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We are building insurance around you.®



Do you know what the value of your 

estate is? Do you know that the death 

benefit proceeds of any life insurance 

policies you own and/or have control 

over will be included in your estate 

for federal estate tax purposes at your 

death?

All of the property you own or have 

an interest in will be included in your 

gross estate for purposes of calculating 

any federal estate tax due upon your 

death. This includes real estate, personal 

property, business interests, retirement 

account balances and other items. 

Many people assume that because 

death proceeds of a life insurance policy 

are typically payable to a third-party 

beneficiary, those proceeds won’t be 

added into the value of the estate when 

calculating federal estate tax.
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Estate tax at work
Estate tax is calculated on the value of your gross estate. Your gross estate 

includes all property you own or control as of your date of death. One of 

the most overlooked items that must be included in your gross estate for 

estate tax purposes is life insurance. If you own a life insurance policy on 

your own life, have the proceeds payable to your estate, or otherwise have 

a measure of control over a policy on your life (i.e. access to cash value, 

power to designate the beneficiary), the proceeds of that policy will be 

counted as part of your estate for purposes of calculating any estate tax 

that may be due. For instance, assume you own real estate and personal 

property valued at $1 million. In addition, you own and are the insured on 

a life insurance policy with a face amount of $1 million. If you were to die 

today, your gross estate would be valued at $2 million, even if someone 

other than your estate were the beneficiary of your life insurance policy.

So, how can you adequately provide for your heirs with life insurance 

without having the proceeds includible in your estate for estate tax 

purposes? By utilizing a planning strategy that uses an irrevocable life 

insurance trust (ILIT) as the owner of the policy. An irrevocable trust can 

be formed specifically to hold a life insurance policy.  Such a trust is usually 

created during the grantor’s lifetime and typically the beneficiaries are a 

spouse, children, grandchildren, and other family members.   
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What is an ILIT?

An irrevocable trust is 
one where you give up 
all rights in the property 
that is placed in the trust, 
and you cannot amend or 
revoke the trust once it is 
set up. The assets in such a 
trust will generally not be 
included in your estate for 
estate tax purposes if:

n The trust is irrevocable;

n �A third party is the trustee;

n �You have retained no incidents 
of ownership over the property 
transferred to the trust; and,

n �Assets of the trust are not directly used 
to pay any estate costs.  

Here’s How it Works

When life insurance is used with such a trust, typically the 

trustee will apply for a policy on your life, and you will gift 

dollars into the trust sufficient to pay annual premiums 

that may be due. The beneficiaries of the trust, typically 

your spouse and/or your heirs, will have special withdrawal 

powers over the annual gifts you make to the trust for a 

limited period of time (referred to as “Crummey” powers, 

named after a famous court case). This makes the gift of 

dollars into the trust qualify for your $13,000 per person 

(as indexed for 2011) annual gift tax exclusion. While it is 

possible to transfer an existing life insurance policy to an 

ILIT, there are special rules that apply to such a transfer. 

One important rule is if you die within three years of 

transferring a life insurance policy, it will still be included in 

your gross estate for estate tax purposes.  

By using life insurance inside an ILIT, you can accomplish 

some very important estate planning objectives. You can 

help meet the liquidity needs of your estate by authorizing 

the trustee to either loan dollars to your estate or to 

purchase assets from your estate at fair market value. 

You can provide for the income needs of your heirs 

while sheltering assets in the trust from creditor claims at 

your death. You can replace the value of assets you may 

have gifted to charity and your heirs may receive more 

through the death proceeds than if you were to sell those 

assets and pay capital gains and estate taxes. And, you 

can accomplish all these goals without having the life 

insurance death proceeds subject to estate taxation.
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Is this type of 
planning device 
right for you?
An Irrevocable Life Insurance 

Trust is a sophisticated estate 

planning tool and requires 

special legal, accounting 

and tax counsel to reach its 

full potential. Your financial 

advisor can assist you in 

bringing together the necessary 

professionals to review your 

situation and determine if an 

ILIT is right for you.

During lifetime

Upon death

An ILIT at Work
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There is a perception today 

that estate planning means 

planning only for the distribution 

of property at your death. In 

reality, the purpose of estate 

planning should be for you to 

enhance your estate during your 

accumulation years, to maintain 

your financial security during 

your retirement years, and to 

provide for the most efficient 

transfer of property at your 

ultimate death. With proper 

planning, these goals can usually 

be met while at the same time 

avoiding the conflict and delays 

inherent in the estate distribution 

process, and reducing expenses.

Conclusion
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Aviva Life and Annuity Company 
7700 Mills Civic Parkway

West Des Moines, IA 50266-3862

Aviva Life and Annuity Company of New York
324 South Service Rd

Suite 200
Melville, NY 11747

1-888-327-9898

www.avivausa.com

Neither Aviva nor its agents give legal or tax advice. You should always seek the 
opinion of your own legal or tax advisor prior to any transaction. Information 
presented is based on our understanding of current tax laws and regulations, which 
is subject to change.

In order to comply with certain U.S. Treasury regulations, please be advised of the 
following: Unless expressly stated otherwise, any U.S. Federal tax advice contained 
in these materials, including attachments, is not intended or written to be used, and 
cannot be used, by any person for the purpose of avoiding any penalties that may 
be imposed by the Internal Revenue Service.
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At Aviva, we never forget that our business is about 
the people we insure. 

As you read this, thousands of Aviva associates are focused on our 
simple three-letter mission statement:

You
You can count on us to be here when you need us.

We’re making business and investment decisions that will ensure we can meet 
our obligations to you and your loved ones.

We’re developing new ways to provide better service to you.

We’re challenging ourselves to reinvent the way we look at life insurance 
and annuities, so we can continue to meet the financial needs of a changing 
world—your world.

Most of all, we’re drawing on the experience of our parent company, Aviva 
plc, with their more than 300-year legacy. As the oldest continuously operating 
insurance group in the world, Aviva has endured and thrived through centuries 
of war and peace, booms and recessions and constant change. The highs and 
lows have taught us to be prepared so you can count on us, especially during 
times of uncertainty.

We are honored that you’ve put your trust in Aviva. 
We won’t let you down.


