
'Estate Planning' 

Estate planning is the collection of preparation tasks that serve to manage an individual's 
asset base in the event of their incapacitation or death, including the bequest of assets to 
heirs and the settlement of estate taxes. Most estate plans are set up with the help of an 
attorney experienced in estate law.  

Some of the major estate planning tasks include: 

- Creating a will 
- Limiting estate taxes by setting up trust accounts in the name of beneficiaries 
- Establishing a guardian for living dependents 
- Naming an executor of the estate to oversee the terms of the will 
- Creating/updating beneficiaries on plans such as life insurance, IRAs and 401(k)s 
- Setting up funeral arrangements 
- Establishing annual gifting to reduce the taxable estate  
- Setting up durable power of attorney (POA) to direct other assets and investments 

Estate planning is an ongoing process and should be started as soon as one has any 
measurable asset base. As life progresses and goals shift, the estate plan should move to 
be in line with new goals. Lack of adequate estate planning can cause undue financial 
burdens to loved ones (estate taxes can run higher than 40%), so at the very least a will 
should be set up even if the taxable estate is not large.  
 

An 'Estate' 

A person's estate is everything comprising the net worth of an individual, including all 
land, possessions and other assets. 

The word "estate" is colloquially used to refer to the all of the land and improvements on 
a very large property, often some sort of farm or homestead, or the historic home of a 
prominent family. However, in the financial and legal sense it refers to everything of 
value that an individual owns – real estate, art collections, antique items, investments, 
insurance and any other assets and entitlements – and is also used as an overarching way 
to refer to a person's net worth.  Legally, "estate" refers to an individual's total assets 
minus any liabilities. 

The value of a personal estate is of particular relevance in two cases: if the individual 
declares bankruptcy, and if the individual dies. When an individual debtor declares 
bankruptcy, their estate is assessed to determine which of their debts they can be 
reasonably expected to pay. Bankruptcy proceedings involve the same rigorous legal 
assessment of an estate that also occurs upon an individual's death. 



Estates are most relevant upon the death of an individual. Estate planning is the act of 
managing the division and inheritance of your personal estate, and arguably represents 
the most important financial planning of an individual's life. Generally, an individual 
draws up a will which explains the testator's intentions for the distribution of their estate 
upon their death. A person who receives assets through inheritance is called a 
beneficiary.   

In almost all cases, estates are divided between members of the deceased's family. This 
passage of wealth from one generation of a family to the next has a tendency to entrench 
income in certain social classes or families. Inheritance accounts for a massive proportion 
of total wealth in the United States and around the world, and is in part responsible for 
persistent income inequality (though there are, of course, many other factors). Partially as 
a response to the stagnation of wealth movement as a result of inheritance, most 
governments require those in line for inheritance to pay an inheritance tax on the estate. 
This tax can be very large, forcing the beneficiary to sell some of the inherited assets in 
order to pay the tax bill. In the United States, if the majority of an estate is left to a spouse 
or to a charity, the estate tax is generally lifted. 

It is generally advisable for both the individual drafting the will and the beneficiaries of 
an estate to employ the services of estate attorneys. Inheritance taxes are notorious for 
their complexity and exorbitance, and the use of a an attorney helps ensure that your 
inheritance taxes are paid correctly. On the drafting end, there are number of measures 
that can be taken to minimize the amount of tax one's beneficiaries will have to pay, like 
setting up trusts. 

 
 

state Tax' 

A estate tax is a tax levied on an heir's inherited portion of an estate if the value of the 
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When the surviving spouse who inherited an estate dies, the beneficiaries may then owe 

In 1997, a change in U.S. laws increased the value of assets that a beneficiary may 
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estate exceeds an exclusion limit set by law. The estate tax is mostly imposed on assets
left to heirs, but it does not apply to the transfer of assets to a surviving spouse. The righ
of spouses to leave any amount to one another is known as the "unlimited marital 
deduction."  

estate taxes if the estate exceeds the exclusion limit. Because the estate tax can be quite 
high, careful estate planning is advisable.  

exclude from federal estate taxes - though many states have their own estate taxes. W
this change of laws, small business owners became able to pass on farms and other 
qualifying businesses to their heirs.  



'Inheritance Tax' 

Inheritance tax is imposed on the assets inherited from a deceased person. Some states 
and a handful of federal governments around the world levy this tax. The tax rate on 
inheritances depends on the value of the property received by the heir or beneficiary and 
his relationship to the decedent. Inheritance tax is known in some countries as a "death 
duty" and is occasionally called "the last twist of the taxman's knife." 

As of 2016, only six states in the United States have inheritance taxes: Iowa, Kentucky, 
Maryland, Nebraska, New Jersey and Pennsylvania. In all of these states, if you inherit 
assets from your spouse or common-law partner, your inheritance is not taxed. In some 
cases, children are also exempt from inheritance taxes or face very low rates. However, 
heirs who are distant relatives or friends of the deceased face higher inheritance tax rates. 

The taxation threshold also varies based on the relationship between the deceased and the 
heir. For example, in Nebraska, spouses are exempt from inheritance taxes. However, as 
of 2016, if a parent, grandparent, sibling, child or grandchild inherits assets, he has to pay 
an inheritance tax of 1% on any amount over $40,000. In contrast, slightly more distant 
relatives such as aunts, uncles, nieces and nephews must pay inheritance tax on any 
amounts over $15,000, and the rate is 13%. For friends or distant relatives who fall 
outside these categories, the threshold lowers to $10,000, and the tax rate increases to 
18%. While the exact rates and thresholds vary, the pattern stays the same throughout the 
rest of the states with inheritance taxes. 

Inheritance tax is not the same as estate tax, which is imposed on the total value of a 
person's estate when that person dies. Rather, inheritance tax is imposed on the property 
passed to an heir. According to the Internal Revenue Service (IRS), as of 2016, estate tax 
is only applied to estates worth more than $5.45 million, and if the estate is passed to the 
spouse of the deceased person, no estate tax is assessed. Federal estate taxes are levied on 
0.2% of estates in the United States, with an average tax rate of 16.6%. 

If a person inherits an estate that is large enough to trigger the federal estate tax and he 
lives in a state with an inheritance tax, he faces both taxes. The estate is taxed before it is 
distributed, and then his inheritance is also taxed at the state level. 

'Next Of Kin' 

Next of kin refers to a person's closest living blood relative. The next-of-kin relationship 
is important in determining inheritance rights if a person dies without a will and has no 
spouse and/or children. The deceased's estate becomes state property if no legal heir can 
be identified. The next of kin can also be called upon to make medical decisions for a 
person who has become incapacitated or to make funeral/burial arrangements. 

In addition to inheritance privileges, the ability to make medical decisions and funeral 
arrangements. the next-of-kin designation enables the person to carry out other 
responsibilities. For example, Microsoft provides the next of kin of a deceased subscriber 



with a DVD of the decedent’s entire Outlook account so the relative can assume paying 
bills, notify business contacts and close the account. 

In countries such as the United Kingdom, matters involving inheritances are handled in 
accordance with various succession laws. In other countries, next-of-kin laws are in place 
for settling estates of people who die intestate. In the United States, state laws establish 
next-of-kin relationships and inheritance priorities. The right of a relative to inherit or 
receive the property by inheritance exists through the operation of laws and legislative 
action. The legislature of a state has plenary power, or complete authority, over 
distribution of property within the borders of the state. The state in which real property is 
located generally has precedence over the laws of other states. With personal property, 
the law of the state where the decedent resides generally supersedes the laws of other 
states. 

Next-Of-Kin Priorities  

A legally and properly executed will covering inheritable property usually takes 
precedence over next-of-kin inheritance rights. In the absence of a will, inheritance rights 
automatically pass to a surviving spouse in nearly all states. If the couple is divorced, 
postnuptial agreements should have terminated or altered these rights. The subsequent 
remarriage of a surviving spouse generally does not affect the inheritance rights of that 
spouse. 

In the absence of a surviving spouse, next-of-kin priorities follow a line of descent 
consisting of the direct offspring of a subject, such as a parent, child, grandchild, great-
grandchild and so on. The next of kin may also consist of collateral heirs such as 
brothers, sisters, nieces and nephews of the subject ancestor. The line of inheritance flows 
downward to offspring before upward to parents, and then collaterally to siblings. For 
example, inheritance rights normally pass to a decedent’s children and grandchildren 
before the decedent’s parents, and to the parents before proceeding collaterally to the 
decedent’s brothers, sisters and nieces and nephews. The legal status of stepchildren and 
children who are adopted varies by jurisdiction. 

When to Update your Estate Plan  
Estate planning is an important piece of a sound financial plan, but it isn’t static. Most 
people create an estate plan, lock it away and forget about it. But life circumstances can 
change, rendering even the best thought out plan ineffective. 

Estate planning incorporates a lot of things including creating a will, establishing health 
and financial power of attorneys and developing a living will. Depending on the age in 
which you create your estate plan it may need to be overhauled and not just once. In fact, 
there are several reasons to update your estate plan throughout your lifetime. From 
getting hitched to seeing a big change in the value of your estate, here’s a look at five 
reasons you will want to update your estate plan.  
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Marriage and Divorce Causes Changes 

These days it’s not uncommon for someone to be well into their 30s, 40s and 50s before 
they tie the knot for the first time. When getting married later in life, more often than not, 
both parties bring more assets to the table then those getting married in their 20s. In a lot 
of cases, the estate plan has already been created, which is why a late-life marriage will 
require a change in your estate plan. After all, you probably want to include your spouse 
in your will. Further, if there are children and step-children involved it's particularly 
important to update your will and inheritance.  

A divorce is another life change that will require an overhaul of your estate plan, unless 
you want your ex-spouse to get some of your assets. If your spouse was named as the 
medical and/or financial power of attorney, you might not want him or her caring for 
your health or finances if things go south, which is why getting the ex off of the estate 
after a divorce is important. 

The Addition Of Children 

The whole idea behind an estate plan is to protect your heirs when you die, and that 
includes children. Even if you created an estate plan when your first or second child was 
born that doesn’t mean it stays the same if more children are added to the family. You are 
going to want to make sure all of your children are cared for when you die so you have to 
make sure the estate plan includes everyone. Even if you don’t have more kids, the fact 
that you have children is a reason to update your estate plan regularly. After all, you may 
have put your eldest in charge of your estate, but then he or she has proven to be 
irresponsible in adulthood. That could prompt a change in the estate plan. You want to 
ensure your children are cared for when you no longer can care for them but at the same 
time, you want to protect your assets.  

A Big Change In The Value Of Your Estate 

Whether you came into a sudden windfall or you took a bath in the stock markets, any 
time there is a significant change in the value of your estate you are going to want to take 
a look at it. If you are lucky enough to see a substantial increase in value that could 
change how it is shared out, particularly if the newfound wealth causes a tax event. A 
decrease in the value of estate may mean you have to curb the amount going to charity or 
spread the wealth a little thinner, both of which require an update to the estate plan. 

Your Health Suffers 

For healthy people, when creating a living will or appointing a medical power of attorney 
it’s hard to envision a time when someone else would have to make their health decisions 
for them. But unfortunately, that happens all the time, which could prompt a change in 
the estate plan. After all, when you are young and healthy you may think you don’t want 
medical interventions or give much thought to who will make your medical decisions, but 



when you get sick, you may change your mind. This situation is becoming more common 
thanks to medical advances and the longer life expectancy.  

Death of A Spouse 

In many estate plans, one spouse will leave the entire estate to the other spouse. Often 
that prevents family feuds and keeps things uncomplicated. But a death of a spouse will 
change all that and result in a total overhaul of the estate plan. Not only will the deceased 
spouse need to be removed from all the estate plan documents, but the surviving spouse is 
going to have to designate new heirs, the power of attorneys and recast the living will.  

The Bottom Line 

Estate planning is one of those things many people create but then don’t look at for the 
next few decades of their lives. The problem is life happens, and somebody’s 
circumstances can change all the time, requiring an update or in some cases an overhaul 
of the estate plan. If you are newly married or divorced, added children to the family, 
have seen a substantial change in the value of your estate or your health suffers you are 
going to want to unlock that estate plan and make sure it reflects your current needs and 
desires. 

 'Succession Planning' 

A strategy for passing each key leadership role within a company to someone else in such 
a way that the company continues to operate after the incumbent leader is no longer in 
control. Succession planning ensures that businesses continue to run smoothly after the 
business’s most important people move on to new opportunities, retire or pass away. 

 
Succession plan entails evaluating each leader’s skills, identifying potential replacements 
both within and outside of the company, and in the case of internal replacements, training 
those employees so they’re prepared to take over. Succession planning is not a one-time 
event; succession plans should be reevaluated and potentially updated each year or as 
changes in the company dictate. In addition, businesses might want to create both an 
emergency succession plan in the event a key leader needs to be replaced unexpectedly 
and a long-term succession plan for anticipated changes in leadership. 

In small companies, the owner alone may be responsible for succession planning. In large 
corporations, the board of directors, not just the CEO, will typically oversee succession 
planning. Also, in large corporations, succession planning not only impacts owners and 
employees, but also shareholders. 

For small, family-owned companies, succession planning often means training the next 
generation to take over the business. A larger business might groom mid-level employees 
to one day take over higher-level positions. In a partnership, one method of succession 
planning has each partner purchase a life insurance policy that names the other partner as 



the beneficiary. That way, if a partner dies at a time when the surviving partner otherwise 
wouldn’t have enough cash to buy the deceased partner’s ownership share, the life 
insurance proceeds will make that purchase possible. This type of succession plan is 
called a cross-purchase agreement and allows the surviving partner to continue operating 
the business.  

 'Wealth Management' 

Wealth management is a high-level professional service that combines 
financial/investment advice, accounting/tax services, retirement planning and legal/estate 
planning for one fee. Clients work with a single wealth manager who coordinates input 
from financial experts and can include coordinating advice from the client's own attorney, 
accountants and insurance agent. Some wealth managers also provide banking services or 
advice on philanthropic activities. 

In general, wealth management is more than just investment advice, as it can encompass 
all parts of a person's financial life. The idea is that rather than trying to make sense of 
advice from a series of professionals, high net worth individuals benefit from a holistic 
approach in which a single manager coordinates all the services needed to manage their 
money and plan for their own and/or their family's current and future needs. 

The wealth manager starts by developing a plan that will maintain and increase the 
client's wealth based on that individual's financial situation, goals and comfort level with 
risk. After the original plan is developed, the manager meets regularly with clients to 
update goals, review and rebalance the financial portfolio, investigate whether additional 
services are needed and ideally, follow clients throughout their life. 

Wealth managers are often part of a wealth-management firm, with access to a team of 
in-house experts and services, but may also be solo practitioners who rely on their own 
network of independent experts. Management fees vary widely and should be researched 
thoroughly before engaging a wealth manager.  
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