
Bypass Trust Computation 10/19/2022

Net Value of Combined Assets of Both Spouses: $11,000,000
Growth Rate after First Death: 4.00%
Inflation Rate for Estate Tax Exclusion: 2.00%

First Death Second Death
Year of Death (Years After 2022 Estimated): 2023 2028
Adjusted Taxable Gifts: $0 $0
Gift Tax Paid on Adjusted Taxable Gifts: $0 $0

With Bypass Trust All to Spouse
Amount Passing to Bypass Trust at First Death: $11,000,000 $0

Survivor's Estate after First Death (No Growth): $0 $11,000,000
Survivor's Estate in 2028 (with Growth): $0 $13,383,182
Tentative Tax Base: $0 $13,383,182
Tentative Tax: $0 $5,299,073
Gift Tax Paid: $0 $0
Gross Federal Estate Tax: $0 $5,299,073

Survivor's Basic Exclusion Amount: $6,790,000 $6,790,000
Deceased Spousal Unused Exclusion Amount: $0 $12,300,000
Total Applicable Exclusion Amount: $6,790,000 $19,090,000
Applicable Unified Credit: $2,661,800 $7,581,800
Allowable Unified Credit: $0 $5,299,073
Net Federal Estate Tax: $0 $0
Total Federal: $0 $0

Federal Estate Tax Saved by Bypass Trust: $0

Survivor's Net Estate After Tax: $0 $13,383,182
Value of Bypass Trust at 2nd Death (with Growth): $13,383,182 $0
Total Passing to Beneficiaries: $13,383,182 $13,383,182

Increase in Total Value for Beneficiaries: $0
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Bypass Trust Computation

This calculation computes the estate tax saving that is possible when the unified credits of both husband and wife are used
to reduce the estate tax otherwise payable when they have both died.

The federal estate tax applies to the net estate of a decedent at death, but each person is allowed a unified credit which
provides an exclusion from tax. For example, the unified credit applicable exclusion amount is $12,060,000 for 2022. For
gifts and estates that exceed that amount, the tax rate is 40%. 

An effective estate planning technique to use both unified credits is to change the wills or revocable trusts of the married
couple so that, on the first death, the unified credit exclusion amount does not pass to the surviving spouse but is held in a
trust for the benefit of the surviving spouse. In this way, the surviving spouse can get the income and benefit of the property
held in the trust without the property being part of the survivor's estate. Upon the death of the surviving spouse, the property
in the trust passes to (or in further trust for) the children or other intended beneficiaries free of tax. This kind of trust is
sometimes called a "bypass" trust, because the property in it "bypasses" the estate of the surviving spouse. 

The program illustrates the benefit of the bypass trust by calculating the federal and state death taxes that would be
payable at the second death if the first spouse to die were to leave his or her entire estate to the survivor, so that the
combined assets of the husband and wife were all taxable at the death of the survivor, and calculating the federal and state
death taxes that would be payable at the second death if, at the first death, an amount equal to the unified credit applicable
exclusion amount were removed from the taxable estates through a bypass trust. The difference in tax is the savings from
the bypass trust. 

The estate tax calculations take into account the changes in rates and credits provided by the Tax Relief, Unemployment
Insurance Reauthorization, and Jobs Creation Act of 2010, including the "deceased spousal unused exclusion amount"
(DSUEA) that the surviving spouse may receive after the first death and which is intended to allow the estate of the
surviving spouse to claim the benefit of the unified credits of both spouses without the use of a bypass trust. The bypass
trust may still result in lower taxes at the second death due to (a) growth in the value of assets after the first death which
can be excluded from the estate of the surviving spouse through the bypass trust but not through the use of the DSUEA,
and (b) the possible reduction in the DSUEA by adjusted taxable gifts on which gift tax was paid. 

In order to create the largest possible bypass trust at the first death, and so get the greatest benefit from the decedent's
unified credit, there must be assets in the decedent's estate (or revocable trust) sufficient to use up all of the decedent's
unified credit. Assets that are jointly owned will pass outside of the will or revocable trust and cannot be used to fund the
bypass trust. Life insurance or retirement benefits payable to a named beneficiary will also pass outside of the will or
revocable trust (and outside of the bypass trust). And if one spouse has a large estate and the other a small estate (or no
separate estate at all), the benefit of the unified credit can be lost if the spouse with the smaller estate dies first. Finally,
some assets may not be suitable for a bypass trust. For example, death benefits from a qualified plan or individual
retirement account can be rolled over by a surviving spouse, and the income tax deferred on those benefits, but the income
tax might have to be paid prematurely, with a greater income tax cost, if the benefits are payable to the bypass trust.
Therefore, although the program assumes that a bypass trust can be fully funded at the first death, careful planning may be
needed to be certain that there are in fact appropriate assets in the estate to fund the bypass trust at the first death. 

If there is still estate tax payable when both unified credits have been used, a common next planning step is to look into
removing life insurance from the taxable estates, or purchasing additional life insurance to provide the cash needed to pay
the death taxes at the second death. 
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