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Understading Estée Plaming

Through proper estateplanning, we
can continue to care and provide for
our loved ones long after the end of our
own lives. This newsletter addresses
some general termsand issuesto assist
with estate planning.

I. Why Estate Planning?

Estateplannirg is appropate br
those who dsire b:

e Designate the recipiets of
specific or general assets;

* Avoid paying estate taxes;

e Appoint someore tolook after
children and other degndents;

* Appoint someone to oveee
investnents or bsinessnterssts; or

e Instructothers concerng life-
sustaining healthcare decisions.

In other words, evgone shauld
engagan some formof estateplanning.
In additon, esateplannng documats
should be reviewd every few years to
account for changes n both
circumstances and intentions.

Il. Key Concepts

The Estate What § an este?A
person’s estate is the colldon of all
assetsthat he person, atthe tme of
death, had a right to pss along to
others. Estate asets can include
property such as cash, certificated o
deposit, stocks, bonds, mutual funds,
busines®wnership intergts real esta,
insurance policies and proceeds
retirement benefits, vehicles, and
peronal property An esate may be
liable for debts andbbligations aved to
others.Asdiscussed belovestates may
also beaxed.

Wills. A will is adocument that
describefiowto distribute estee assets
upon a persa’'s death. Oregonaiv
requires that wills are wtiten and
signedby the maker of the willni the
presencef at leastwo witnesses.The
witnesses mustlao sign the will.

Intestacy A person who dies
without a will is described as having
diedintestate. Wien this occursestate
assets are disbursd accordng to
Oregoris laws of intestate succession.
Thoselaws attempt to predict hothe
deceaseg@ersornwould have wantetb
give away estate assets upon the
person’sdeath. A single rigid forrmula
is used to determinevho receives
estate assets through inestae
successionTypically, estde assetgo
to the deceased person’s surviving
spouse children, parents, siiplgs, or
otherclose reldves in that order. If
no close relative is ale to collect the
estateassets, thosassetwill be tken
by the stad.

Frequerly, people do not make a
conscious choice to have asfs
distributed accordirg to intestate
successionRatherwhen aperson dies
intesta¢, it is typically due to
procrastinationan improjerly drafed
will, or lack of knavledge alout estate
planning. The major problems with
intestatesuccession i its inflexibility
and failure to distribute estge assets
according to the true wishes of the
deceased.

Probae. The legal processhat
courtsuse todistribute estatassetsand
resolve disputes over tlose assets is
knownas probateThe probae process
includes proving thevalidity of any
will, providing for payment d estate
taxesard expense, resolving clams
against the estate, and didting
as®ets to creditors, heirs, ad
beneficiaries. If a will exists, he
probate court will follow the legal
instructions contained in the will.
Without a will, probateissues wil be
resolved using the defali rules of
intesite  successn esablishe by
Oregon law.

Trusts Trusts are ledadevices
used to hold, manage, andistribute
assets. A basic trusthas one o more
trustorstrustees, andéneficiaries.The
trusbr creates thdrust. The trustee
administers the trust Beneficiaies
receivethe assetor income from the
trust The ruls for he operatin of the
trust are deternmed by the trusor in a
written trust domment.

Trusts may be revodae or
irrevocadle. A revocable trusis often
called a “living tust” or ‘inter \vos
trust” becaus the trustnay be revoked
atany tme while the trustor isalive and
compeent. By contrasta trustor may
not revoke or indscriminately remove
assets from an irevocable trus.
Choosingto make arust reocable or
irrevocalde depends upoé purpose of
the trust and coul have signitant tax
consequences.An attoney shou be
consultedo determire the most suitale
type of trust.

A common reason forusing a tust
is to avoid probate. Trust assets are
generallynot subject to prob@ because
the trust, rot the trustor, owns the trust
assets. Upon the trustor'sdeath, the
trusteemayinstantly transfer trust aste
to benefidaries. This avals the delay
in distrbution and legaflees assoated
with probate. However, a trust is
typically more expenise to create tan
a simple will.

I1l. Federal Taxes & Recent
Changes

Estae Taxes Estate planning
usuallyinvolvesstructuring the estate so
as to minimize ard even avad estate
taxes.Recentchanges ingderal law, as
discwssedbelow, may require updating
existing estate plans. Taxes are
progressiveso tha as the size of the
estateincreasesthe marginal rée of the
estate tax increases @ well. For
exampe, the minimum and maximum
estatetaxrates in2002 will be 18% and
50%,respectively. However, before the
final estate teaes aredetermined, the
sizeofthetaxable esite may be reduced
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by applying special creds ard

deductions Proper estate planning
maximizesthe useof such credits and
deductions.

Unified Credit For most people,
the amourt of ther esta¢ that vill be
taxed will be reduced by the ufied
credit. In 2002, thisamountwill be $1
million. So, aslong as an estate is
valuedat $1 millionor less, the estate
will not owe aly federal estate taxes.
The unified credt is reducedhowever,
by the total amant of any lifetime gifts
exceeding $10,000 to anyoie ayear.

You may have eceived afederal
income tax refund in the mail thisakt
summer. The law that gmated that
refund also provided estate tax relief.
By 2009, the uified credit will have
graduallyincreased t&3.5 million, and
thehighestate brestateaxes will have
gradually decreasedot35%. In 2010,
all estate taxes wilberepealed for tht
year. As itis currenly worded, thdaw
providing for this estate tax relfewill
expirein 2011, andheestate taxes will
berestored taheircurrent levels.Keep
in mind,however, tha€ongress has the
power to change theelaws at anygtime
and will likely revise this estate ax
systen by 2011.

Marital Deduction  Generdy,
assetstransérredfrom an esta&t to a

survivingspouse are excluded from the

taxable estte. This dediction is
unlimited, so any amounof moneyor
property may be freey transerred b a
surviving spouse. The w&s of this
deductionshould be fanned together
with the useof the unified credt to
minimize estate taxes.

Transferringan entire estate to the
surviving spouse my avoid taxe for
the deceasedspouse’s esta but may
substantiallyincrease the taable estate
of the suviving spouse. Allowing the
full use of the deeased spuose’s
unified credit will help Imit the
increase in the suviving spouses
taxable este.

LifetimeGifts. Inadditionto using
the wunified credit am maritd
deducton, making lifetime dfts to
othersis a common wato reduce the
size of a taxale estate. @nerally,
gifts that do noexceed $10,00t any
singleperson ira calendayear wil not
havetaxconsequencesHowever, gifts
exceeding $10,000 to anyonenia
calendar year may be taxable and
reduce the unfied credit. Funding
trusts that are chamable in nature or
that provide br the eduation or
medicalexpenses of another cals@
result in significant tax savings.

Cost Basis m_Inheited Asets
Generally, the “cosbasis” ofproperty
is a value assigneto property and used
in computing taxable gain fothe
property. For instancehe taxable gin
from the sale of prperty is typicaly
computedby subtractingthe basisof
the propertyrom the sale pce.

Thetax code arrentlyprovidesor
a stepped-up cost basis inrgperty
received from an estate When
property is inherited, the reipient’s
basisin the property ighe fair market
value of the property at the tme of
death.

The recent hangesd the tax code
will alter this ru¢é. Beginningin 2010,
the recipient of property willonly
receivethe adjusted « basis that the
property had in the hands of the
deceasedf that basisd less than the
fair market valueof the progerty & the
time of death

However, as part of this change
from the automati step-up in bas to
the carry-over in lasis, @ngress has
allowed estate toelect to increase the
cost basis onup to $1.3 nilion of
assets. An estate camcrease the cost
basis in propety transfered to a
surviving spouse by an dditiond $3
million.

This newsletter is provided for
generalinformational purposes mly
and should not be relied upon as
specific legal advice. For more
information and/or assistance with
estate planning, contact Acker &
Associates.C. at (503) 228495.
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