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The Relationship between Estate Planning and Life Insurance 
Estate planning is the process of creating an organized plan for your assets during your lifetime and deciding what 
should happen to those assets upon your passing or incapacitation. Estate planning is greater than just scripting a will; 
it is a complex planning process including topics such as trusts, business succession, tax planning, life insurance, 
philanthropic gifts, final expense planning, and much else. When it is done thoughtfully and completely, it can help 
alleviate potential family conflicts, ensure that your estate is given to your intended heirs, and minimize taxation. 

Life insurance has many well-known advantages but is most commonly known for providing beneficiaries with a tax- 
free death benefit when an insured dies. It is important to note the many uses of life insurance and the death benefit: 

 

 

 



Income Replacement 
 
 

 
Life insurance provides an income- 

tax-free death benefit upon the 

passing of an insured individual. One 

purpose of the death benefit is to 

help ensure that those financially 

dependent on you have a healthy 

economic future after your passing. 

The death benefit received can help 

cover loved ones’ expenses and take 

away the onus of replacing your lost 

economic value immediately (i.e. 

providing money to help pay a 

mortgage or other debts). 

Estate Liquidity 
 
 
 
 

 
Life insurance can provide a source of 

immediate funding used to pay 

estate taxes. An estate cannot be 

settled with outstanding debt, and 

estate taxes generally must be paid 

within nine months of death, in 

cash.1 

Funds for Medical and 

Funeral Expenses 

 
 
 

 
Medical and assisted living expenses 

are often passed to an heir’s family or 

estate. In addition, funeral expenses 

may also be absorbed by heirs. Life 

insurance is one way to provide funds 

to help pay these expenses. 

Tax Efficiency 
 

 
Death benefits from life insurance are 
generally passed income-tax free. 
The death benefit can also be estate 
tax free if death benefits are not 
included within the estate; a policy 
can be owned by an Irrevocable Life 
Trust (ILIT) which will not be subject 
to estate taxes with proper planning. 
This strategy enables you to 
eliminate the value of the policy from 
your taxable estate, while also 
deciding how policy proceeds should 
be used or distributed. 

Survivorship 
 
 

 
Spouses can purchase survivorship 

life insurance, which is meant to 

insure more than one life. A 

survivorship policy delays estate tax 

or income tax due. It offers the 

following benefits: 1) funds are 

available at the second death, 2) cost 

is generally lower than for two 

distinct policies, and 3) coverage is 

typically based upon the youngest 

policy owner, which means there is a 

longer coverage span. 

Estate Equalization 
 
 

 
If you intend to leave particular 

assets to specific recipients, you may 

feel that you are not treating your 

heirs equitably on a dollars-and-cents 

basis. For example, it may make 

sense to leave the business to one 

child rather than another. If the 

business represents the bulk of your 

estate, you can use life insurance to 

leave assets of comparable value to 

the other child. 

Business Succession 

Planning 
 

 
Life insurance can be used to either 

fund the transfer or the continuous 

management of your business, 

provide flexibility, if the goal is to sell 

the business to an outsider, or 

financial stability, if your intention is 

to transfer it to a family member or 

colleague. 

Philanthropy 

 
You can purchase a life insurance 

policy and name a charity as the 

beneficiary. This approach is 

malleable —you have the right to 

rescind a gift if you find a charity that 

you like better later on. You may 

receive an estate tax deduction for 

the portion of the death benefit that 

goes to charity. Moreover, life 

insurance can be used to replace 

wealth that you may have 

contributed to a foundation, or that 

will be used to fund a foundation 
after your passing. 

Long Term Care 

Coverage 
 
 

 
A protracted illness can exhaust your 

estate if you are not prepared to fund 

the cost of care. A life insurance 

policy with a long-term care rider can 

provide funding if care is needed. 

Care can consist of a range of services 

from home living assistance to 

nursing home residency. 

  
 

 

 

1https://www.irs.gov/instructions/i706 

http://www.irs.gov/instructions/i706


  
 

Case Studies: Celebrity Estate Planning Mistakes 
Being a great performer or successful business owner does not imply having a great estate plan. 
No matter who you are, it is important to have a sound strategy in place. Life insurance is an 
important component of many estate plans. Whether or not you already own a policy, it is crucial 
to review the benefits of life insurance. 

 

Example #1 
The Wrigley family, previous owners of the Chicago Cubs professional baseball team, had to 

forfeit their beloved athletic franchise. When owners Philip and Helen Wrigley died, the IRS 

reached an agreement regarding the value of their estate and the size of the associated tax 

bill – the tax liability amounted to approximately $40 million! An estate cannot be settled 

with outstanding debt, and estate taxes generally must be paid within nine months of 

death, in cash. The family lacked the liquid assets needed to pay the large estate tax, and 

resorted to selling the Chicago Cubs for approximately $21 million in 1981 to provide 

necessary funding. As stated by Forbes, the value of the Chicago Cubs skyrocketed to $1.8 

billion shortly thereafter. If Philip and Helen Wrigley had purchased a life insurance policy, 

their heirs would have had income tax-free liquidity upon their deaths to assist with the 

estate tax. They would likely have kept the Chicago Cubs within the family and continued 

the business. As demonstrated, life insurance is a crucial means of business succession and 

tax liquidity planning.1 

 

Heath Ledger unexpectedly died during his twenties; he left a will which allocated all of his assets to 

his parents and siblings. Ledger's will had been created prior to his daughter’s birth, leaving the baby 

and her mother, actress Michelle Williams, with no inheritance. Upon his daughter’s birth, Ledger 

could have set up a life insurance policy and done either one of two things: 1) named Williams as the 

beneficiary, or 2) named his daughter as the beneficiary with an appointed guardian to manage the 

benefit until she reached adulthood. Major life events like birth or adoption often warrant the 

purchase of a life insurance policy. If Ledger had indeed purchased a life insurance policy, he could 

have left a tax-free death benefit upon his passing for his daughter’s benefit. This would have helped 

to ensure that those financially dependent on Ledger would have a healthy economic future after his 

passing. The death benefit would have helped cover loved ones’ expenses and taken away the onus 

of replacing his lost economic value.2 

Example #2 

 

Example #3 
Singer Aretha Franklin—commonly known as the “Queen of Soul” –died without a will or trust. 

Aretha’s estate ended up in probate court; it was valued at approximately $80 million and 

experienced a 40% federal estate tax—in other words, a $27.5 million dollar payment! In order 

to avoid sizeable estate taxes, Aretha could have set up a trust and put assets into it. 

Specifically, she could have set up an Irrevocable Life Insurance Trust (ILIT), which is a type of 

irrevocable trust that's specifically set up to own a life insurance policy. Assets owned by ILITs, if 

properly planned, would not be considered part of an estate for federal inheritance/estate tax 

purposes. Therefore, Aretha could have purchased life insurance through an ILIT and named her 

loved ones as beneficiaries. Upon her death, the ILIT would have received the death benefit, 

and the trustee of the ILIT would have distributed the trust assets to the trust’s beneficiaries. 

The proceeds would have been estate tax free. Aretha could have saved millions of dollars in 

taxes by utilizing life insurance within her estate plan.3 

 

 
The case studies shown are simplistic and make assumptions. For example, that the celebrities were insurable and that they could obtain sufficient amounts of insurance; 

and life insurance is only one component of estate planning. 



  

 
Estate Planning Worksheet 
Creating an estate plan or reviewing the plan that you already have in place is important in order to make sure that 
your final intentions will be honored. Take a moment to fill out the below form prior to speaking with your advisor 
about life insurance as part of your estate plan. 

 

CHILDREN AND/OR OTHER FAMILY MEMBERS OR BENEFICIARIES 
Name Birth Date Relationship 

   

   

   

   

   

   

 

ADVISORS 
Type Name Telephone 

Accountant   

Financial Advisor   

Attorney   

Tax Advisor   

Life Insurance Agent   

 

IMPORTANT CONSIDERATIONS 
Do you have a will, trust, or other estate planning document? If so, 

please locate these documents. 
Yes No 

Do you have loved ones who are minors? If so, who would be their 

appointed guardians upon parental passing? And what funds would 

support them? 

 
Yes 

 
No 

Are you and your spouse currently the beneficiary of anyone else's 

trust? 
Yes No 

Do you support any charitable organizations that you wish to make a 

philanthropic donation to upon your death? 
Yes No 

Do you own a business? If so, do you have a business succession 

plan? If so, please provide a copy of your plan. 
Yes No 

Have you considered estate taxes? Yes No 

Do you have long term care coverage? If so, please locate a copy of 

the policy. 
Yes No 

Do you have a life insurance policy? If so, please locate a copy of the 

policy. 
Yes No 



 

Tax laws are complex and subject to change. Morgan Stanley Smith Barney LLC (“Morgan Stanley”), its affiliates and 

Morgan Stanley Financial Advisors and Private Wealth Advisors do not provide tax or legal advice and are not 

“fiduciaries” (under the Internal Revenue Code or otherwise) with respect to the services or activities described herein 

except as otherwise provided in writing by Morgan Stanley and/or as described at 

www.morganstanley.com/disclosures/dol . Individuals are encouraged to consult their tax and legal advisors regarding 

any potential tax and related consequences of any investments made under an IRA. 

Life insurance is offered through Morgan Stanley Smith Barney LLC’s licensed insurance agency affiliates. 

1http://fpaga.org/images/meeting/052417/2017_Regional_Presentations/celebrities_article fpa_regional_may_2017_. 

pdf 

2https://www.bernstein.com/our-insights/insights/legacy/articles/life-is-uncertain-your-estate-plan-shouldnt-be.html 

3 https://www.forbes.com/sites/matthewerskine/2021/06/18/lessons-to-be-learned-from-failed-celebrity- 

estates/?sh=1c20ce3d7f69 
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