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Estate Planning for Blended Families

Learn how to use strategies like QTIP trusts and life insurance to protect
your assets and provide for your loved ones.

By Raul Gastesi
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Blended families are more common in the U.S. than many people realize, as 40% of families have at least
one partner with a child from a previous relationship. These families need a lot of support to thrive. One
of the complications of a blended family that does not receive much attention is estate planning.

Estate planning can stress relationships as individuals try to ensure their assets are distributed according
to their wishes. This stress can be amplified when partners are in second marriages and have children
from previous marriages. In these scenarios, a qualified terminable interest property (QTIP) trust can be
an effective tool to protect both the surviving spouse and the interests of children. When properly used,
a QTIP trust ensures that loved ones are provided for compassionately and sensibly, all while adhering
to the wishes of the deceased.

This article will break down how a QTIP trust works, when it's most appropriate and the tax and asset
protection benefits it provides. Additionally, we will explore alternative estate planning strategies that
can address some of the limitations of a QTIP trust, especially for families with children from multiple
marriages.

Understanding the QTIP Trust

A QTIP trust is designed to provide income to a surviving spouse while ensuring that the assets
eventually pass to the deceased spouse's designated beneficiaries, often children from a previous
marriage. Here are some key aspects to understand:

Interdependence’

PUBLIC RELATIONS



https://www.lovetoknow.com/parenting/parenthood/blended-family-statistics

Retirement | Robert
Daily | Powell, CFP®

TheStreet

Income and Principal Withdrawal Provisions: One of the primary features of a QTIP trust is the ability of
the surviving spouse to receive income generated by the trust's assets for their lifetime. However, the
trust can be structured so that the surviving spouse has limited control over the principal of the trust,
which is preserved for the beneficiaries named by the deceased spouse, while the spouse receives
income such as dividends and interest.

Principal withdrawals, while not as commonly discussed as income, can still be allowed under certain
conditions, based on the grantor’s specific instructions. The flexibility of a QTIP trust allows the grantor
to customize the terms around when and how the surviving spouse may access the principal. Here are
some common scenarios where a surviving spouse might be allowed to access the principal:

1. Health and Medical Expenses: The QTIP trust can be structured to allow withdrawals from the
principal for the surviving spouse’s necessary medical expenses, such as surgeries, long-term
care or critical health care needs. This ensures that the spouse is taken care of without
compromising their quality of life during an illness or health crisis.

2. Living Expenses: Some grantors may choose to allow principal withdrawals to cover necessary
living expenses if the income from the trust is insufficient. This could include situations where
inflation or rising costs create a shortfall and additional support is required to maintain the
surviving spouse’s standard of living.

3. Customary Amount: In certain cases, the grantor might allow the spouse to access a portion of
the principal each year, up to a predefined amount. This can be a way to provide additional
flexibility for unexpected financial needs, without depleting the trust too rapidly. The customary
amount is often set as a fixed percentage of the trust’s value or a specific dollar figure
determined by the grantor.

4. Emergency Situations: The trust can also allow access to the principal in cases of extreme
financial hardship, such as job loss, unexpected debts or unforeseen emergencies. However, this
typically requires approval from a third party, such as a trustee or an independent adviser, to
ensure the withdrawal meets the trust's conditions.

By granting some flexibility with principal withdrawals, the QTIP trust can help the surviving
spouse maintain financial stability while safeguarding the remaining assets for the ultimate
beneficiaries. The exact details of when the principal can be accessed depend entirely on the
grantor’s intentions. It’s essential that the grantor clearly defines these scenarios in the trust
agreement to ensure that their wishes are followed and that the assets are protected for the
long-term benefit of all involved parties.

Tax Implications: A QTIP trust also provides potential tax advantages. Upon the death of the
first spouse, the assets in the trust generally qualify for the marital deduction, which means they
are not subject to estate taxes at that time. However, estate taxes may apply when the surviving
spouse passes away.
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This deferral of estate taxes can be a major advantage for couples concerned about preserving
their estate. By postponing the tax bill, more assets remain available to generate income for the
surviving spouse and, ultimately, to pass on to the designated beneficiaries.

Potential Asset Protection Benefits: Another benefit of a QTIP trust is its ability to protect the
estate's assets from creditors. Since the principal is not easily accessible by the surviving spouse,
it is also shielded from creditors or anyone else who may seek claims against the estate. This
ensures that the deceased spouse's wishes are carried out without interference.

The asset protection provided by a QTIP trust makes it an effective tool for those who want to
provide for a surviving spouse while also ensuring the estate is distributed according to their
specific instructions.

Alternative Estate Planning Strategies for Blended Families

While a QTIP trust offers a practical solution for a complex problem, it is not the only strategy available.
Some blended families may find that the limitations of a QTIP trust do not fully address their unique
needs. In such cases, alternative strategies can offer more flexibility and customization. Here are two
options:

1.

Create Different Estate Plans for Different Marriages: One approach is to create separate
estate plans for children from different marriages. This can involve structuring the estate so that
specific assets are allocated to children from previous marriages, while other assets are left to
the current spouse and their children. For instance, the childhood home may be left to the
children of one spouse’s previous marriage, while brokerage accounts are split between the
other children. However, dividing assets in this way can often lead to conflict between the
current spouse and children from previous marriages, particularly if there is a perceived
difference in value or questions about the marketability of assets. Without clear communication
and careful planning, this method may result in disputes over asset distribution and questions
about fairness.

Using Life Insurance for Children from Previous Marriages: An alternative strategy involves
using life insurance to provide for children from a previous marriage. Under this approach, a life
insurance policy is purchased with the children from the previous marriage as the beneficiaries.
This guarantees that they receive a set inheritance upon the policyholder’s death.

Meanwhile, the estate plan focuses on providing for the current spouse and any children from the
current marriage. By using life insurance to address the needs of children from a prior marriage, this
strategy creates liquidity and avoids the potential for conflict between the surviving spouse and the
previous marriage’s children.

The advantage of this strategy is that it keeps the estate plan simple and prevents disputes over the
division of the estate. Children from the previous marriage receive their inheritance directly from the life
insurance policy, while the surviving spouse retains control over the rest of the estate.
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A lack of proper estate planning for blended families can lead to conflicts that take years in court to
resolve, with damage to relationships that may never be repaired. If we can prevent these conflicts
through thoughtful estate planning, it’s worth the effort. Clear communication and a rational approach
go a long way to ensure that all loved ones are cared for in the way that was intended.

A QTIP trust is an efficient vehicle for providing for a surviving spouse while protecting the inheritance of
children from previous marriages. However, the QTIP is not a one-size-fits-all solution, and families with
more complex needs may benefit from alternative strategies, such as life insurance or separate estate
plans. To make the best decisions for your family, it’s important to consult with an experienced estate
planning attorney who can help you navigate these options and find the right solution for your unique
situation. Whether you choose a QTIP trust or another strategy, the goal is always the same: protecting
the ones you love while ensuring that your wishes are respected.
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