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Questions families need to ask about inheritance

There are many difficult questions that must be addressed when developing an etate plan.
Knowing what those questions are and identifying the issuesis vita to producing an estate plan
that meets your wishes and the needs of your family. This document is designed to help you
identify the most important questions and offers ideas to help you answer them. (This
information is based on aWall Street Journal articletitled, “Pass It On” which appeared in the
March 25, 2002 issue.)

1. Should | talk with my children about their inheritance?

The answer issmply “yes” But many parents have legitimate reasons for not discussing
inheritance with their families. An obvious concern isthat if children learn of future gifts,

they may become lazy or not meet prior educationa or professiona goas. On the other hand,
discussing your plans alows you to observe their reactions. Whether they react positively or
negatively, it's believed to be a better course of action because you'll have the chance to
explain your decison. Otherwise, children’s memory of you may be soured smply because
they don’t know why you did what you did.

Having said that, how do you raise the subject with your children? A popular method isto
gpeak with each affected family member individualy. Tell them that you're trying to decide
what to do and ask them what they want and expect. Once dl of thisinformation is gathered,
you'll be able to address any conflicts. Keegp in mind, however, that this does not guarantee
thet al interested parties will agree with your find plan. It Smply provides you with the
information you need to minimize potentid conflicts.

Whether or not you fed comfortable discussing your plans with your children, it’s criticd to
manage their expectations and not midead them. This can be done by stating your intentions
dearly and by avoiding vague terms. Frequently, of course children can get upset over not
getting more money from their inheritance. Thisis exacerbated when parents tell their

children that they’ Il “be taken care of” when the parent(s) die and then receive much less

than they expected. The parent may have honestly thought that the amount of money was
subgtantia but the children’ s view of the amount could be very different. Family members

can aso become confused and upset when they receive more than they expected because they
could have used the money earlier when they redly needed it.
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2. If my parentsdon’t discusstheir inheritance planswith me, should | ask them what
their plansare?

Yes. If your parents haven't discussed their inheritance plans with you, there' s a chance that
they haven’t discussed them with anyone. Because your parents assets must be transferred

(either to you or somewhere else) once they die, you need to know what their intentions are.
Astheir child, you may be responsible for managing this transfer so it’sin your best interest
to see that it goes smoothly. Another important reason to have this discussion isthat the
children won't be left to speculate on what their parents’ intentions were. Without this
knowledge, children often dispute what their parents would' ve wanted. This scenario
typicaly leads to family disputes and sometimes to the destruction of sbling’s relationships
with one another.

So, how do you bring up the topic of inheritance with your parents without sounding greedy?
Oneideaisto tdl them that you' re working on your own estate plan and that qudity of the
plan depends on knowing as much as possible about your future financid pogtion. Even if
they turn your discussion offer down, it often leads to them discussing it anongst themsalves
and eventudly to their lawyer. It's not imperative that you know what your parents plan is.
However, it isimperative that you know they have one.

3. Should each child receive an equal piece of the pie? What if | want to give moreto one
or even give nothing to one of them?

While it seems perfectly natura and fair to divide dl the assets by the number of childrenin
the family, there are good reasons for both a balanced and unbalanced distribution of your
assets.

As parents you have inevitably done financid favorsfor some —or al — of your children. The
cost of these favors — college tuition, car purchases, loans that haven't been repaid — are
likely different. This may be amoot point to you but you can bet that your children are
keeping score and have a good idea how much financial assstance you' ve given to which
child or children. Thisisagood reason to consder adjusting the distribution for some
children.

It's common for parents to leave less money to those children that are financidly stable.
While this may sound reasonable, it may leave the brain surgeon of the family feding
unloved and resenting his or her brothers and sisters. One solution is to divide a portion of
the assats equaly and put the remainder in atrust for emergency needs.
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Edtate planning often gets sticky when afamily busnessis involved and makes up the bulk
of the estate and/or only one child works for the business. A common solution isfor the
parents to buy extra life insurance payable to the children outsde of the business. Another
option isfor the child involved can buy out his sblings.

What if you have achild that hasn't been a part of the family for 20 years or has adrug
problem? Y ou may be tempted to write him/her completely out of your will but there are
likely consequences to doing so. The child could make life miserable for hisher siblings by
contesting the will or congtantly asking them for money. A possible solution isto leave them

enough money that they won't want to risk logng it. Y ou can dso add acdause in your will
that states “If you contest thiswill, you lose your bequest.”

. Should I include my grandchildren in my inheritance plan?

Thisisfine aslong asit’s done correctly. As usud, there are afew pitfdlsto avoid. First,
your children may fed as though you are usurping their authority if, for example, you leave
money to agrandchild if the money isavailable to him or her before finishing college. Doing
30 gives the grandchild financia freedom and the meansto stray from the parents origina
plan for their child's education. Additiondly, ayoung child receiving an inheritance could
end up confused because their goa goes from creeting and building their life via education
and employment to not screwing up what they’ ve been given. The latter goa doesn't
promote high self-esteem and could have disastrous consegquences.

Asusud, communication can help limit surprises. By talking to your children about what
you'd like to give to their children you would be taking the steps necessary to keep your
generosty from backfiring. A possible outcome could be that you place the grandchild's
inheritance in atrust fund with his or her parents acting as trustees.

Lastly, consder a what age your grandchild will get control of the inheritance. Putting some
restrictions on when your grandchild has access to the money — and what purposes the money
can be used for — isagood way to avoid disaster.

. What condderationsaretherefor a“blended” family?

Unfortunatdly, in these Situations, the worgt solution is the most common: leave everything to
the second spouse for use during his or her lifetime, with the remaining assets passing to the
children when the spouse dies. This causes an ingtant conflict between the children and the
surviving spouse because the spouse needs to invest the money to provide income while the
children want the money invested for long-term growth. Not to mention that the spouse may
decide to amply spend the entire pot and leave nothing to the children
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One dternative isto give the children their inheritance while you're dive. Depending on the
age of the children, it can be used to help pay for college, buy ahouse, or be put away for
later use. Doing thistendsto take alot of pressure off of the parent.

For those that can’t afford to give up assets now a good option is to establish an irrevocable
life insurance trust with the children named as the beneficiaries. The trust would own the
policy and when the parent dies, the benefits would go to the children — tax-free. With this
arrangement, your children would receive their inheritance and you could leave the rest of
your assets to your Spouse.

If you and/or your spouse have children from more than one marriage, things get
proportionately more complicated. A serious consideration is the age of the children. Thisis
not so much a congderation when deciding how much to leave each child, but more for what
vehicleis used to trandfer the assets. For example, if the children range in age from three to
30, consder giving each child an equd share but dso holding 25% in atrugt. Thiswill dlow
the younger children to have future expenses, such as weddings and college tuition, taken
care of by the money in the trust. Thisis equitable because the older children likely would
have had these things paid for by you.

. Am | pulling thereinstoo tight?

Wéll, you can't plan for every possible contingency or problem and some people have
legitimate concerns about trying to exercise too much control for too long from beyond the
grave.

Rather than using atrugt to try and prevent bad behavior, some estate planning advisors and
their clients are using “incentive trusts’ that are designed to encourage good behavior. For
example, afamily that is concerned about an heir inheriting alarge sum and then not

pursuing an education might provide a cash incentive for graduation from college or graduate
school. Alternatively, some families have a concern that wealth can destroy a young person’s
willingness to work. To counter this, an incentive trust might provide income that maiches a
portion of the young person’s compensation over aminimum threshold. The trust might
provide adallar for dollar match (up to some maximum) for every dollar of compensation
over $50,000 per year.

Others argue that family-incentive trusts can cause problemsiif they aren’t designed properly.
For example, atrust can be drawn with an incentive that is too narrow. Assume the trust
provides a cash bonusiif the beneficiary graduates from medical school. However, the
beneficiary chooses to devote his/her life to sociad work and pursues a graduate degreein
sociology. That beneficiary would not receive the bonus digtribution, but is thet redly what
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the grantor of the trust wanted? Did they intend to provide an incentive to be adoctor or to
pursue a career of service to humanity?

. Should | give my heirspart of their inheritance beforel die?

Many people used to give away large sums of money each year as away to avoid paying
edate taxes in the future. This year, however, isthefirst of severd that will see the etate tax
exemption increase. Whether or not this practice is ill viable depends on afew varigbles.

The number one concern is that you aren't giving money away that you might need for
yoursdf in the future. Nursgng home expenses, among other things, will continue to increase
—aswill thelikdlihood that you could live well into your 90s.

If you decide that you can till afford to share, you may want to consider waysto give other
than smply writing a check. Paying for family vacations, college tuition, medicd hills, or
down payments on a new home are dl ways you could spend your money while cregting a
lagting memory or helping loved ones build their own families.

. Who'sgoing to manage all thiswhen I’m gone?

The answer to this question depends on afew factors. If you have awill, you'll have to name
an executor of your etate. If you have atrugt, you'll have to name a trustee to manage it.

In both instances, you have severa choices as to who serves as executor or trustee. Y ou can
name alawyer, atrust officer, professond personal representative, or afamily member. You
aso have the option of splitting duties and having, for example, atrust officer and afamily
member act as co-trustee for your trust. Likewise, you may name your lawyer and afamily
member as co-executors of your estate. Try to avoid naming one family member as “the
boss” It isaquick way to generate conflict, in-fighting and jedousy among dl the children.

It isaso agood ideato avoid naming someone who lives far awvay because they can dow
down the settlement process.

Y ou should aso want to dlow your family switch trustees. A bank where your trust officer
works may be acquired, or your lawyer may retire. Building this flexibility into your estaie
plan could save your children alot of frugtration. If possble, it's a good idea to introduce the
gppropriate children to the professiona you’ ve named as co-executor or co-trustee. It will
benefit everyone involved if the first time the Sit down together is before they need to settle
your estate. Also, if they don’t get ong, you can oversee the naming of a new executor or
trustee.
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9. Should I leave something other than money?

While mogt inheritances involve monetary assets, some consist of family keepsakes such as
photographs, paintings, collections, etc. The key to leaving items such asthese is that they
are organized in away that they are useful to the recipient — especidly if the recipient isa
museum or library.

Another interesting tool for leaving non-monetary assets isthe “ethica will.” Whileit’s no
subdtitute for alegd will, it is used to document persond reflections and stories that can be
passed aong to heirs. Thisisa hdpful compliment to alega will because oftentimeslegd
willsfail to capture the essence of a person' s vauables— monetary or not. Ethica wills help
to document what someone did, why they did it and why it was important.

10. Should | leave everything to my family?

If there' s a cause that’ s near and dear to your heart, you may want to consider using aportion
of your estate — regardless of Sze — to establish afamily foundation to support that cause. For
those with szable edtates, they are sometimes afraid that leaving alarge inheritance to their
children or grandchildren could undermine their will to work hard, go to schoal, and get a
good job.

One st of grandparents decided to create a private charitable foundation with themselves and
their children astrustees. They held annuad meetings on July 4 that doubled as family

reunions. Another set of grandparents created a family limited partnership that was funded
with red estate and securities. They transferred their interest in the partnership to their adult
children and used it as alearning tool with semiannua meetings to review its operations and
tax srategies. Both of these scenariosillusgtrate how the grandparents used their etate to

keep their harmonious family intact. Unfortunately, inheritances have the ability of turning
gtrong family relationships and destroying them.
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