Estate Planning Basics

Assignments
Financial Plan Assignments
First, review the goals you made in Chapter 2. Do you have specific goals that may extend
beyond your lifetime and would require a trust? If so, what would you like to do about these
goals? Are they feasible given your current financial condition? Review your net worth
(discussed in Chapter 3). Does your current net worth exceed the estate tax threshold established
by the IRS? How close are you to the threshold? If you are close, you should get qualified help.
Second, do you have a will? If you have children, a will is critical because it states your wishes
regarding who should take care of your children should you pass away. Your choice is either to
write your own will or let the government determine how you would have wanted your assets
distributed. If you have few assets and you reside in a state that allows holographic wills, write
one immediately. At least write your wishes regarding who is to take care of your children. If
you are beginning to acquire assets, it is recommended that you visit a legal attorney who can,
for a fee, help you write up a will that is valid for your state. Wills should be reviewed every
three to five years, or more often if your situation changes.
Finally, are you concerned that your wishes regarding health-care might not be made known to
medical personnel should something happen to you and you are unable to communicate your
wishes? Filling out Learning Tool 14: Sample Advance Directives to Physicians will allow you
to state your intentions for medical care in the event of an emergency in which you are unable to
make your wishes known.

Review Materials
Review Questions
1. What is estate planning?
2. What are the five main goals of estate planning?
3. What are four ways to designate where property should go after you die?
4. What are the four steps of the estate-planning process?
5. What are the four taxes that may be imposed on an estate?

Case Studies
Case Study 1
Data
Jonathan, a single man, passed away in December 2013. The value of his assets at the
time of his death was $6,155,000. He also owned an insurance policy with a face value of
$315,000 (which was not in an irrevocable trust). The cost of his funeral was $19,750,
and estate administrative costs totaled $67,000. As stipulated in his will, he left $154,000
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to charities. Also, for each of the years 2007 to 2009, Jonathan provided his niece Suzy
with $20,000 per year for college tuition. Of this $20,000, $5,000 was paid directly to the
college for tuition and fees, and the remaining $13,000 was paid to his niece to cover her
living expenses while she was going to school. In addition to paying for his niece’s
schooling, he also gave her $25,000 as a late graduation present in 2010 for a down
payment on a new house.
Calculations
Determine the value of Jonathan’s gross estate, his taxable estate, his gift-adjusted
taxable estate, and his year 2013 estate tax. The annual tax-free gift limits are as follows:
2013: 114,000; 2012–2009: $13,000; 2008–2006: $12,000.
Case Study 1 Answers
What is the gross value of Jonathan’s estate?
Gross Estate = assets + life insurance policies not in irrevocable trusts
Gross Estate = $6,155,000 + $315,000 = $6,470,000
Determine the value of his taxable estate.
Taxable Estate = Gross Estate – liabilities – funeral expenses – administrative
expenses – charitable deductions
Taxable Estate = $6,470,000 – $19,750 – $67,000 – $154,000 = $6,229,250
Determine his gift-adjusted taxable estate.
Gift-Adjusted Taxable Estate = Taxable estate + gifts in excess of the annual
allowance
Gift-Adjusted Taxable Estate = $6,229,250 + $8,000 + $12,000 = $6,249,250
Of the $20,000 each year, $5,000 was paid directly to the school, so the $5,000 is
not counted in the tax-free gift. Only the payments of $15,000 are counted. After
the limits are reached of $12,000 in 2007 and 2008, and 13,000 in 2009, there is a
excess of $8,000. Of the $25,000 in 2010, $13,000 was the tax-free exclusion,
resulting in $12,000 to be added in excess of the allowance. Total to add back is
$20,000.
Determine his estate tax liability for 2013 on gift-adjusted tax of $6,249,250.
Amount Above
Year
Tax on Column A
Rate on Excess
$5,250,000
2013
$2,100,000
40%
Two ways to calculate the tax
a. ($6,249,250 – $5,250,000) * 40% =
$399,700
b. ($6,249,250 * 40%) – 2,100,000 =
399,700
The unified credit amount in 2013 is $2,100,000.
The estate tax is the difference between tax owed and the unified credit
Case Study 2
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Data
The value of Bill’s estate plus taxable gifts is $6.7 million at the time of his death in
2013.
Calculations:
A. What is his estate tax liability?
B. How would the estate tax liability change if $1.7 million of his estate was held in an
irrevocable trust?
Case Study 2 Answers
A. Calculating federal estate tax requires calculating Bill’s estate tax and then subtracting
his unified credit. On an estate of $6.7 million, the amount in 2013 would be:
Amount Above
Year
Tax on Column A
Rate on Excess
$5,250,000
2013
$2,100,000
40%
($6,700,000 – $5,250,000) * 40% = $580,000
($6,700,000 * 40%) - $2,100,000 = $580,000
The unified credit amount in 2013 is $2,100,000.
The tax is the difference between tax owed and the unified credit: $580,000
B. Assuming that $1.7 million is held in an irrevocable trust, the taxable estate drops to
$5.0 million, which is less than the exemption equivalent of $5.25 million in 2013, so
estate taxes would be $0.
Case Study 3
Data
In 2013, Dave and Sally gave $32,000 to their son for a down payment on a house.
Calculations:
A. How much gift tax will Dave and Sally owe?
B. How much income tax will their son owe?
C. List three advantages of making this gift.
D. How could they have avoided the gift tax?
Case Study 3 Answers
A. There will be a gift tax in 2013 as the amount is $4,000 in excess of the $28,000
maximum transferable each year ($14,000 per individual). They will need to fill out a
gift-tax form. The gift tax before exclusions will be $4,000 * .18 = $720.
B. Their son will not have to pay any income tax because recipients of a gift do not have
to pay tax on the gift. Recipients do have to pay tax on future income generated by
the gift but not directly on the gift.
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C. Advantages include (1) providing needed income to a family member, (2) reducing the
donor’s estate taxes (the recipient is not taxed), and (3) helping avoid probate as
gifted assets no longer belong to the donor.
D. They could have eliminated this need for a gift tax by splitting the gift over two years.
One idea would be to give their son $28,000 in cash in 2013, and give him a loan for
$4,000 for the remainder. Then in 2014, they gift him another $4,000 to repay the
loan.
Case Study 4
Data
Anne Smith had a $5,500,000 net worth at the time of her death in 2013. In addition, she
had a $250,000 whole life policy with $40,000 of accumulated cash value; her niece was
the beneficiary. She also had a $150,000 pension plan benefit.
Calculations
A. What was the gross value of Anne’s estate?
B. How much of her estate is taxable?
C. How much estate tax will need to be paid?
D. How much of her estate must pass through probate?
Case Study 4 Answers
A. Anne’s estate is calculated by adding to her net worth (estate taxes minus debts) the
value of her life insurance death benefit plus death benefits associated with her employer
retirement plan. Note that cash value is not distributed (unless with an insurance rider).
$5,500,000 + 250,000 + 150,000 = $5,900,000
B. All $5,900,000 is taxable
C. ($5,900,000-5,250,000) * 40% = $260,000
D. Any of the $5,500,000 that passes to the heirs must go through probate.
Case Study 5
Data
Suzanne and Steve Smith have $2.2 million of assets: $600,000 in Steve’s name,
$600,000 in Suzanne’s, and $1,000,000 of jointly owned property. Their jointly owned
property is titled using joint-tenancy with right of survivorship. Suzanne also co-owns a
$400,000 beach house with her sister Emily as tenants-in-common.
Application
A. What is the maximum amount of estate value that can be transferred by the Smiths
free of estate tax in 2013?
B. What do the Smiths need to do to reduce their expected tax liability?
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C. Who would receive Suzanne’s half-share in the beach house if she were to die?
Case Study 5 Answers
A. The Smiths could jointly transfer a total of $10,500,000 before incurring federal estate
tax in 2032.
B. The Smiths should re-title their ownership of the property and put it in a trust to take
advantage of taxes. In this way they can take advantage of a standard family trust and
gift-giving.
C. Suzanne’s half-share of the beach house would go to whomever she names in her will.
If she dies intestate, state law will determine how her share in the beach house is
transferred.
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