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There are many different facets to consider when you are engaged in your estate 
planning efforts. Transferring assets is not always as simple as an exercise in pie 
slicing. 
 
You should carefully consider the impact that a direct inheritance can have on 
each of your loved ones. If you act in a discerning manner, you can provide for 
each person that you love in the optimal fashion. 
 
With this in mind, we will look at the value of special needs trusts in this paper. 
 

MEDICAID COVERAGE 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
You have probably heard of the Medicaid program. This is a health insurance 
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DEATH TAX 

 

As you go through your life, the tax man is omnipresent. Each year you have to 
file your annual income tax returns, but the taxation does not stop there. You 
have to pay property taxes, and there are capital gains taxes to contend with if 
you want to liquidate appreciated assets. 
 
There are taxes on purchases, and you pay taxes that are somewhat hidden, like 
gasoline taxes and taxes on things like alcohol, tobacco and hotel rooms. 
 
Since you pay all of these taxes throughout your life, you would naturally assume 
that the tax man would be satisfied after you pass away. Unfortunately, there is a 
death tax to contend with as well if you have been very successful from a 
financial standpoint.  
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We have a federal estate tax, and it can significantly impact your financial legacy, 
because it carries a robust 40 percent top rate. You cannot give gifts to avoid the 
estate tax, because there is also a gift tax, and the two taxes are unified. The 
gift tax carries the same rate. 
 
 

UNLIMITED MARITAL DEDUCTION AND 
UNIFIED EXCLUSION 

 

 

The federal transfer 
taxes loom large for 
high net worth 
families. However, 
there is one bit of 
good news to 
report. There is a 
federal estate and 
gift tax marital 
deduction.  
 
You can use this 
deduction to 
transfer unlimited 
assets to your 
spouse free of 

taxation, while you are alive, or after you pass away. 
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The estate tax is potentially applicable on asset transfers to anyone other than 
your spouse. 
 

When it comes to transfers to others, there is a federal transfer tax exclusion. 
The exclusion is the amount that can be transferred before the estate tax would 
become applicable. In 2015, the amount of this exclusion is $5.43 million. There 
are annual adjustments to account for inflation, so the figure will probably be a 
bit higher next year. 
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CITIZENSHIP REQUIREMENT 

 

The unlimited marital deduction is available to citizens of the United States. If 
you are married to someone who is not an American citizen, you cannot use the 
unlimited marital gift and estate tax deduction. 
 

This stipulation is in place because a surviving spouse could return to his or her 
country of citizenship with a tax-free inheritance if the deduction was extended 
to non-citizen spouses. 
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QUALIFIED DOMESTIC TRUSTS 

Now that we have set the stage, we can explain what a qualified domestic trust 
can accomplish. You could use a qualified domestic trust to gain estate tax 
efficiency if you are married to a citizen of another country. 
 
To implement this strategy, you fund the trust, and you name a trustee to 
administer the trust after your passing. Your spouse would act as the first 
beneficiary, and you would name a final beneficiary (or beneficiaries). 
 

If you do predecease your spouse, the trustee could distribute the earnings from 
the trust to your spouse throughout his or her life, and these distributions would 
not be subject to the estate tax. However, regular income taxes would be 
applicable. 
 
When you create the trust declaration, you can allow the trustee to distribute 
portions of the principal under certain circumstances, but these distributions 
would be subject to the death tax unless a hardship exemption was granted by 
the IRS. 
 
After the death of your surviving spouse, your final beneficiary or beneficiaries 
would inherit the assets that remain in the trust, and this transfer would be 
subject to the estate tax. 
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SUMMARY 

 

 

There are federal transfer taxes in the United States that can significantly erode 
your wealth as you are passing it on to your loved ones. These taxes carries a 40 
percent maximum rate, and this is certainly an eye-catching figure. 
 
The good news is that there is 
an unlimited marital 
deduction. You can transfer 
unlimited assets to your 
spouse tax-free, as long as 
your spouse is an American 
citizen. 
 
If you are married to a foreign 
citizen, you could gain estate 
tax efficiency through the 
creation of a qualified 
domestic trust. Your surviving 
spouse could benefit from the 
trust throughout his or her life, 
but the estate tax would not 
be applied. 
 
To learn more about qualified domestic trusts and other estate tax efficiency 
tools, set up a consultation with a licensed estate planning attorney. 
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