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How Can | Protect My
Inheritance from Taxes?

Inheritance Tax: What You Need to Know

If you’ve recently inherited substantial assets, or expect to in the
future, you may be wondering if you'll be required to pay inheritance
taxes. Make no mistake, inheritance tax law can be complex and
understanding it is crucial to ensure you receive the full benefit of
your inheritance. While it’s best to consult with an experienced estate
attorney and tax professional about the intricacies of any taxes and
their specific implications for your inheritance, we want to offer some
basic guidance to help you better understand your options and

potential obligations.

What Is an Inheritance Tax?

Inheritance tax is a levy imposed on the value of assets received by
beneficiaries from the estate of a deceased person. Those assets
might include cash, stocks and bonds, retirement accounts, real

estate, or personal property.
Factors Affecting Inheritance Tax Liability

Inheritance tax isn’t typically categorized into different ‘types’ like
income tax. Instead, it’s a single tax whose application and impact are

profoundly shaped by specific variables:
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Who Pays The beneficiary (the person inheriting the assets) pays the
inheritance tax, not the deceased person’s estate.

Taxing Authority There’s no federal inheritance tax in the U.S. This tax is imposed
only by a handful of individual states.

Relationship to Deceased This is the most significant factor. Tax rates and exemptions are
almost always determined by how closely related the beneficiary is
to the person who died.

e Exempt Beneficiaries: Spouses are almost universally exempt
from inheritance tax in all states that have it. Many states also
exempt direct lineal descendants (like children, grandchildren,
and sometimes parents or siblings).

e Taxed Beneficiaries (Varying Rates): More distant relatives
(e.g., nieces, nephews, cousins) and unrelated individuals (e.g.,
friends) typically face higher tax rates and lower exemption
thresholds compared to close family members.

State of Residence/Property Location Inheritance tax is only an issue if the deceased lived in a state that
levies it, or if they owned property in such a state.

An estate tax is a tax on the total value of the deceased'’s estate before distribution, paid by the
estate. An inheritance tax is on the portion received by each heir, paid by that heir. (Maryland is

unique in having both.)

An inheritance tax is a state-level tax paid by beneficiaries who inherit assets from a deceased
person. It differs from an estate tax, which is levied on the total value of the deceased’s estate before

assets are distributed.
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As of 2025, only a few states in the U.S. impose an inheritance tax:

e Kentucky

e Maryland (this is the only state that also imposes a state estate tax)
¢ Nebraska

e New Jersey

¢ Pennsylvania

It's important to note that lowa has been phasing out its inheritance tax. For deaths occurring on or

after January 1, 2025, lowa'’s inheritance tax will be completely eliminated.

Keep in mind that inheritance tax laws, including exemption amounts and rates, can vary significantly
based on the beneficiary’s relationship to the deceased. Spouses are typically exempt, and direct

lineal descendants (like children and grandchildren) often face lower rates or higher exemptions than
more distant relatives or unrelated individuals. Tax laws can change, so it’s always wise to consult the

most current state regulations.

How KAR Helps You Navigate Inheritance Tax

Navigating the intricacies of inheritance tax, particularly with its state-specific nuances and
relationship-based implications, can feel overwhelming. At KAR, we understand that preserving
your legacy is about more than just accumulating wealth; it’s about ensuring your wealth transitions
seamlessly and efficiently to those you intend to benefit. Our team specializes in comprehensive
estate planning strategies, collaborating closely with you and legal and tax professionals to identify
potential tax liabilities, implement proactive solutions like strategic gifting or trusts, and structuring

your assets to maximize what your heirs receive.

Don’t leave your legacy to chance—partner with KAR to build a robust plan that addresses every
facet of your financial future, including minimizing the impact of inheritance tax. Contact a KAR

wealth advisor today.
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Kayne Anderson Rudnick is an investment firm specializing in high-quality investment
and wealth management strategies. The firm has an over 40-year history serving a
diverse client base that includes high-net-worth individuals, corporations, endowments,

foundations, public entities, taft-hartley clients, and mutual funds. Kayne Anderson
Rudnick is known for its commitment to high-quality investment strategies and
business practices. For more information, please visit www.kayne.com.

This information is being provided by KAR for illustrative purposes only. Information contained on this site is not intended by KAR to be interpreted as investment advice, a
recommendation or solicitation to purchase securities, or a recommendation of a particular course of action and has not been updated since the publication of the material,
and KAR does not undertake to update the information presented should it change. This information is based on KAR’s opinions at the time of the publication and are
subject to change based on market activity. There is no guarantee that any forecasts made will come to pass. KAR makes no warranty as to the accuracy or reliability of the
information contained herein. The information provided here should not be considered to be insurance, legal, or tax advice and all investors should consult their insurance,
legal, and tax professionals about the specifics of their own insurance, estate, and tax situations to determine any proper course of action for them. KAR does not provide
insurance, legal, or tax advice, and information presented here may not be true or applicable for all investor situations. Additional information about KAR’s services and fees
may be found in KAR’s Part 2A of Form ADV, which is available upon request or can be found at https://kayne.com/wp-content/uploads/ADV-Part-2A.pdf.

Kayne Anderson Rudnick Wealth Advisors 4

. kayne.com
2
How Can | Protect My Inheritance from Taxes? 800.231.7414 @ Q


https://kayne.com/wp-content/uploads/ADV-Part-2A.pdf
https://www.linkedin.com/company/kayne-anderson-rudnick
https://itunes.apple.com/us/podcast/kayne-anderson-rudnick-podcast/id797217738

