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New estate tax

established in May

By Dorothy K. Foster

_ fewed an estate tax on Washlng-

The Washinéton' Legislaturé
established a pew estate tax on

plicable to estates
die after that da, : i

You may have’heard that
since 2001, the Washington
Department of Revenue had

pay federa! tax. On Feb. 3, 2005
the Washington Supreme Court
declared this estate tax invalid.

As a resulf, the estates of
people who died from 2001
through 2005 are receiving close
to $150 million in refunds from
the state.

Washington’s new estate tax is
levied on property located in
Washington state, regardless of
where the former owner lived.
Property “located i .
ington” includes
vehicles, jewelry

{such as stock, part
interests, cash) are‘dl
located in Washingtori only if t!
decedent fived here at death.
What.if the decedent had

some praperty here and some
elsewhere? The tax is reduced by
the percentage of assets located
out of state.

Not every estate is subject to
the tax. In 20035, estates with
assets {wherever located) of less
than $1.5 million need not file a
Washington estate tax return
and are exempt from tax.

dn 2006, and thereafter, this
threshold is increased to $2

- timberland? They are excludggs#
- from tax if they meet som
: _'detalled requ:rements

: mtlllon “An estate gxceeding this.
* threshold is requnred 1o file an

estate fax return gven if exempt

- _by wrtue of the rnantal deductlon
May 17, 2005 Qnd made it ap- .- :
fa

o (the Fle 'th_at one May pass any

- g
deduction. (ther rufe'that one mayr i
© pass any amioynt; taxfreeto a

chantable organlzé‘tmn located

lemignt of the tax
Sstatewith:Washington
der.the: thieshold
Jject: 'I_axnc out-of--
ingtan property |
ed the threshold

" Any estate that exceeds the

© threshold is subjéct to tax. The -
~ measure of the tax is 19 parcent
Stuonthesfirst $1 million-in excess of

the threshold and increases up to- '
19 percent on the excess greater :

than $9 million. . !
Fortunately, if an estate also. |

is required to pay federal esta
tax, the amount of tax:paid to the

state of Washington.isehtirely . 4

deductible on the federal estate
tax return.
What about the farmly farm

e At |east ha of th farm prop-
ertyor ttmbertand miust be real. -
_ éstate.

* The other hélf must be equip-

- ment or other property used in

farming or timber management.
-« The decedent or a member of
the decedent's family must have
owned the property for five out

of eight years prior to death and .
must have “materially participat-
ed” infarming or timber manage-
ment. .
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* The property must pass to a
member of the decedent’s fam-

_é';

What can be done to avoid
this tax? Even for those with
no farm, timberland, surviving
spouse or interest in charity, the
estate planning tools tradition-
ally used in federal estate tax
planning apply equally to the
Washington tax.

A loophole in the Washlngton
tax, however, provides addi-
tional planning opportunities.

Unlike the federal estate tax
(which applies to gifts exceeding
$11,000 per year), the Washing-
ton estate tax does not apply to
gifts made during life. -

‘This means that one may -
avoid Washington estate tax
entirely by giving away, dur-
ing his lifetime, any amount in
excess of the threshold amount.

Even though any Washing-
ton.estate tax pajd-at death is:
deductible on the federal estat
tax return, exclusion of property
from the Washington estatm tax-
base entirely provides a better
1ax result. .

One must beware of federal
qift tax in making deathbed
gifts, however. T

. Federal gift tax is levied

against gifts exceeding $1 mil-
lien during life. Any gifts made.
for the purpose of avoiding
Washington estate tax may
inadvertently incur fqderal gift
tax.

federal income/capital gains
tax issues complicate things
further. Careful analysis of tax
consequences to the recipient
must be made with respect to
the gift of any particular asset.

The federal estate tax thresh-
old is scheduled to increase
10 3.5 million in 2008. Some
members of Congress hope to
see it repealed. As our exposure
to federal estate tax diminishes,
our need to pian for Washing-
ton estate tax increases.

Proper coordination of the
two estate tax schemes is
necessary. Review your will {or

" . revocable living trust) and call

your estate planning adviser if
you need help.

For details of the act, see the
Department of Revenue's Web

ssiteghittpiidarwa.gov.
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