Choosing beneficiaries is not a formality. It is the practical expression of your values, your family dynamics, and
your financial judgment. | have watched well written documents fail because someone named the wrong person
on a beneficiary form, and | have seen fairly simple plans work beautifully because the right people and structures

were chosen.

Most people focus on “who gets what.” The better question is “who should ever be in line to receive from me, and
in what way.” Once you think that way, beneficiary choices for your will, trust, retirement accounts, and life

insurance start to look very different.

This is where careful, comprehensive estate planning comes in, ideally with help from an experienced estate

planning attorney near you who understands both the law and the local court and tax landscape.

What “comprehensive estate planning” actually covers
People often ask: What is comprehensive estate planning? It is more than just a will template or a beneficiary form.
A comprehensive plan usually addresses all of the following, coordinated with each other:
* Core documents: will, financial power of attorney, medical power of attorney, and living will or advance
directive.
* A revocable living trust, if appropriate, to manage assets during life and avoid probate at death.
* Beneficiary designations on retirement accounts, life insurance, and certain bank or investment accounts.
* A plan for real estate, including whether it is better to leave a house in a will or trust.
* Tax planning: income, capital gains, and possible estate or inheritance taxes.
® |Long term care and Medicaid planning if that is a concern.
® Practical instructions for family members and fiduciaries, so they can actually carry out your intentions.

The goal is that every asset you own has a clear, tax efficient path to the right person or entity, with as little court

involvement, delay, and conflict as possible.

Before you pick beneficiaries: what your will does and does not control

A common misconception is that your will controls everything. It does not. That misunderstanding is one of the

most common inheritance mistakes | see.

Your will typically controls assets that are in your individual name without a beneficiary designation and without
joint ownership. For example, a solely owned brokerage account with no “payable on death” designation usually

passes under the will.
However, several categories of assets pass outside the will and ignore whatever the will says:

Retirement accounts. 401(k)s, 403(b)s, IRAs, and similar plans pass according to the beneficiary form on file with
the custodian. If your will says “I leave my IRA to my daughter,” but the IRA form lists your ex spouse, the ex
spouse gets the account.

Life insurance. Proceeds flow to the named benéeficiaries on the policy.

Certain bank and investment accounts. Many banks now allow “payable on death” (POD) or “transfer on death”

(TOD) designations. These are classic examples of which bank accounts avoid probate. Properly titled POD/TOD



accounts typically pass directly to the named beneficiaries and never go through the court process.

Jointly owned property with rights of survivorship. The surviving joint owner usually receives full ownership

automatically, regardless of the will.

Understanding what should not be included in a will is just as important as what should be. You generally do not
put:
* Assets that already have beneficiary designations or joint ownership.

® Funeral instructions that must be known immediately; those are often better placed in a separate letter or
prepaid arrangement.

* Detailed digital passwords or sensitive security information that will become part of a public court file.
e Conditions that are illegal or against public policy (for example, provisions that encourage divorce or

discrimination).

Your will is one spoke in the wheel. Beneficiary designations and titling decisions are others. All need to match.

Who makes a good beneficiary?
When people sit in my office and ask “Who should | name?”, we usually move through several natural tiers.

Primary family members. Spouses and children are the default primary beneficiaries for many people. That does
not always mean equal shares to everyone. For example, one child might have special needs, another may be
financially secure, and a third may have serious debt or addiction issues. A good plan tries to be fair, not

necessarily mathematically equal.

Extended family and close friends. Nieces, nephews, siblings, and long term friends sometimes appear as backup
beneficiaries or for specific gifts. It is wise to consider their circumstances and whether a direct, outright gift will

help or harm.

Charities. For clients with charitable intent, directing retirement accounts or a portion of the estate to a nonprofit
can be both tax efficient and emotionally satisfying. Charities do not pay income tax the way individual

beneficiaries do, which becomes very relevant with pre tax retirement accounts like traditional IRAs and 401 (k)s.

Trusts as beneficiaries. A trust can itself be a beneficiary, which is often the best way to protect someone who is
young, disabled, financially vulnerable, or who might be a target for creditors or lawsuits. Naming a trust can also

coordinate long term control, tax planning, and professional management.

Business or professional partners. Occasionally, business co owners are named as beneficiaries of insurance or buy
sell arrangements, but those choices need to be carefully coordinated with operating agreements and valuation

terms.

A thoughtful mix of individuals, charities, and possibly trusts can give you the flexibility to care for different people

in very different ways, while still keeping control and tax efficiency.

Who you should think twice about naming as a beneficiary

Here is a short, practical checklist of people and arrangements that often cause trouble when they are named

directly as beneficiaries.

1. Minor children outright, instead of in trust

2. Individuals with serious debt, gambling, or addiction problems



3. Beneficiaries receiving government benefits who might lose eligibility
4. Caregivers or new romantic partners where undue influence is a concern

5. Outdated choices such as ex spouses or estranged family members

Children under 18 (under 21 in some states) typically cannot directly own financial assets without court
involvement. If you name a 12 year old as a life insurance beneficiary, a judge may need to appoint a guardian of
the property. That guardian might be someone you never would have chosen. Then, at legal adulthood, your child

could gain full control of a large sum overnight, which is rarely ideal.

For beneficiaries with significant debts or poor financial habits, outright gifts often evaporate. A better approach is
a properly drafted trust with a responsible trustee. The trustee can pay for health, education, and support while

shielding the assets from the beneficiary’s creditors to the extent the law allows.

For anyone on Supplemental Security Income, Medicaid, or similar needs based programs, a sudden inheritance

can terminate benefits. A special needs trust, either third party or supplemental, is usually the better route.

Caregivers and recent partners may be entirely genuine, but they are also the classic source of litigation where
other family members allege manipulation. If you choose to provide for such a person, do it in a way that can be

explained and defended, and document your reasons.

+ PARKER

“&"| LAW OFFICES

-ORANGE GOUNTY
ESTATE PLANNING
ATTORNEY

Parker Law Offices

28202 Cahot Ra 3rd floor, Laguna Niguel, CA 92677
949 385-3130

NTps://www.estateandtrustiawyer.com/orange-county-estate-
planning-attorney/

Finally, many people never update old designations after divorce or family fallout. Asking “Who should | not name
as a beneficiary?” often reveals names that no longer make sense. Any time your relationships change, you should

re check beneficiary forms, not just your will.

Your house: will, trust, or something else?



Real estate is usually the biggest single asset in a typical estate, and people are understandably nervous about it.

They ask: Is it better to leave a house in a will or trust? What is the best way to leave your house to your children?
There is no universal answer, but some patterns do emerge.

Leaving a house through a will means the property usually passes through probate. That can be fine in states
where probate is straightforward and inexpensive. The executor will eventually deed the house to the benéeficiaries,

who then decide whether to sell, move in, or keep it as a rental.

A revocable living trust, by contrast, can hold the house during your lifetime. On your death or incapacity, the
successor trustee can step in and manage or transfer the property without court supervision. For families who own

property in more than one state, a trust is often much better, because it can avoid multiple probates.

People also hear about irrevocable trusts and wonder if they should put the home there, often because of
Medicaid or creditor concerns. Irrevocable trusts can be powerful tools, but they come with real limits. The

downside of putting your house in an irrevocable trust usually includes:

Loss of control. Once the trust is properly drafted and funded, you typically cannot freely take the house back or

change terms without the consent of beneficiaries or a court.

Complexity and cost. You will likely have to file separate tax returns for some irrevocable trusts and work closely

with an attorney and possibly a CPA.
Inflexibility. If the law or your family situation changes, an irrevocable trust is harder to adapt than a revocable one.

Attorneys sometimes talk about the “only three reasons you should have an irrevocable trust.” The list varies a bit
by professional, but in practice the big three tend to be: asset protection, tax planning at higher net worth levels,
and long term care or Medicaid planning. If you are not targeting at least one of those, a revocable structure or

even simple titling may be better.

So, what is the best way to leave your house to your children? The honest answer is: whichever method matches
your state’s laws, your family’s level of cooperation, and your risk priorities. For a cooperative family in a low
probate cost state, a traditional will may be fine. For a blended family or one where you expect conflict or

incapacity, a trust is usually worth the extra effort.

Medicaid, the 5 year lookback, and your home

Clients often bring up nursing homes and ask: Can a nursing home take your house if it is in a trust? They have

heard about the Medicaid loophole or “secret strategies” and want to know how to avoid the Medicaid 5 year
lookback.

The reality is more nuanced, and it varies sharply by state.

Medicaid is a joint federal and state program. To qualify for long term care coverage, you must meet strict asset
and income limits. If you transfer assets for less than fair market value within a certain period before applying,
Medicaid can impose a penalty period. That is the Medicaid 5 year lookback in many states: the agency looks back

at transfers in the prior 60 months.

What is the 5 year rule for irrevocable trusts in this context? If you place assets like your home into a properly
drafted irrevocable trust and then wait more than five years before applying for Medicaid, those assets might not
count as yours for eligibility or recovery purposes. If you apply within five years, the transfer can create a penalty

period.



There is also something called the 7 year rule for trusts, often discussed in connection with UK inheritance tax,
where gifts and certain trust transfers fall out of your taxable estate if you survive seven years. That is a different

regime from US Medicaid or estate tax rules, but people understandably mix the phrases.

The phrase "Medicaid loophole” is catchy, but in legal practice there is no magical escape hatch. There are lawful
planning techniques, many of which involve:

e Acting early, well before any health crisis.

® Using irrevocable trusts or other structures that comply with state rules.

® Accepting trade offs in control and flexibility.

If you wait until you are on the doorstep of a nursing home, your choices become very limited. A local elder law or
estate planning attorney is critical here, because small differences in state statutes and case law change the

answers significantly.

Understanding the “5 by 5 rule” in estate planning

The “5 by 5 rule Comprehensive Estate Planning Attorney Near Me Parker Law Offices in estate planning” refers
to a common clause in certain irrevocable trusts that gives a beneficiary the power each year to withdraw the
greater of 5,000 dollars or 5 percent of the trust principal. It often appears in Crummey trusts, marital deduction

trusts, and some older irrevocable life insurance trust designs.

The aim is to thread a needle: give a beneficiary enough access to keep transfers from being treated as “completed
gifts” for some tax purposes, but not so much that the entire trust is dragged into the beneficiary’s estate or
exposed to their creditors. It is a good example of how even a simple number, 5 by 5, can carry a lot of tax and

control implications that most laypeople never think about.

If your estate plan involves irrevocable trusts, it is worth asking your attorney to walk you through any 5 by 5

powers or similar mechanisms, so you understand who can withdraw what, and when.

Naming a trust as beneficiary: when and why

One of the most powerful moves in beneficiary planning is to name a trust instead of an individual. This can apply
to life insurance, bank accounts, and especially retirement accounts.

Historically, people named individual children as beneficiaries of IRAs so they could “stretch” required minimum
distributions over their lifetimes. Under current US law, many non spouse beneficiaries must now drain inherited
IRAs within 10 years, with some exceptions. That shift has made trust planning even more important, because the

tax timing is more compressed and the risk of beneficiaries squandering funds is higher.
By naming a properly drafted “see through” trust as beneficiary of an IRA, you can:

* Provide professional or family trustee oversight.
* Delay distributions to beneficiaries until certain ages or milestones.

® Coordinate tax planning with asset protection.

This is an area where boilerplate documents often fail. | regularly review old trusts that are simply not compatible
with current retirement account rules. If you have substantial pre tax retirement savings and want to benefit

children or grandchildren, a current review is essential.

Bank accounts, probate, and simple beneficiary tools
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Not every asset requires an elaborate trust. For many people, a large part of “which bank accounts avoid probate”

comes down to making wise use of straightforward tools:

1. Payable on death (POD) designations for checking and savings

2. Transfer on death (TOD) registrations for certain investment accounts
3. Joint accounts with rights of survivorship, used carefully

4. Beneficiary designations for CDs where allowed

5. Small estate or simplified procedures available under state law

A word of caution on joint accounts: adding a child as a joint owner for “convenience” can accidentally give that
child ownership rights, expose the account to their creditors or divorce, and skew the estate between siblings. In
many cases, naming that child as agent under a durable power of attorney, or using a POD designation,

accomplishes the same practical access with fewer unintended consequences.

Taxes, gifts, and how much you can pass on

When people ask how much can you inherit from your parents without paying taxes, they are often mixing three

different systems: federal estate tax, state estate or inheritance tax, and income tax on inherited assets.

As of recent federal law, the estate tax exemption is very high, in the multi million dollar range per person, with
portability for married couples. That means most families in the United States do not pay federal estate tax at all.

Some states, however, have lower estate or inheritance tax thresholds, so local advice matters.

Income tax is a different matter. Inherited IRAs and other pre tax retirement accounts carry income tax when
withdrawals are made. Beneficiaries of such accounts must usually distribute the balance within 10 years, which
can create large taxable income in high earning years if not planned for. By contrast, most inherited non
retirement assets, like a primary residence or a taxable brokerage account, receive a “step up” in cost basis to date

of death value, which can significantly reduce capital gains if sold soon after.

While you are alive, you might also wonder about the best way to gift money to an adult child. Common

strategies include:

Giving up to the annual gift tax exclusion amount per recipient, which has been in the tens of thousands of dollars

range per giver, per child, per year.

Paying tuition or medical expenses directly to the institution, which in US federal law can be exempt from gift tax

limits.
Funding a 529 education savings plan, which allows front loaded contributions.

Sometimes, instead of gifting cash outright, funding a small irrevocable trust that protects the funds from the

child's creditors or divorce is a better fit.

Again, the precise numbers change over time, so your attorney or tax professional should confirm the current

limits in the year you act.

Cost and value: hiring an estate planning attorney near you

People often hesitate to start because they are worried about cost. They ask: How much does it cost to have an
estate planning attorney? The answer ranges widely by region, attorney experience, and case complexity, but some

patterns are fairly consistent.



For a basic plan with a will, powers of attorney, and advance directives, many attorneys use flat fees that might
range from roughly 800 to 2,500 dollars for individuals, with couples somewhat higher. A revocable living trust
based plan, including deed work for a home, more detailed tax planning, and trust funding guidance, often falls in
the 2,000 to 5,000 dollar range or more. Hourly rates for estate planning lawyers in many metro areas run from

about 250 to over 600 dollars per hour.

Those numbers can feel high until you have watched a family navigate a disorganized estate, pay for emergency
court guardianships, or litigate over a vague will. | have seen estates with modest assets spend tens of thousands
of dollars in legal fees because of old beneficiary forms, missing powers of attorney, or outdated documents that

did not account for second marriages or disabled children.

The question is not only “what does it cost” but “what am | preventing.” A well structured, comprehensive estate
plan is one of the rare professional services where your heirs may save several times the fee in reduced taxes, court

costs, delays, and conflict.

Pulling it all together: matching people, tools, and timing
Good beneficiary choices are not about copying what your neighbor did. They are about matching:

® The people in your life, with their real strengths and weaknesses.
* The legal tools available in your state, from simple beneficiary designations to sophisticated trusts.

* The tax and long term care landscape you are likely to face, including rules like the 5 year rule for irrevocable

trusts or state Medicaid lookback provisions.

Avoiding the most common inheritance mistake usually comes down to alignment. Your will, your trusts, your
beneficiary forms, and your ownership titles all need to point in the same direction. When they do not, the default

rules step in, and those rules rarely reflect your best judgment.

The most effective plans | have seen are built in conversation. They include frank discussions about which child is
(and is not) a good choice as trustee, where equal is not fair, and who should quietly be left out as a beneficiary for

everyone's sake.

If you have not revisited your documents and designations in several years, or if you have had a major life event
such as a marriage, divorce, birth, death, diagnosis, or business sale, this is the right time to sit down with a
qualified estate planning attorney near you. Bring a list of your accounts and property, your current beneficiaries,

and your concerns about taxes or long term care.

Then work together to decide not only who should receive from you, but also who should not, and how to

arrange your affairs so that your decisions are clear, defensible, and actually carried out when it matters most.
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