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For affluent families, estate planning can 
be a delicate balancing act. On the one 
hand, you want to avoid or minimize 

estate and gift taxes — which usually means 
parting with some wealth during your lifetime. 
On the other hand, if you give away too much, 
you risk not having enough to meet your needs 
during retirement.

This dilemma is particularly acute now because 
the Tax Cuts and Jobs Act temporarily doubled 
the estate and gift tax exemption. Currently,  
the inflation-adjusted exemption amount is  
$11.4 million ($22.8 million for married cou-
ples). But the exemption is scheduled to return 
to its previous level at the end of 2025. One 
technique that may allow you to make the most 
of the elevated exemption while retaining at 
least some access to your wealth is the spousal 
lifetime access trust (SLAT).

How it works

It’s important to state that, for a SLAT to work, 
your marriage must be strong. That’s because it 
gives you indirect access to your wealth through 

your spouse. Simply put, a SLAT is an irrevo-
cable trust, usually established for the benefit 
of your children or other heirs, that authorizes 
the trustee to make distributions to your spouse 
during his or her lifetime. 

If the SLAT is designed properly, your contribu-
tions will be deemed completed gifts that take 
advantage of the current exemption. The trust 
assets will bypass your spouse’s estate as well. 
But by naming an independent trustee with full 
discretion to make distributions to your spouse, 
your spouse will be able to tap the trust assets 
in the future, should the need arise. 

Avoiding missteps

Be careful when establishing a SLAT. Generally, 
to avoid inclusion of the SLAT’s assets in your 

estate, you don’t want 
to name yourself as 
trustee. You also want 
to prohibit any distri-
butions from the trust 
that would satisfy your 
legal support obliga-
tions to your spouse. 
And be sure that your 
contributions to the 
trust are made with 
your separate prop-
erty, not marital or 
community property. 
Otherwise, trust assets 
will be included in 
your spouse’s estate.

Have your cake and eat it too
SLATs provide tax benefits and enable wealth access
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Each spouse should establish a 
SLAT for the benefit of the other.



Although it’s not strictly forbidden, you prob-
ably shouldn’t appoint your spouse as trustee. 
Such an appointment can limit distributions to 
only those necessary for your spouse’s “health, 
education, maintenance or support.” An inde-
pendent trustee offers greater flexibility when it 
comes to distributions.

Keep in mind that you’ll lose the benefits of  
a SLAT if your spouse dies before you. One 
technique for reducing this risk is for each 
spouse to establish a SLAT for the benefit of 
the other. But watch out for the “reciprocal  
trust” doctrine, which the IRS may invoke to 

undo the arrangement if the two trusts are  
identical. To avoid that outcome, the two trusts’ 
terms should vary — for example, by naming 
different beneficiaries.

Safety net

Many wealthy people are scrambling to make 
tax-free gifts to their children or other heirs 
before the current exemption expires. If you 
want to take advantage of this break without 
giving away too much, consider a SLAT. Ask 
your financial advisors if, given your specific 
situation, this is a potential option. n
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If you’re going through a divorce, you’re prob-
ably feeling a little overwhelmed by all the 
legal and financial items you must attend to 

before the marriage termination is final. These 
tasks can be difficult, but revising your estate 
plan doesn’t have to be. An estate planning 
professional can help you update documents 
and ensure that your children benefit according 
to your wishes — not your ex-spouse’s.

What the law says

Divorce generally extinguishes your spouse’s 
rights under your will or any trusts. So there’s 
little danger that your ex-spouse will inherit 
your property outright, even if those documents 
haven’t been revised yet. If you have minor 
children, however, your ex-spouse might have 
more control over your wealth than you’d like. 

Generally, property inherited by minors is held 
by a custodian until they reach the age of major-
ity (age 18 in most states, but in some states 
age 21). A surviving parent — perhaps your  
ex-spouse — may act as custodian, giving him 
or her considerable discretion in determining  

how your assets are invested and spent while 
the children are minors. However, you can avoid 
this result by creating a trust (or trusts) for the 
benefit of your children. 

You establish the terms

With a trust, you can appoint the person who’ll 
be responsible for managing assets and mak-
ing distributions to your children. You can also 
decide when and under what circumstances 
your children will receive your property. For 
example, you may want to delay distributions 
until they’re past the age of majority or have 
reached certain milestones, such as graduating 
from college or finding a job. 

Furthermore, trusts can be beneficial when adult 
children inherit assets. They can be designed to 
shield assets from your children’s ex-spouses, 
should they divorce. However, if your children 
have too much control over a trust, a court  
may view its assets as marital property subject 
to division in divorce. For greater protection, 
give your trustee full discretionary authority  
over distributions.

Divorcing? Revise your estate plan
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Trust solutions

There are several types of trusts that might  
be useful in your situation. For example, a 
revocable living trust allows you to arrange for 
the transfer of selected assets to designated 
beneficiaries. This trust type typically is exempt 
from the probate process and is often used to 
complement a will.

For its part, a credit shelter trust typically is used 
to maximize estate tax benefits when you have 
children from a prior marriage and you also want 
to provide financial security for a new spouse.  
A qualified terminable interest property (QTIP) 
trust can help you achieve some of the same 
goals. The surviving spouse receives income  
from the QTIP while beneficiaries — typically, 
children from a first marriage — are entitled to 
the remainder when the surviving spouse dies.

Finally, an irrevocable life insurance trust (ILIT) 
can help you remove life insurance policies 
from your taxable estate. If you transfer policy 
ownership to the ILIT, your family may use part 
of the proceeds to pay estate costs.

Possibility of remarriage

If you eventually remarry, you’ll need to revise 
your will and trusts again. Otherwise, a substan-
tial portion of your estate could go to your chil-
dren (under your ex-spouse’s control, if they’re 
minors). This may not be optimal, particularly  
if your new spouse and any children from the 
second marriage need more financial support 
than do children from the previous marriage.

Remarriage or no, your estate plan should 
account for taxes. Under current law, a cou-
ple can maximize federal estate tax benefits 
through a combination of the unlimited marital 
deduction and the estate tax exemption. Again, 
you can use trusts to achieve certain tax and 
control objectives.

Take action now

Right now, you probably have a lot to think 
about and get done. But don’t let your estate 
plan fall through the cracks. Contact your  
advisor at the earliest opportunity. n
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Recent market gyrations have made even 
strong-stomached investors a little queasy. 
In general, maintaining your positions in  

a well-diversified portfolio is the best response  
to such volatility. But there may be something 
else you can do: Use falling prices as an invest-
ment opportunity. 

Think long term

Although overall stock prices have historically 
risen over time, the long-term upward trend has 
been interrupted many times by shorter-term 
drops. This combination of a generally rising mar-
ket and short-term volatility is what makes stocks 
well suited for many long-term investing goals 
but not advisable for imminent financial needs.

If your portfolio is already broadly diversified 
and you’re investing for long-term goals as part 
of a larger financial plan, you can probably 
ignore day-to-day market fluctuations. That’s 
because a good investment strategy will apply 
regardless of market conditions. Indeed, pay-
ing too much attention to daily swings in stock 
values can be a recipe for making emotional 
investment decisions that may actually move 
you further away from your goals. For example, 
you may sell a depressed stock at a loss only to 
watch it subsequently run up — without you.

Cushion blows

Diversification and asset allocation are especially 
critical when market conditions are declining. 
When your money is spread across multiple 
asset classes with performance that isn’t tightly 
correlated, you reduce the potential negative 
impact any one sector or security has on your 
portfolio. In other words, when your stocks are 
performing poorly, your fixed-income, cash or 

alternative investments may be performing better 
and thus cushion the blow of stock losses.

That’s the ideal, of course, not a guarantee. 
Sometimes, even historically uncorrelated  
asset classes can move in tandem. Following 
2008’s infamous financial meltdown, for exam-
ple, many types of investments experienced  
significant losses — including traditional port-
folio diversifiers such as real estate investment 
trusts (REITs).

Regularly rebalancing your portfolio so that 
your investments match your target asset allo-
cation (for example, 50% stocks, 45% bonds 
and 5% cash) can also help protect you from 
market volatility. If you neglect to rebalance 
your portfolio, you may get too much exposure 
to securities that have run up and, therefore, 
are currently overpriced. Such investments may 
be more vulnerable to a price correction in the 
event of a market downturn.

How to make market  
volatility your friend
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Check the price

Market declines aren’t purely negative events. 
They can provide opportunities to invest in 
stocks that would have been more expensive a 
month or a year previously. Taking advantage  
of such buying opportunities may position you 

for better future performance — sometimes  
dramatically so.

This isn’t to say that you’ll be able to figure 
out exactly the right time to buy in. Not even 
investing professionals can reliably time the 

markets. Also, some stocks that have 
declined will continue to do so. That’s 
why it’s important to thoroughly research 
any potential investments to learn whether 
company-specific factors are to blame for 
recent declines. 

However, the fact remains that purchase 
price matters when it comes to investment 
returns. It’s better to buy a good company 
when its stock is cheap than when its 
stock is expensive. Volatility can provide 
you with the opportunity to do that.

Take tax losses

Volatility can also provide tax benefits. If 
falling markets cause some of your hold-
ings to lose value, you may decide to sell 
them to realize losses that can be applied 
against future capital gains.

This is a particularly useful strategy if you 
have investments that you were thinking 
of selling anyway. Remember that you  
can always buy stock shares back after  
30 full days have passed since you sold 
them and recognize the tax loss — an  
IRS requirement known as the “wash 
sale” rule. But before you sell, you should 
discuss your plans with your tax advisor.

Consider selling

Talk to your financial advisor about 
whether your portfolio has the right 
amount of diversification given your per-
sonal situation and goals. And as the year 
end approaches, consider selling some 
securities to recognize tax losses and free 
up funds to make new investments. n

TIME AFFECTS INVESTMENT RISK

When evaluating investment portfolio risk, your 
time horizon is critical. Time horizon simply 
means the length of time you plan to hold an 
investment before you liquidate it. Many aca-
demic studies have shown that the longer your 
time horizon, the greater your ability to with-
stand short-term price volatility and the more 
likely you are to enjoy healthy, positive returns. 

If you’re investing for retirement, for example, 
and your time horizon is 10, 20 or 30 years, 
then the risk associated with a well-diversified 
portfolio is relatively low. This is true even if 
your portfolio is weighted toward higher-risk 
assets, such as stocks. If, on the other hand, 
your time horizon is short — perhaps you’re 
saving to buy a home or pay a child’s college 
tuition in two or three years — even a well-
diversified portfolio will carry higher risk.
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Many people assume that a Section 529 
plan is the ideal college savings tool. 
After all, it’s called a “college savings 

plan.” But other vehicles can help parents  
save for college expenses — for example, the 
Roth IRA. 

Which one should you choose? It depends on 
several factors, including how much you intend 
to contribute and how you’ll use the earnings.

Plan snapshots

A 529 plan allows participants to make  
substantial nondeductible contributions — up 
to $400,000 or more, depending on the plan. 
The funds grow tax-free and there’s no tax on 
withdrawals provided they’re used for “qualified 
higher education expenses,” such as tuition, 
fees, books, computers, and room and board. 
If you use the funds for other purposes, you’ll 
be subject to taxes and a 10% penalty on the 
earnings portion. Some 529 plans are also eli-
gible for state tax breaks.

Roth IRA contributions also are nondeductible 
and grow tax-free. And you can withdraw those 
contributions anytime, tax- and penalty-free,  
for any purpose. Qualified distributions of  
earnings — generally, after age 59½ and more 
than five years after your first contribution — 
are also tax- and penalty-free.

Advantages and drawbacks

The main advantages of 529 plans are gen-
erous contribution limits and the ability to 
accept contributions from relatives or friends. 
Roth IRAs, on the other hand, are subject to 
annual contribution limits of $6,000 ($7,000 
if you’re 50 or older). So, even if you and your 

spouse each set up Roth IRAs when your child 
is born, the most you’ll be able to contribute 
over 18 years is $216,000. Another drawback 
is that you can’t contribute to a Roth IRA if 
your income exceeds certain limits. (But it may 
be possible to avoid this obstacle, by using a 
“backdoor Roth IRA” strategy.)

Funds in a 529 plan that aren’t used for quali-
fied education expenses will eventually trigger 
taxes and penalties when they’re withdrawn. 
However, with a Roth IRA you can use contribu-
tions, as well as qualified distributions of earn-
ings, for any purpose without triggering taxes or 
penalties. This includes items that wouldn’t be 
qualified expenses under a 529 plan, such as a 
car or off-campus housing expenses that exceed 
the college’s room and board allowance. Plus, 
if you don’t need all of your Roth IRA funds for 
college expenses, you can leave them in the 
account indefinitely. 

Consider goals

Before selecting a plan, consider your overall 
financial, retirement and estate planning goals. 
Your financial advisor can help. n

Sec. 529 vs. Roth IRA plans
Choosing a college savings tool




