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11.4: Estate Planning

1. Identify the purposes, types, and components of a will.
2. Describe the roles and types of trusts and gifts.
3. Analyze the role of the estate tax in estate planning.

Your estate includes everything you own. Other aspects of financial planning involve creating and managing your assets while you
are alive. Estate planning is a way to manage your assets after your death. Age is not really a factor, because death can occur at any
time, at any age, by any cause. Arranging for the disposition of your estate is not a morbid concern but a kindness to those you
leave behind. Death is a legal and financial event—and in some cases a taxable event—as well as an emotional one. Your loved
ones will have to deal with the emotional aftermath of your loss and will appreciate your care in planning for the legal and financial
outcomes of your death.

Wills
Since you won't be here, you will need to leave a written document outlining your instructions regarding your estate. That is your
will , your legal request for the distribution of your estate, that is, assets that remain after your debts have been satisfied. If you die
intestate, or without a will, the laws of your state of legal residence will dictate the distribution of your estate.

You can write your own will so long as you are a legal adult and mentally competent. The document has to be witnessed by two or
three people who are not inheriting anything under the terms of the will, and it must be dated and signed and, in some states,
notarized. A holographic will is handwritten; it may be more difficult to validate. A statutory will is a preprinted will that you can
buy from a store or in a software package. Consider, however, that a will is a legal document. Having yours drawn up by a lawyer
may better insure its completeness and validity in court.

Probate is the legal process of validating a will and administering the payment of debts and the distribution of assets by a probate
court. Probate courts also distribute property in the absence of a will. Probate is not required in every case, however. Probate is not
required if the deceased

owned assets of little value, allowing for transfer without court supervision;
owned assets jointly with or "payable on death" to another person;
owned assets naming another person as beneficiary;
held all assets in a living trust (a legal entity for managing assets on behalf of beneficiaries).

Besides the details of "who gets what," a will should name an executor, the person or persons who will administer the payment of
your debts and the distribution of your remaining assets, according to your wishes as expressed in your will. If you have legal
dependents, your will should name a guardian for them. You may also include a "letter of last instruction" stating the location of
important documents, safe deposit keys, and bank accounts and specifying your funeral arrangements.

There are several types of wills. A simple will leaves everything to a spouse. For comparatively small estates that are not taxable
(e.g., estates with assets under a million dollars in value), a simple will may be the most appropriate kind. A traditional marital
share will leaves one-half of the estate to a spouse and the other half to others, usually children. This may lower any tax burden on
your estate and your spouse's.

A stated dollar amount will allows you to leave specific amounts to beneficiaries. A drawback of this type of will is that the
stated amounts may be reasonable when your will is drawn up but may not reflect your intentions at the time of your death, perhaps
many years later. For that reason, rather than specifying specific amounts, it may be better to specify percentages of your asset
values you would like each beneficiary to have.

You may change or rewrite your will at any time, but you should definitely do so as your life circumstances change, especially with
events such as marriage or divorce, the birth of a child, and the acquisition of significant assets, such as a house. If the changes in
your circumstances are substantial, you should create a new will.

It is possible that you will become mentally or physically disabled before you die and unable to direct management of your assets.
To prepare for this possibility, you may create a living will with instructions for your care in that event. You may appoint someone
—usually a spouse, child, or sibling—who would have power of attorney, that is, the right to act on your behalf, especially as
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regards financial and legal decisions. That power may be limited or unlimited (such as a "durable power of attorney") and is
restricted to certain acts or dependent on certain circumstances.

Along with granting power of attorney, your living will may include a health care proxy, requesting that medical personnel follow
the instructions of a designated family member who expresses your wishes concerning your end-of-life treatment. Many people
request, for example, that they not be revived or sustained if they cannot experience some quality of life. Be sure to update your
living will, however, as over time your views may change and as medical and technological advances change our notions of
"quality of life."

Trusts and Gifts

A trust is a legal entity created by a trustor, or grantor, who owns assets managed by a trustee or trustees for the benefit of a
beneficiary or beneficiaries. A testamentary trust may be established by a will so that beneficiaries who are unable to manage
assets (minor children or disabled dependents) can benefit from the assets but have them managed for them. A living trust is
established while the grantor is alive. Unlike a will, it does not become a matter of public record upon your death. A revocable
living trust can be revoked by the grantor, who remains the owner of the assets, at any time. Such a trust avoids the probate
process but may not shield assets from estate taxes. An irrevocable living trust cannot be changed; the grantor gives up ownership
of his or her assets, which passes to the trust, avoiding probate and estate taxes. However, the trust then becomes a separate taxable
entity and pays tax on its accumulated income.

Another way to avoid probate and estate taxes is to gift assets to your beneficiaries while you are alive. Ownership of the assets
passes to the beneficiaries at the time of the gift, so the assets are no longer included in your estate. The federal government and
many state governments levy a gift tax for gifts exceeding certain limits. In 2024, the annual exclusion from federal tax was
$18,000 per recipient, for example. Also, the federal government does not tax gifts to spouses and to pay others' medical bills or
tuition.

There are limits to this kind of tax-free distribution of funds, however. For example, the federal government considers any "gift"
you make within three years prior to your death as part of your taxable estate. Gifting nevertheless is a way to reduce the value of
an estate. Some parents also prefer to make funds available or to gift them to their children when the children need them more—for
example, earlier in their adult lives when they may not have accrued enough wealth to make a down payment on a house.

Most trusts, whether testamentary or living, revocable or irrevocable, are created to avoid either the probate process or estate taxes
or both. The probate process can be long and costly and therefore a burden for your executor, your beneficiaries (who may have to
wait for their distributions), and your estate.

Estate Taxes
Estate taxes diminish the value of your estate that will be distributed to your beneficiaries. For that reason, one of the purposes of
estate planning is to try to minimize those taxes.

The federal estate tax is "a tax on your right to transfer property at your death."  In 2024, estates valued at $13,610,000 or more at
the date of death are required to file an estate tax return . Table 11.4.1 lists the U.S. States that levy an estate tax based on the
value of the estate at death in 2024 . The estate tax at both the federal and the state levels is the object of much political advocacy
and debate. Filing limits are subject to change.

Table 11.4.1 : U.S. States with Estate Taxes in 2024

State Estate Tax Threshold

Connecticut $13,610,000

District of Columbia $4,710,000

Hawaii $5,490,000

Illinois $4,000,000

Maine $6,410,000

Maryland $5,000,000

Massachusetts $2,000,000
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State Estate Tax Threshold

Minnesota $3,000,000

New York $6,940,000

Oregon $1,000,000

Rhode Island $1,774,583

Vermont $5,000,000

Washington $2,193,000

A taxable estate is the gross estate less allowable deductions. The tax law defines the gross estate as the following :

The value of all property in which you had an ownership interest at the time of death
Life insurance proceeds payable to your estate or, if you owned the policy, to your heirs
The value of certain annuities payable to your estate or your heirs
The value of certain property you transferred within three years before your death

Allowable deductions include debts that you owed at the time of death, including mortgage debt, your funeral expenses, the value
of property passing directly to your surviving spouse (the marital deduction), charitable gifts, and the state estate tax .

In the United States, with a total population of more than 328 million people as of 2019 (the last year for which estate tax data was
published), those 6,409 tax returns represent about 0.00195 percent of the population .

Minimizing taxes owed is a goal of estate planning, but not the only goal. Your primary objective is to see that your dependents are
provided for by the distribution of your assets and that your assets are distributed as you would wish were you still there to
distribute them yourself.

A will describes your wishes for the distribution of your assets (the estate) after your death.
Probate courts distribute assets in the absence of a will and administer wills in estates with assets valued above a certain
(variable) dollar amount.
There are many kinds of wills, including

the simple will,
the traditional marital share will,
the stated dollar amount will.

Living wills, with power of attorney and health care proxy, provide medical directives, empower someone to manage your
estate while you are still alive, and authorize someone to make decision about your health and end-of-life care.
Trusts are used to provide the benefits of assets for beneficiaries without them assuming responsibility for asset
management.
There are testamentary and living trusts, revocable and irrevocable trusts. Setting up and administering trusts involves some
considerable expense.
Creating trusts and giving gifts are ways to reduce the taxable value of an estate.
Estate planning should try to minimize the federal and state tax obligations of estate disposition.

1. What are the estate tax laws in your state? Does your state tax income from Social Security payments? Does your state tax
pensions and other sources of retirement income? How does your state treat inheritance taxes and estate taxes? What tax
breaks does your state offer to retirees? Find answers to these questions by visiting Taxes by State.

2. Draft a holographic will or use a form for a statutory will recognized in your state. Start by reviewing your balance sheet,
showing your assets, liabilities, net worth, and inventory of personal and household property. Think about how you would
want your estate to be distributed upon your death. Identify an executor. Review free advice for writing a will from
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LegalZoom. Find out what kind of document your state requires for a "last will and testament". Also, consider drafting a
living will. Finally, investigate if you need to use a lawyer to create your will.

3. Survey information about living trusts (also called life estates in some states) at Investopedia. When and why might you
want to create a revocable or irrevocable living trust as an alternative to a will?

 U.S. Department of the Treasury, "Estate and Gift Taxes," Internal Revenue Service http://www.irs.gov.

 IRS Newsroom: IRS Provides Tax Inflation Adjustments for Tax Year 2024 (https://www.irs.gov/newsroom/irs-pro...-tax-year-
2024)

 JRC Insurance Group The Complete List of States with Estate Taxes (https://www.jrcinsurancegroup.com/th...h-estate-taxes)

 U.S. Department of the Treasury Publication 950, Internal Revenue Service, 2009.

 ibid

 IRS Publication P5332 (https://www.irs.gov/pub/irs-pdf/p5332.pdf)

 ibid
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