax exemption, plus the unused exemption of his 
or her most recent deceased spouse.
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This material is not intended to be used, nor can it be used by any taxpayer, for the purpose of avoiding U.S. federal, state or local tax 
penalties. This material is written to support the promotion or marketing of the transaction(s) or matter(s) addressed by this material. 
Pacific Life, its distributors and their respective representatives do not provide tax, accounting or legal advice. Any taxpayer should seek 
advice based on the taxpayer’s particular circumstances from an independent tax advisor.

Insurance products are issued by Pacific Life Insurance Company in all states except New York, and in New York by Pacific Life & 
Annuity Company. Product availability and features may vary by state.



Estate Planning
Estate planning involves planning around family relationships. Estate planning is not just for the very old or very wealthy. 

If you are concerned about your loved ones, you need to take action now to lessen the financial and emotional burden your 

incapacity or death will bring. Estate planning encompasses more than just planning to minimize estate and gift taxes; it 

includes your goals now and your legacy in the future. Estate planning should provide for the efficient use of your assets 

during lifetime, the disposition of your assets after death, and the minimization of taxes and costs associated with transfer-

ring your assets to your heirs. 

The most important steps in planning your estate are determining who should make decisions for you in the event of your 

incapacity and what you want to happen to your loved ones and your assets after you have passed away.

Begin by asking yourself the following questions:

Who should manage my assets and take care of me in the event of my incapacity?

Family?  Friends?  Bank or Corporate Trustee?  

Who should carry out my estate plan after my death?

Family or Friends?  Bank or Corporate Trustee?  Probate Court?  

Who should take care of my children if they are minors at my death?

Parents?  Siblings?  Friends?  

Who should receive my assets at my death?

Family?  Friends?  Charity?  

When should my assets be distributed?

Immediately after my death?  At some specified time after my death?  Upon beneficiaries reaching certain ages?  

How should my assets be distributed?

Should my spouse have a right to the income before my assets pass to others?  Will my children need a Corporate Trustee 

to handle their inheritance? Should my beneficiaries attain certain goals I specify before they receive my assets?

What are your goals?
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Year
Estate Tax
Exemption Estate Tax Credit

Highest Estate
Tax Rate

Highest Gift  
Tax Rate

2011-2012 $5,000,000 $1,730,800 35% 35%

2013 and  
beyond 

$1,000,000 $345,800 55% 55%

What will the transfer costs be?

PROBATE FEES: Probate is a court-supervised process of 

distributing your assets. If you do not have any estate planning 

documents or only have a will, the court may distribute your assets 

for you and may charge your estate a fee. Probate fees typically range 

from one to four percent of the property passing through probate, 

depending on state law.

TRANSFER TAXES: The federal government may impose 

three types of transfer taxes: gift tax, estate tax, and 

generation-skipping transfer tax (GST tax). The gift tax 

may be applied to transfers made during your lifetime, 

and the estate tax may be applied to transfers made at 

your death. The GST tax may be applied to transfers 

made during life and at death to persons two or more 

generations younger than you, such as your grandchildren. 

In addition to these federal transfer taxes, many states 

impose separate gift, estate, inheritance, and GST taxes.

You cannot determine which tools will help you realize your goals until you have all the facts. Ask 

your attorney, accountant, or life insurance professional to estimate the cost of transferring your assets 

to heirs at your death. Without proper preparation, taxes and fees may deprive your heirs of almost 

half of your total net worth.
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The following is an example of the possible estate tax liability Under current Law 
for a married couple dying in the same year:

Size of Estate 2011-2012 2013

$1,000,000 $0 $0

$3,000,000  $0 $435,000

$5,000,000 $0 $1,495,000

$7,000,000 $0 $2,390,800

$10,000,000 $0 $4,404,800

$20,000,000 $3,5000,000 $9,900,000 

The calculations assume that each spouse will use the full amount of his or her estate tax exemption available in the year of death 
or the first spouse to die transferred his or her estate tax exemption to the surviving spouse.
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MARITIAL DEDUCTION: Amounts transferred during life and at death to a U.S. citizen spouse are not taxable transfers. 
A married individual is allowed an unlimited marital deduction for the value of any property transferred to a spouse. If you 
distribute assets to your surviving spouse, the spouse receives them free from gift and estate taxes. However, those assets 
may be included in the taxable estate of your spouse at his or her death.

LIFETIME GIFT TAX EXEMPTION: Until December 31, 2012, you are able to gift up to $5,000,000 (in addition to your 
annual gift tax exclusion amount) without incurring any federal gift tax because of the lifetime gift tax exemption. The 
$5,000,000 lifetime gift tax exemption is the total amount that each person can transfer to individuals, other than a spouse, 
during lifetime without incurring gift tax. After the lifetime gift tax exemption has been reduced to zero, you would then 
pay gift taxes. Any use of the lifetime exemption reduces the estate tax exemption available at death. Under current law, the 
lifetime exemption is scheduled to be $1,000,000 in 2013 and beyond.

ESTATE TAX EXEMPTION: The federal estate tax affects individuals who die leaving a taxable estate of more than the 
estate tax exemption amount. For 2011 and 2012, the federal estate tax exemption amount is $5 million. For 2013 and 
beyond, the federal estate tax exemption is $1 million. The exact year with corresponding estate tax exemption and highest 
estate tax rates are shown at the bottom of the previous page. If you are married, the estate tax will most likely be an issue 
when the second spouse dies because the marital deduction will ensure that assets left to the surviving spouse pass free from 
estate tax.

PORTABILITY: For married individuals dying in 2011 or 2012, the first spouse to die can transfer his or her unused estate 
tax exemption amount to the surviving spouse. This is commonly referred to as the portability of the estate tax exemption. 
For example, if a married individual previously made gifts of $1 million during his or her lifetime and passes away in 2011 
or 2012, he or she has $4 million of unused estate tax exemptions available. This amount can be transferred to the surviving 
spouse (by the executor electing to do so on the decedent’s estate tax return). The surviving spouse would then have his or 
her own estate tax exemption amount in addition to the $4 million transferred from the decedent spouse. 

GENERATION-SKIPPING TRANSFER TAX EXEMPTION (GST Tax Exemption): The federal GST tax applies to 
transfers made during life and at death to persons two or more generations younger than you, such as grandchildren. Your 
GST tax exemption allows you to give or leave assets to grandchildren without imposing this additional transfer tax. For 
2011 and 2012, the GST tax exemption is $5,000,000. For 2013 and beyond, the GST tax exemption is $1 million (indexed 
for inflation). The structure of the GST tax will follow the same exemption amount and top tax rate as the estate tax.

ANNUAL GIFT TAX EXCLUSION: In 2011, any person is allowed to give any other person gifts in a calendar year that 
have an aggregate value of up to $13,000 per recipient. This annual gift tax exclusion amount will be increased for inflation. 
Annual exclusion gifting is a valuable estate planning tool because it allows you to transfer assets free from gift tax during 
your lifetime in addition to the assets transferred using your lifetime gift tax exemption and estate tax exemption. Also, 
making annual exclusion gifts does not utilize any of your lifetime gift tax exemption.



What fits for you? Determining  
the Proper Tools and Strategies

A Will is a legal document that expresses how you want to dispose of your assets at your death. It may allow you to:

D	Designate the individuals who should receive your assets;

D	Designate the conditions under which your heirs receive your assets;

D	Nominate the person best suited to serve as guardian of your minor children; and

D	Ensure that you take advantage of your ability to transfer property free from estate tax using your estate tax exemption.

A Revocable Living Trust is established and funded during your lifetime to hold your assets that do not pass by beneficiary 

designation. Similar to a Will, it is a legal document that includes your instructions for how you want to dispose of your 

assets at your death. It may allow you to:

D	Avoid probate and thus prevent your heirs from waiting months or years for the court to distribute your assets in a 

probate proceeding;

D	Prevent the court from imposing probate fees, typically ranging from one to four percent of the assets passing through 

probate;

D	Prevent the relatively expensive and time-consuming process of appointing a conservator to manage your assets if you 

become incapacitated; and

D	Prevent the relatively expensive and time-consuming process of appointing a guardian or trustee to manage assets for 

your minor children.

Powers of Attorney for financial matters and health care decisions are used to appoint an individual to make financial 

and health care decisions for you. These separate documents may allow you to:  

D	Designate the person who will make financial and health care decisions on your behalf if you become incapacitated; and

D	Prevent the relatively expensive and time-consuming process of appointing a conservator to manage your assets not held 

in a Revocable Living Trust if you become incapacitated.

You spend countless hours caring for your loved ones and accumulating wealth. Wouldn’t it be  

reasonable for you to spend a few hours with your legal and tax advisors to determine which 

estate planning tools to implement? Your family’s needs and overall net worth will help determine 

the proper course of action to accomplish your estate planning goals.
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How will you pay  
the transfer costs?

Method Advantages Disadvantages

Cash Simple Few estates have enough cash  
and/or liquid assets

Borrowing Prevents possible “fire sale”  
of assets

Defers and compounds the  
liquidity problem since loans  
must be repaid with interest

Liquidating Prevents payments over time  
with associated costs

May be forced to have a “fire 
sale” of assets

May cause the sale of a  
closely-held family business

Life Insurance held by an 
Irrevocable Life Insurance  
Trust (ILIT)

Prevents possible “fire sale”  
of assets 

If properly structured and  
funded, life insurance death 
benefit proceeds should pass  
to heirs free from income2  
and estate3 taxes  

Terms of an ILIT are irrevocable 
and cannot be changed

Cost of life insurance premiums 
May incur expenses in  
establishing and maintaining  
an ILIT

2  For federal income tax purposes, life insurance death benefits generally pay income tax-free to beneficiaries pursuant to IRC Sec. 101(a)(1). In cer-
tain situations, however, life insurance death benefits may be partially or wholly taxable. Situations include, but are not limited to: the transfer of a life 
insurance policy for valuable consideration unless the transfer qualifies for an exception under IRC Sec. 101(a)(2) (i.e. the “transfer-for-value rule”); 
arrangements that lack an insurable interest based on state law; and an employer-owned policy unless the policy qualifies for an exception under IRC 
Sec. 101(j).

3		From January 1, 2011 to December 31, 2012, the federal estate tax exemption amount is $5,000,000 (indexed for inflation starting January 1, 
2012); the maximum estate tax rate is 35%; and, the rules regarding step-up in basis for property transferred at death are reinstated. Also over 
the same time period, if the executor of a deceased spouse’s estate so elects, the surviving spouse could later use his or her own unused estate tax 
exemption, plus the unused exemption of his or her most recent deceased spouse.

Federal estate tax is due nine months after your death. Even using basic estate planning tools, you should be able to reduce 

your taxable estate. Nevertheless, if you have a large net worth, it is likely that your estate will be subject to the federal 

estate tax. The last step in planning your estate is to determine how your estate will pay the federal estate tax. 

Your estate will pay the resulting federal estate tax:

	O ne  	 by using cash;

	Tw o 	 by borrowing funds; 

	Three 	 by liquidating assets; or 

	F our	 with life insurance death benefit proceeds that, if properly structured, can provide the liquidity necessary 		

		  to help pay the estate tax.
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What strategies for the future? 

On the other hand, if you have a net worth approximately the same  

as the estate tax exemption, the Credit Shelter Trust may hold a  

significant portion of your assets and no estate tax would be due at 

your spouse’s death. However, it is important to remember that the 

estate tax exemption returns to $1,000,000 in 2013 under current law. 

While your estate may not be currently subject to estate tax, there is 

the possibility that it may be subject to estate tax in the future.

If you or your spouse die in 2011 or 2012, portability of the estate 

tax exemption may be an alterative to using a Credit Shelter Trust. 

Portability refers to the transfer by the decedent spouse of his or her 

unused estate tax exemption amount to the surviving spouse. For 

more information see Page 4. 

Finally, you should review your state estate tax laws to determine if 

state law provides for an estate tax exemption that is less than the  

federal estate tax exemption. If there is a difference in the state and 

federal estate tax exemption amounts, then funding a Credit Shelter 

Trust with the full federal estate tax exemption may create a state 

estate tax liability at the first spouse’s death. 

Removing Life Insurance from your Estate and 

keeping flexibility: The key to estate planning using life 

insurance during this time of uncertainty is flexibility. People that 

need life insurance for estate planning purposes will want to pur-

chase the life insurance inside of an irrevocable life insurance trust 

to avoid the death benefit being included in their taxable estate. 

However, the traditional irrevocable life insurance trust may be too 

restrictive. Fortunately, there are ways to add flexibility to your 

irrevocable trust. The irrevocable trust could be drafted to allow 

for a spouse to be a beneficiary, or the irrevocable trust could allow 

for the trustee to make discretionary loans to the insured or the 

insured’s spouse. Another way to add flexibility to life insurance 

planning is to reduce the face amount of the life insurance death 

benefit later if or when the need arises. 

Using trusts to make the most 

of your estate tax exemption: 

You can make the most of you and your 

spouse’s estate tax exemption by arranging 

for your estate to be divided into two parts at 

your death. One part passes to your spouse 

without being taxed because of the unlimited 

marital deduction; these assets will either be 

distributed outright to your spouse or placed 

in a Marital Trust for your spouse’s benefit. 

The second part of your estate, equal to the 

federal estate tax exemption, is placed in a 

Credit Shelter Trust created by your Will or 

Revocable Living Trust. Using this strategy, 

no federal estate tax will be due at the first 

spouse’s death. 

If you have a net worth well in excess of the 

estate tax exemption, the creation and funding 

of the Credit Shelter Trust at your death may 

not adequately reduce the federal estate tax 

due on all assets outside of the Credit Shelter 

Trust at your spouse’s death. 

Even if you have executed estate planning documents in the past, there is still work for you to do.  

As tax laws change, it is a good idea to re-evaluate your current estate plan. 
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Irrevocable Life Insurance Trust (ILIT): If you own a life insurance policy on your life, the death benefit 

proceeds will be included in your estate when calculating your taxable estate. However, if the same policy is purchased and 

owned by an ILIT, the death benefit proceeds should pass to your heirs free from income4 or estate5 taxes. Some of the 

steps in accomplishing this include:

D	After establishing the ILIT with the assistance of an attorney, the trustee of the ILIT purchases a life insurance policy 

insuring your life or a second-to-die life insurance policy insuring your life and your spouse’s life.

D	The trustee pays the life insurance premiums using funds you transfer to the ILIT each year. Depending upon the 

amount of the premiums, you may be able to shield all of your transfers to the ILIT from gift tax by having the transfers 

qualify as annual exclusion gifts to the ILIT beneficiaries. 

D	At your death, the trustee of the ILIT can then use all of the life insurance death benefit proceeds to lend money to or purchase 

assets from your estate, thereby providing the estate with the liquidity necessary to pay the transfer taxes imposed at death.

Spousal Lifetime Access Trust (SLAT): If you are married and looking for more flexibility than the traditional 

ILIT because you are concerned that you are transferring a large amount of assets into an irrevocable trust of which you 

and your spouse are not beneficiaries, you may want to consider a SLAT. Similar to an ILIT, a SLAT can achieve many 

estate planning goals:

D	A SLAT is an ILIT established by one spouse, the grantor spouse, and drafted with more flexible distribution  

provisions. 

D	The trustee of the SLAT can be given discretion to distribute SLAT assets to the non-grantor spouse or other beneficiaries 

during the insured’s lifetime and after the insured’s death. 

D	Similar to an ILIT, the trustee of the SLAT purchases a life insurance policy and pays the life insurance premiums using 

the grantor spouse’s separate property funds transferred to the SLAT each year; at the grantor spouse’s death, all of the 

life insurance death benefit proceeds can be used to lend money to or purchase assets from the grantor spouse’s estate, 

thereby providing the estate with the liquidity necessary to pay the transfer taxes imposed at death. 

4 	For federal income tax purposes, life insurance death benefits generally pay income tax-free to beneficiaries pursuant to IRC Sec. 101(a)(1). In cer-
tain situations, however, life insurance death benefits may be partially or wholly taxable. Situations include, but are not limited to: the transfer of a life 
insurance policy for valuable consideration unless the transfer qualifies for an exception under IRC Sec. 101(a)(2) (i.e. the “transfer-for-value rule”); 
arrangements that lack an insurable interest based on state law; and an employer-owned policy unless the policy qualifies for an exception under IRC 
Sec. 101(j).

5	 From January 1, 2011 to December 31, 2012, the federal estate tax exemption amount is $5,000,000 (indexed for inflation starting January 1, 2012); 
the maximum estate tax rate is 35%; and, the rules regarding step-up in basis for property transferred at death are reinstated. Also over the same time 
period, if the executor of a deceased spouse’s estate so elects, the surviving spouse could later use his or her own unused estate tax exemption, plus the 
unused exemption of his or her most recent deceased spouse.
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What strategies for the future? (cont…)

Buy Now, Reduce Face Amount Later: If you want to structure your life insurance planning with additional  

flexibility in case the estate tax exemption returns to $1,000,000 in 2013 or in case the estate tax exemption continues to increase, 

then this strategy may appeal to you. A life insurance policy would be purchased inside of an ILIT or SLAT with a death benefit 

equal to your projected estate tax liability. You will need to re-evaluate your life insurance death benefit need every few years. 

However, you will have achieved your life insurance planning goals:

D	The death benefit could still be used to provide liquidity to pay for estate taxes or other estate settlement costs. 

D	If your needs change in the future and your policy has sufficient cash value, you could reduce the face amount of the life  

insurance policy so additional premiums may no longer be required.6

D	During your lifetime, the trustee of the ILIT could lend money to you or the trustee of the SLAT could make distributions  

to the non-grantor spouse so you would have indirect access to the cash surrender value of the life insurance policy.

Other Tax Planning Strategies: It is important to continue to use estate planning techniques such as annual  

exclusion gifts and other strategies that do not incur gift tax. Ask your attorney, accountant, or life insurance professional 

for information about additional estate planning techniques that may be appropriate to reduce your estate tax liability.

What if you own a business?

If a large part of your estate consists of an interest in a closely-held business, you should also consider:  

D	Establishing a buy-sell agreement to ensure the smooth passage of your business to a surviving partner while providing cash  

to your heirs;

D	Qualifying your business as a closely-held business so your estate can make an election under Internal Revenue Code Section 

6166, deferring the payment of estate tax attributable to your closely-held business for a period of four years, paying only  

interest, and then making payments of unpaid estate tax plus interest up to a period of ten years; and

D	Instituting a program of intra-family gifts and/or sales of all or a portion of your business to “freeze” the value of your 

estate and transfer future appreciation of the business to heirs.

6	 Please note that the reduction in the face amount of the life insurance policy may have additional tax consequences. A reduction in the face amount will not 
necessarily result in a proportionate reduction of all associated policy fees and charges. The life insurance policy may need to be retested under the 7-pay test 
for modified endowment contract (MEC) purposes. Prior to authorizing the reduction in the face amount, consult your insurance professional and tax advi-
sor as a reduction may cause the policy to become a MEC. 
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Creating Your Legacy  
with the Power of Pacific Life
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Offering insurance since 1868, Pacific Life provides a wide range of life insurance products, annuities, and mutual funds, 

and offers a variety of investment products and services to individuals, businesses, and pension plans. Pacific Life counts 

more than half of the 100 largest U.S. companies as its clients. For additional company information, including current 

financial strength ratings, visit Pacific Life online at www.PacificLife.com.

Pacific Life refers to Pacific Life Insurance Company and its affiliates, including Pacific Life & Annuity Company. Client count as of April 2010 is compiled by 
Pacific Life using the 2010 FORTUNE 500® list.
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Insurance Professional’s Name

State Insurance License Number
(or affix your business card)

Pacific Life refers to Pacific Life Insurance Company and its affiliates, including Pacific Life & Annuity Company. Insurance 
products are issued by Pacific Life Insurance Company in all states except New York, and in New York by Pacific Life & Annuity 

Company. Product availability and features may vary by state. Each company is solely responsible for the financial obligations 
accruing under the products it issues. Product and rider guarantees are backed by the financial strength and claims-paying ability  

of the issuing company and do not protect the value of the variable investment options.

Variable insurance products are distributed by Pacific Select Distributors, Inc. (member FINRA & SIPC), a subsidiary  
of Pacific Life Insurance Company, and are available through licensed third-party broker-dealers.

Pacific Life’s individual life insurance products are marketed exclusively through independent third-party producers,  
which may include bank-affiliated entities.

Please Note: This brochure is designed to provide introductory information in regard to the subject matter covered.  
Neither Pacific Life nor its representatives offer legal or tax advice. Consult your attorney or tax advisor for complete  

up-to-date information concerning federal and state tax laws in this area.

Pacific Life Insurance Company 
Newport Beach, CA  

(800) 800-7681  •  www.PacificLife.com

Pacific Life & Annuity Company 
Newport Beach, CA 

(888) 595-6996  •  www.PacificLifeandAnnuity.com


