
FOR LIFETIME PARTNERS
Estate Planning 
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 here have been some distinct 
	 changes	in	the	American	cul-
tural and sociological landscape in 
recent	decades.	Among	them	is	the	
increasing number of unmarried 
couples living together as lifetime 
partners. This trend has created 
estate planning challenges for the 
individuals involved. 

Here are a few of the more common 
estate planning issues that may  
affect unmarried couples:

Family Ties
In general, the rules governing the 
ultimate disposition of assets are 
not as favorable for individuals 
who are not legally married as they 
are for those who are married. If 
an individual dies without a will 
(intestate), state intestacy law will 

determine the disposition of the 
decedent’s	assets.	Although	these	
rules vary from state to state, they 
typically dispose of assets through 
bloodlines or marriage. So, in the 
case of unmarried lifetime partners, 
assets may not be distributed ac-
cording to the decedent’s wishes.

A	last	will	and	testament	is	de-
signed to protect against the un-
desirable effects of intestacy by 
allowing an individual to specify 
who is to receive probate assets 
upon death. However, a will may 
not be immune to challenges made 
by the decedent’s family members 
who may have benefited from 
intestacy law if a will was not ac-
cepted by the local probate court. 
Therefore, it is essential that a 
will be drafted and executed when 

an individual is fully competent; 
it may also be important that the 
individual’s partner does not serve 
as a witness to the execution of the 
will. In addition, if certain fam-
ily members or relatives are to be 
disinherited, it may be advisable to 
include a list and an explanation of 
why such decisions were made in 
the will.

Although	a	will	can	express	a	
lifetime partner’s wishes for the 
disposition of assets upon death, it 
does not provide any contingency 
arrangement for the management 
of assets or medical decisions if the 
individual becomes incapacitated 
due to an accident or illness. But, 
a general durable power of attor-
ney and a health care proxy can 
allow an individual to determine 
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CAN PAY OFF AT YEAR END
A Financial Review

T oday, many people find them- 
 selves bombarded by a con-
stant stream of financial news from 
television, radio, and the Internet. 
Yet, does all this “information age” 
data really help you manage your 
finances any better now than in 
the past? Often, what are consid-
ered old-fashioned practices, such 
as performing periodic financial 
reviews, can lead to greater success 
in the long run. Why not spend a 
few hours reviewing your finances? 
The changes you make today could 
result	in	increased	savings.	Con-
sider the following seven important 
items:

1. Analyze your cash flow. When 
your income is greater than your 
expenses, the excess is called a 
positive cash flow. When your 
expenses exceed your income, 
the shortfall is termed a negative 
cash	flow.	A	positive	cash	flow	
means that you may have funds 
you	can	set	aside	as	savings.	A	
negative cash flow indicates that 
it may be time to reorganize your 
budget to minimize unnecessary 
expenses. 

2. Develop a plan for special 
goals. For every financial and  
retirement goal you establish, 
identify a projected cost, a time-
line (how long it will take to 
reach the goal), and a funding 
method (through savings, liqui-
dating assets, or taking a loan). 
Consider	your	goals	in	terms	of	 
a “hierarchy of importance.”  
The bottom, or “foundation” tier, 
may include emergency funds to 
cover at least six months’ worth 
of living expenses. The middle 
tier may include essentials, such 
as your children’s education. 

Place	less	important	goals,	such	
as renovating your home or  
taking a vacation, on the top tier. 

3. Boost your retirement sav-
ings. Social Security and pen-
sions may not provide sufficient 
income to maintain your current 
lifestyle in retirement. There-
fore, it is essential to identify 
your retirement needs and plan 
a disciplined savings program 
for the future. Maximize your 
contributions to your retirement 
accounts, and if possible, make 
“catch-up” contributions. 

 The elective contribution limit 
for those who participate in 
401(k), 403(b), or 457 plans is 
$19,000 for 2019. The catch-up 
contribution limit for taxpayers 
age 50 and over who participate 
in 401(k), 403(b), and most 
457 plans is $6,000 in 2019, 
bringing the total contribution 
limit for those age 50 and over to 
$25,000 in 2019.

 In addition, traditional Individ-
ual Retirement Account (IRA) 
and eligible Roth IRA holders 
age 50 and over can save an 
extra $1,000 a year, bringing the 
contribution limit to $7,000 in 
2019. 

4. Minimize income taxes.	Con-
sider taking advantage of all 
income tax deductions to which 
you are entitled and exploring 
ways of reducing your income 
taxes. For instance, under appro-
priate circumstances, losses or 
expenses from prior years may be 
carried over to the next tax year. 
A	qualified	tax	professional	can	
help you implement a tax strat-
egy that meets your needs.

5. Beat inflation. Your income 
and retirement savings must 
keep pace with inflation in order 
to maintain your buying power. 
This means that if the inflation 
rate is currently 3%, you need 
to achieve at least a 3% annual 
increase in income just to break 
even. If your long-term sav-
ings plan fails to keep pace with 
inflation, you may be unable to 
maintain your current standard 
of living.

6. Manage unexpected risks. 
Without warning, a disability or 
death can cause financial hard-
ship	for	your	family.	Adequate	
insurance is an important foun-
dation for your financial plan—it 
offers protection to help cover 
potential risks and liabilities.

7. Consult a qualified financial 
professional. In today’s complex 
financial world, everyone needs 
help making informed decisions. 
Sound financial planning can 
help ensure that your current 
needs and long-term goals are  
on track.

An	annual	financial	review	can	 
help bring focus and clarity to  
your overall financial picture. In 
the future, you may wish to modify 
your plans according to changing 
goals and circumstances. By review-
ing your finances periodically and 
tracking your progress, you may  
be in a better position to achieve 
financial independence and real-
ize the retirement of your dreams. 
20/20
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ESTATE PLANNING FOR LIFETIME PARTNERS
continued from page one

who will make such decisions. Due 
to varying state laws, it may be nec-
essary to specify powers in detail. 
Even then, some third parties may 
not accept a durable power of attor-
ney and may require the use of their 
own forms. In the case of a health 
care proxy, a physician may be 
hesitant to follow the decisions of 
an agent who is not legally related, 
especially if family members object. 
Therefore, it may be prudent for 
an individual to provide additional 
proof of his or her intentions (i.e., 
in the form of a written letter ac-
companying the health care proxy).

The addition of a revocable trust 
can further solidify an estate plan 
and help protect individuals from 
some of the planning problems 
related to wills and powers of at-
torney.	Privacy	and	the	ability	to	
transfer assets associated with revo-
cable trusts can be attractive estate 
planning components for lifetime 
partners.	A	revocable	trust	allows	
the grantor to make him or herself 
the trustee and elect his or her 
partner as the successor trustee. 
In the event of death, the succes-
sor trustee has control over assets 
held in trust. However, even with a 
revocable trust, it may be advisable 
to provide a written confirmation of 
the grantor’s wishes to be made part 
of the trust document, so any poten-
tial challenges by family members 
may be avoided.

Federal Transfer  
and Estate Taxes
Another	challenge	facing	unmarried	
couples is the possibility of Federal 
transfer taxes. Lifetime partners 
do not qualify for the unlimited 
marital deduction, which al-
lows spouses to pass an unlimited 

amount of assets between them 
without incurring a tax. The value 
of the transferred assets that ex-
ceeds the gift tax exclusion and 
the lifetime gift exemption is there-
fore	subject	to	gift	taxes.	Also,	the	
retitling of assets in joint tenancy 
with rights of survivorship could 
create taxable situations. 

For some individuals, estate taxa-
tion may be a concern due to hav-
ing substantial assets. Usually, if 
one partner has more assets than 
the other, or is much older than 
his or her partner, the use of the 
annual gift tax exclusion ($15,000 
for single filers in 2019) may assist 
in the gradual transfer of assets 
to a lifetime partner. However, the 
annual gift tax exclusion may not 
be a sufficient mechanism for the 
timely transfer of large assets. In 
this respect, planning for the use 
of the $11.4 million lifetime gift 
exemption (sometimes called the 
applicable exclusion amount) may 
serve as an opportunity to gift 
substantial assets, such as real 
estate or investments, to a lifetime 
partner. 

For planning purposes, the use of 
life insurance may be a valuable 
tool for helping to protect the finan-
cial future of the surviving lifetime 
partner. Life insurance may help 
the insured partner circumvent any 
potential future family contestation 
by possibly providing the surviving 
partner with a death benefit equal 
to the size of the insured’s estate. 
In addition, life insurance can play 
an instrumental role in helping to 
pay for any estate tax liability. Nor-
mally, the life insurance policy is 
purchased by the lifetime partner or 
by an irrevocable life insurance 
trust (ILIT) that is for the benefit 
of the lifetime partner. 

Final Thoughts
While estate planning for lifetime 
partners can be complicated, un-
married couples need to carefully 
consider the potential familial and 
tax issues. It is important to con-
sult with qualified tax, legal, and  
financial professionals before 
taking action to help ensure that 
overall estate planning objectives 
will be met. 20/20
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 ave you ever considered  
 lending money to help your 
child with a down payment on a 
new home, to bankroll a business 
venture, or for some other major 
expense? Many adult children seek 
financial assistance from their 
parents if they encounter difficulty 
securing a bank loan because they 
lack a credit history or collateral. 
Often, parents want to help their 
children succeed in life and are 
willing to give them a financial 
boost. In general, parent-to-child 
business loans tend to go smooth-
ly. However, if a loan is not paid 
back as agreed upon by both par-
ties, it could affect family relations. 
So, here are four points to consider 
before lending funds to your child:

1. Document the loan. If you 
expect the money to be repaid, 
consider treating the loan as 
seriously as a bank would by 
requiring the proper documenta-
tion. You must be able to dem-
onstrate to the Internal Revenue 
Service (IRS) that you made a 
bona fide loan in order to deduct 
it as a bad debt. For tax purpos-
es, request the following:

	 •	 A	note	and	written loan 
 agreement 

	 •	Collateral	or	other	form	 
 of security 

	 •		A	repayment	schedule	 
 and repayment records

	 •		A	plan	indicating	that		 	
 the loan will be repaid  
 as scheduled

•	 Proof	that	a	business	was	solvent	
when the loan was made, if  
applicable

	 Proper	documentation	may	also	
help you avoid other complica-
tions. For instance, if your child 
were to divorce, a written loan 
agreement identifying who is 
responsible for repayment, and 
on what terms, could prevent a 
former spouse from refusing re-
sponsibility for the debt or claim-
ing that the money was a gift. 
It could also keep an ex-spouse 
from obtaining—through the divi-
sion of marital assets a control-
ling interest in a company you 
funded. 

2. Know the rules. The IRS allows 
you to deduct bad debts only after 
you have tried to collect them by 
legal means, if necessary. So if 
you want to write off the loan, 
you must be prepared to take 
legal action to collect it.

 If legal action is appropriate in 
your situation and you are still 
unable to collect the loan, you 
may write it off as a short-term 
capital loss by subtracting the 
outstanding loan balance from 
your total short- and long-term 
capital gain for the year. If the 
loss exceeds your total capital 
gain, you may deduct it in $3,000 
increments each year until it is 
entirely written off. 

3. Treat the bad debt as a gift.  
Instead of a lawsuit, you may 
have the option of treating the 
bad debt as a gift. In 2019,  

the IRS allows each taxpayer to 
give up to $15,000 per person 
per year free of gift and estate 
taxes. Thus, both parents togeth-
er could offset an uncollectable 
debt with a combined gift of up 
to $30,000 per year with no tax 
consequences.	(Any	amount	ex-
ceeding this limit may be subject 
to gift and estate taxes.)

4. Use common sense. Lend-
ing money to a child may have 
certain tax consequences for 
you, so it is important to con-
sider the odds of a successful 
follow-through on your child’s 
part. Think twice before lending 
money for a risky venture unless 
you are willing to part with it as 
a gift with possible tax conse-
quences, if needed. 

Helping a child to succeed in life can 
be an exciting and rewarding experi-
ence for a parent. But, be aware of 
potential tax traps and legal pitfalls 
before opening your checkbook, 
and remember to seek professional 
advice beforehand.  20/20

WHEN LENDING FUNDS TO YOUR CHILDREN
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