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The taxes that can enter the picture 

when assets are changing hands are 

probably going to enter your mind 

when you are engaged in your estate 

planning efforts. There is some 

confusion with regard to these taxes, 

so we will look at the facts as we 

examine the impact of death taxes. 

 

INHERITANCE TAX 

An inheritance tax is a tax that is imposed on transfers to each individual 

nonexempt inheritor. As a result, multiple impositions of the tax could 

potentially be applied when one estate is being administered. 

 

When you think about taxation, you have different levels. On the federal level, 

there is no inheritance tax at all, but there are a handful of states in the union 

that impose state-level inheritance taxes. We have offices in North Carolina and 

Kentucky. Fortunately, there is no inheritance tax in the state of North Carolina. 

 

However, as luck would have it, Kentucky is one of the six states in the union 

with a state-level inheritance tax. The other five states are New Jersey, 

Maryland, Nebraska, Pennsylvania, and Iowa. 

 

The existence of the Kentucky inheritance tax is the bad news, there is also some 

good news with regard to the exemptions. A surviving spouse, children, parents, 

siblings, and grandparents are considered to be Class A beneficiaries. They are 

completely exempt from the Kentucky inheritance tax. 
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Class B beneficiaries 

would be the spouses of 

your children, aunts and 

uncles, great-

grandchildren, and 

nieces and nephews. The 

rate of the inheritance 

tax on transfers to these 

relatives would be 

somewhere between four 

percent and 16 percent depending on the amount that is being transferred. We 

should point out the fact that the first $1000 that you transfer to any of these 

relatives would be exempt. 

 

Everyone else would be a Class C beneficiary, and the first $500 would be 

exempt. The inheritance tax rate on the rest would be between six percent and 16 

percent. 

 

 

ESTATE TAXES  

Many people assume that an inheritance tax is the same thing as an estate tax, 

but this is not the case. As we have explained, an inheritance tax is applied on 

each transfer to inheritors who are not exempt from the tax. 

 

An estate tax is different. This type of tax is applied to the entire taxable portion 

of an estate before it is transferred to the heirs. There is a federal estate tax, and 

it carries a 40 percent maximum rate. 
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Every estate is not going to be 

subject to the federal estate tax, 

because there is a credit or 

exclusion that you can use to 

transfer a certain amount free of 

taxation. In 2016, the amount of 

this exclusion is $5.45 million. A $5 

million benchmark was established 

for 2011, and there have been 

ongoing adjustments to account for 

inflation each year since. 

 

There is an unlimited marital federal estate tax deduction. If you are married to 

an American citizen, you can transfer unlimited assets to your spouse tax-free, 

but transfers to any other relative would be subject to the death tax. 

 

The District of Columbia and 14 of the states impose state-level estate taxes. 

There used to be a state-level estate tax in North Carolina, but it was repealed, so 

there is no state-level estate tax to contend with if you live in North Carolina or 

Kentucky. 

 

If you own property in a state that has its own estate tax, the estate tax in that 

state could be applicable, even if you are not a resident of the state. 
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SUMMARY 

An inheritance tax and an estate tax are two different forms of taxation. There is 

no inheritance tax on the federal level, but there are a handful of states that have 

a state-level inheritance taxes, and Kentucky is one of them. 

 

Most people do not pay 

the federal estate tax, 

because the first $5.45 

million that is being 

transferred is exempt. 

There are some states that 

impose state-level estate 

taxes, but the states that 

we practice in do not have 

state-level estate taxes. 

 

If your estate is subject to taxation, there are various different strategies that can 

be implemented to ease the burden. The ideal course of action will depend upon 

the circumstances. You can set up a consultation with a licensed estate planning 

attorney if you would like to explore your options. 
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