
How A Bypass Trust Works
1.  The combined estate of husband (H) and wife (W) is $5M
2.  All property is community property, so H owns $2.5M and W owns $2.5M
3.  At both deaths, the estate tax exemption is $2M
4.  Since Bypass Trust cannot be changed by survivor, Bypass preserves distribution to 
     children of husband's first marriage (or common children in case survivor remarries). 

  Death of First Spouse
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FAMILY TRUST
with Bypass Provisions
$5 M in assets

Lifetime Beneficiaries are H & W
Remainder Beneficiaries are children
(May be children of a spouse's prior marriage)

H's $2.5M assets W's $2.5M assets

   

Death of Surviving Spouse

$450K TO IRS
Savings of $900,000
with Bypass Trust

Estate Tax = $450,000
(2008 Estate Tax Rate of 
45% applied to $1M)

AUTOMATIC BYPASS TRUST
(irrevocable trust)

Surviving spouse is beneficiary 
during his/her life.  Remainder 

perhaps children beneficiaries (
) cannot be of prior marriage

altered.

After Estate Tax is Paid, Net of Survivor's 
Trust Goes to Remainder

Bypass Trust to Kids PLUS $2.55 M 
from Survivor's Trust to Kids

SURVIVOR'S TRUST
(revocable trust)
$ 3 M in assets


