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The Most Important Tax Strategy for 
Your High Net-Worth Clients 
 
How you  c an  he lp your  c l ien ts s t rategize  around the ir  esta te  taxes 
today,  so  they can  reap the  benef i ts  la ter.  
 
by Neal  Frankle , CFP  
 
You  obv iously  spent  countless hours th is  year 
wi th your h igh  ne t -worth  c l ien ts t ry ing  to  reduce  
their  annua l income tax l i ab i l i t ies.  Bu t , d id you 
fo rget  about  their  la rges t tax l iabi l i t ies? I ’m 
refe rr ing to the ir  esta te tax of  course .  
Unfortuna te ly ,  estate  tax doesn ’ t ge t  near ly  as 
much a ttent ion as income tax does.  This  is  a 
shame,  because w ith  just  a l i t t le  ef fort ,  your 
c l ien ts can  rea l ize t remendous tax savings.  And,  
i f you aren ’ t speaking  about  esta te  tax to  your 
c l ien ts, chances a re , nobody is .  

Why is  th is  p roblem? S imp le . In the  Un ited  S tates, we are  
witnessing a  gargantuan  transfer o f wea lth  be tween genera t ions.  
Ov er the  next  20 years, more  than $10  t r i l l ion  wi l l  move f rom one 
genera t ion  to  the next .  By 2015,  annua l t ransfe rs wi l l  exceed $335 
bi l l ion . When those  t ransfe rs take  p lace,  many h igh ne t -worth  
c l ien ts w i l l  r ece ive  s ign i fican tly  reduced inher i tances because of  
the esta te tax h i t.  Chances a re  good that  your c l ients number 
among those  about  to  t ransfe r or rece ive a  g reat  dea l  o f  money i n 
the near future.  It  makes sense  fo r you to he lp  them keep the ir  
estate  ou t o f the  government ’s  pocke ts.  

Key Benefi ts  

By st ra tegi z ing  around estate  tax w ith your c l ients,  you  can  he lp 
them ach ieve three  very importan t  benefi ts :  

1. Lower esta te  tax.  

2. Higher l ikel ihood tha t the ir  assets wi l l  be  dis t r ibu ted 
accord ing  to  the ir  w ishes 

3. Liquid i ty  they may need to se tt le  their  estate  a t the  least  
possibl e cos t.  

Who has an esta te tax p rob lem? More  peop le than  you  may think.  
Even i f  your c l ients ’  ne t worth  is  less than  the  curren t esta te  tax 
exempt ion  ($2  mi l l i on ) now,  they may f ind  themse lves wel l  wi th in 
the esta te tax tab les by the t ime they d ie .  

What to Focus on Wh en Try in g to Minimize Your Cl ients ’  
Eventual Estate Tax   

For  my money,  one of  the  best i tems to  focus on is  your c l ients ’  
ret i rement accounts.  Do they have  the p roper benef ic ia ry?  Most  
marr ied coup les name each o ther as benef ic ia ry fo r the ir  
respective  re ti r ement  accounts, bu t  th is  may be  short -s igh ted . 
Le t ’s  take  a look a t this .  Assume J im  and Martha have  a  ne t  
taxab le  estate  over $2  m i l l ion and  also  assume tha t nei ther  J im  
nor Martha  need the ir  IRA asse ts to prov ide  income during the ir  
l ives.   

If  J im names Martha as h is  IRA benefic ia ry and  J im dies,  the IRA 
asse ts can go to Martha (h is  spouse) v ia  a  ro l l -over and  there fore 
be  a  non-taxab le  event .  However,  when Martha  d ies, these  asse ts 
wi l l  s ti l l  be in  Martha ’s  esta te.  So once  Martha  d ies and leaves 
her IRA assets to  her ch i ldren , they wi l l  have  to  pay estate  tax on  
those  asse ts. And keep in  mind  that  i f J im ’s IRA grows a f te r 
Martha  rol ls  i t  over,  the esta te tax prob lem is  on ly  grea te r.  (E-mai l  
me for  my wh ite  paper on how  Affluent Investors  Can Protect  
Th i A t d G Th S f l ) T dd i l t t i j i f

Neal  F rankle  
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Their  Assets  and  Grow Them Safe ly .) To add insul t  to  inju ry,  i f 
the k ids don ’ t have  l i qu id assets,  they wi l l  hav e to  make huge 
withdrawa ls f rom the IRA asse ts in  o rder  to  sa t is fy  the  esta te  tax 
l iab i l i t y . Of  course , when they do  that ,  they wi l l  t r igger income tax 
l iab i l i t ies.  Th is  is  a  rec ipe  for  d isaste r.  It ’s  not  unheard  o f  fo r  
fami l i es to  lose  more  than  70  percent  of  the ir  asse ts  to income 
and esta te tax.  

One a l terna t ive is  fo r J im to leave  his  IRA to  his  ch i ldren  rather 
than  Martha  (up to the  estate  tax exc lus ion).  The  k ids get  the  
money esta te -tax f ree . They wi l l  be  required  to  take year ly  
dis t r ibut ions but  those d is tr i bu ti ons w i l l  be  rela t ivel y  smal l  and  
they can cont inue  to  grow most  of  that  inheri ted  IRA tax defe rred 
fo r decades to  c ome.  Al so,  i f the  k i ds ge t  the IRA when J im dies 
(ra ther than  Martha) the  fu tu re  growth  that  would  have  been 
sub ject  to  esta te  tax is  no  longer a p roblem s ince the  money is  no  
longer in  J im  or Mar tha ’s  esta te.  

If  J im and Martha  need the IRA asse ts to  crea te  re ti rement  
income,  they may consider  conver ting the  asse t  to  a  Roth  wh i le 
they a re  a l ive . They wi l l  have to pay income tax when they 
conver t but  they  st i l l  benef i t  in  many ways.  F irs t , the  money used 
to  pay the income tax is  ou t  o f  their  estate so  i t reduces the 
estate  tax. Next , they el im inate  the  r isk of  fu ture income tax 
increases s ince the  Roth  IRA does no t  crea te  taxable  income 
upon dis t r ibu tion .  

The  bo t tom l ine on esta te tax is  tha t your c l ients can  take  a  few 
basic  s teps to take  a b ig b i te  ou t  o f the  esta te  tax nigh tmare.  
There  i s  no “one-s ize- fi ts-al l ”  solu ti on . Tha t ’s  why i t ’s  important  
fo r you  to  meet  wi th your  c l ien ts now  to  d iscuss the a l te rnat ives.  

In  the beg inning  o f this  a rt ic le I  suggested  tha t i f  you don ’ t ta lk  to 
your c l ien ts about  estate tax nobody e lse wi l l .  That  may no t be 
true . I f you don ’ t di scuss this  issue with  your c l ien ts, ano ther tax 
advisor  w i l l .  Make sure tha t  doesn ’ t happen by tak ing the  t ime to 
plan esta te tax m inim iza tion  w ith  your c l ients now.   

Rate  th is  a rt ic le  5  (Excel len t)  to  1  (poor).  Send your responses  
here .  

  

Neal Frankle  is  the  au thor of  Why Smart Peop le Lose  a Fortune : 5  
Steps to Restor ing  Your  Wealth  and San ity . He  he lps a ff luen t  
c l ien ts estab l ish  and  imp lement a sa fe ty-ne t s t ra tegy to  p ro tect  
their  wea lth.  He a lso  he lps o ther p ro fess ionals,  such  as CPAs,  to 
do  the same th ing  fo r the ir  c l ients.  

The mater ia l  in this  a rt ic le is  general  in fo rmat ion and  no t meant to  
prov ide speci f ic  investment,  tax or lega l  advice .  
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