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Most people have heard a lot about the estate tax recently. The estate tax "applicable exclusion amount", also commonly known as the estate tax "exemption" has been increased from $2,000,000.00 to $3,500,000.00 effective for estates of persons dying during 2009.  Under current law, the estate tax is set to be repealed completely for estates of persons dying during 2010.  Several different variations of proposed legislation have been introduced in Congress that would permanently set the applicable exclusion amount at $3,500,000.00 or even as high $5,000,000.00.  Although many people would believe that an applicable exclusion amount at such a high level would make the estate tax inapplicable to them, the inclusion of certain assets and the manner in which other assets are valued can cause the estate tax to be a concern for many unsuspecting individuals.  Therefore, with all of the uncertainty currently surrounding the estate tax, how do you know if you have a taxable estate?  


The first step in determining whether you have a taxable estate is to determine the value of your "gross estate".  The gross estate is calculated by determining the fair market value of each asset that you own at the time of your death.  This can be easy to determine for some assets and more difficult to determine for other assets.  The value of assets such as retirement plans or publicly traded stock is simply its value on the date of death as determined by the appropriate national index.  The value of bank accounts is simply the balance of those accounts on the date of death.  Bank accounts owned jointly by a married couple are deemed to be owned 50% by each spouse for estate tax purposes and bank accounts owned jointly by non-married persons are deemed to be owned 100% by the person who contributed the funds to the account.  It is a little more difficult to determine the value of real estate.  The most accurate and reliable method of valuing real estate is to obtain a real estate appraisal as of the date of death.  Life insurance is an asset that is often overlooked by people when valuing their estate.  If you own a life insurance policy insuring your own life or if the proceeds of a life insurance policy insuring your life are payable to your estate, then the full death benefit of that policy will be included in the value of your gross estate for estate tax purposes.  The most difficult asset to value is an ownership interest in a closely-held business.  A closely-held business is usually a small business with a limited number of owners.  The only accurate method for valuing a closely-held business is to have a certified business appraiser prepare a valuation of the business.  


The next step in determining whether you have a taxable estate is to deduct all of your liabilities and any estate tax deductions from the total value of your assets.  Liabilities are all obligations for which you are personally liable, including mortgages payable, credit card balances and other personal loans.  Estate tax deductions include outright bequests to a surviving spouse or to a qualified charity, such as the McLeod Health Foundation.  If, after subtracting liabilities and any estate tax deductions, the resulting value exceeds the applicable exclusion amount in effect at the time of your death, then you have a taxable estate.  If you estimate that the current value of your estate is anywhere close to the current applicable exclusion amount, you should speak to an estate planning attorney about ways to reduce or defer your potential estate tax liability.            
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