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Estate Planning

It’s not just for the wealthy
by  Jeffrey S. Hahn, MBA, ChFc, CLU

Did you almost skip past this article because you didn’t think it applied to you? Estate Planning. Isn’t that something only wealthy people have to worry about? Or is it something you should be thinking about as well? 


Not too many years ago, the word “wealthy” was reserved for those fortunate few who’d made (or inherited) a fortune. If they were really wealthy we called them millionaires. Millionaire was a magical word and it brought to mind images of big houses, fancy cars and live-in help. Today, millionaire might better describe half the people you know, if not you yourself.


Consider an “average” American family living in almost any metropolitan area:  

· They have a house or condominium – including all furnishings - worth about $250,000.

· They own a small business or professional practice valued at about the same.

· They drive a nice car.

· Maybe they own a vacation home.

· They carry personal life insurance.

· They’ve got money put away for retirement. 

Sound familiar? Well guess what – that, and maybe your, “average” American family, at least by Uncle Sam’s standards, is “wealthy”  – at least wealthy enough to owe estate taxes.  


Over the past 20 years, real estate values, salaries and without question the stock markets have soared. People who once thought of themselves as solidly middle class are suddenly realizing – many to their genuine surprise - the true value of everything they own. Unfortunately, most of them aren’t yet realizing their need for estate planning. 


In its simplest form, estate planning protects your family's financial security by ensuring that your estate is preserved while you are alive, and then distributed to your heirs according to your wishes after you die. If the value of everything you own (including real estate, investments, retirement accounts, personal property, life insurance and your share of any business or professional practice) exceeds $1,000,000* - and in today’s world, that’s not much of a stretch - you’re probably facing an estate tax problem. So what steps can you take to address this problem?
 


The first step is to draft a will. A will is one of the simplest of estate planning tools. If you have property to distribute and family (or business) security arrangements that need to be made, you absolutely should have a will. Not that the absence of a will means you don’t have a plan. It simply means you’ve opted – purposely or not - to be covered under the government plan.

   Under the government plan, your property will still be distributed and guardians will still be appointed for your children, but there’s no guarantee that any of that will happen according to your wishes. State laws vary, but they are all quite specific in how they dispose of estates in the absence of a will. It won’t matter what private agreements you may have made prior to your death. Your estate will be disposed of as the state sees fit.

   A will, however, allows you to make these decisions beforehand. But you’ve still got to be careful. Even with a will, some states will limit what you can and cannot do. One solution to this problem – and for many, the second step in creating an estate plan – is to draw up a trust. 

   A trust allows you to preserve your estate and determine how and when it will be distributed to your heirs. There are many kinds of trusts, each with its own advantages and disadvantages. A trusted attorney or financial professional can assist you in selecting the kind of trust that’s right for you.

   Other questions you should consider before you draft a will or draw up a trust include: 

· Do you have other heirs you’d like to remember, perhaps from a prior marriage? 

· Are you responsible for the ongoing care of an elderly parent or relative? 

· Do you want to remember a favorite charity? 

· If you own a business, do your children plan on taking it over? 

· What about children who have other interests? Can they be provided for in some other fashion?


The ultimate goal of any estate plan should be to protect your assets in such a way that these and any other concerns you may have are addressed to your satisfaction.  Another important step in protecting your estate may be the purchase of life insurance. For just pennies on the dollar, life insurance can help:

· provide the cash your estate will need to pay any and all estate taxes – when they come due – without having to liquidate assets (art, jewelry, investments, real estate) at what could be far less than their market value.

· replace the value of any assets you might give to charity by way of reducing your taxable estate. 

· ensure that your survivors will have the money they’ll need to continue their education, remain in the family home, or simply live the life you envisioned for them.


These days, estate planning is no longer just for the very wealthy. Regardless of the liability to pay federal estate taxes, estate planning is appropriate for anyone who has assets they want to preserve and pass on to heirs. Probably the best way to start the process is to set up an appointment with an advisor who specializes in estate planning. He or she can help you determine your current needs and future objectives, as well as make sure your estate is distributed as you want it to be. Proper estate planning can also give you the opportunity to decide how your assets will benefit others, both while you’re living and after you’ve died. And aren’t decisions like these better made by you than Uncle Sam?

Jeffrey S. Hahn, MBA, ChFc, CLU, is an insurance agent/financial services representative whose practice is in Medford.

* The applicable exclusion amount will increase incrementally from $675,000 in 2001 to $3.5 million in the year 2009. In the year 2010, the federal estate tax is scheduled to be repealed, however, the federal estate tax will be reinstated at current levels in the year 2001.  

The information contained in this article is based upon Penn Mutual’s understanding of current tax law and is not intended to be construed as tax advice, which can only be given on an individual basis by a qualified tax advisor.  

