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Fairly dividing an estate is complicated for clients who own illiquid assets, such as family businesses and family farms.  
Clients who own these assets frequently have a child or children involved in the family venture while others are not.  
Without sufficient liquid assets to “equalize” what is being left for children not involved in the family venture, clients 
often decide to leave the family business or family farm to all the children, whether they are involved in the venture or 
not.  Leaving these assets through shared ownership to all beneficiaries can lead to conflict and family discord. 

One effective solution to avoid these family disputes is to leave the family business or farm to the children who are 
involved in the venture and leave a life insurance death benefit to the children who are not.  Life insurance provides 
liquidity at death and can be used to balance inheritances.   

As an example, assume that mom, a widow, has $5 million in non-business assets and owns a $5 million business with 
one of her three children working in the business.  The other two children are not involved with the family business, nor 
do they have any desire to be involved when mom passes away.  Under these circumstances, mom can set up her plan 
to leave the business interest to the child involved in the business, and she can leave the non-business assets to the 
other two children not involved in the business.  Additionally, she can purchase a life insurance policy with a $5 million 
death benefit with the other two children named as equal beneficiaries.  Upon her death, the child involved in the 
business retains full control of the business interest while the other two children each receive an equivalent value of $5 
million ($2.5 million of non-business assets plus $2.5 million of life insurance death benefit).  This strategy avoids the 
need for any of the children to purchase the business from the other children and avoids family friction among them. 

One additional consideration when equalizing an estate distribution is fairness v. equality.  Many business owners are 
apprehensive to fully equalize the distribution because, in the example above, the child in the business inherits an asset 
that is illiquid and they must continue to work to ensure it grows or at least maintains its value.  This is while the other 
children receive significant, liquid, cash.  Thus, the business owner may choose to adjust the life insurance death benefit 
to reflect what they believe is fair yet may not be completely equal.  Communicating the planning structure along with 
the reasoning behind it is also an essential step for the children to maintain family harmony after their parent has 
passed. 

It’s also important to note that life insurance death benefits are generally received income tax-free by the named 
beneficiaries.  Thus, the children receiving the life insurance proceeds will receive the full value of the life insurance 
death benefit.  The proceeds can also be distributed outright to the named beneficiaries or, if additional protection is 
desired, it can be left in trust for their benefit.  Last, the death benefit can be designed to match the specific values 
needed to equalize the estate distribution. 

Life insurance can be a powerful tool to solve a difficult estate planning scenario, dividing an estate fairly among heirs 
with different relationships to specific assets.  When thoughtfully implemented, estate equalization promotes family 
harmony while preserving the integrity of valuable family assets.  Financial advisors, estate planning attorneys and other 
planning professionals should always keep this arrow in their quiver when some, but not all, beneficiaries are involved in 
the family venture to ensure their clients are setting up the estate with the greatest opportunity for family success. 


