DO I PAY OKLAHOMA
TAXES WHEN SOMEONE
LEAVES ME MONEY?
You Are Not Required to Report an Inheritance
as Income for Income Tax Purposes, But There Are
Transfer Taxes that Can Be Applicable

By Larry Parman
OKLAHOMA ESTATE PLANNING ATTORNEY

There are taxes on asset transfers in the United States on the federal level, and in
some cases, on the state level. It is natural to wonder if you will be required to
pay taxes when you receive an inheritance. The answer to this question is
multifaceted, because there are a number of different forms of taxation that can
enter the picture.
In this paper we will look at these levies and provide some clarity.

INCOME TAXES
When you receive income of any kind, generally speaking, you must report the
income when you are filing
your

annual

returns.

(We

income
talk

tax
about

returns in the plural because
there is the federal income
tax, and most states impose a
state-level income tax.)
If you receive an inheritance,
you do not have to report the income when you file your returns. However, if you
inherit assets that are appreciable, the gains are potentially taxable.

FEDERAL ESTATE TAX
There is a federal estate tax that high net worth families must address. In 2014,
the amount of the federal estate tax credit or exclusion is $5.34 million. This is
the amount that can be transferred tax-free. If the value of your estate does not
exceed this amount, your family will not be faced with estate tax exposure.
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An estate tax is levied on the entirety of an estate in question. If you were
receiving an inheritance from an estate that was subject to the estate tax, you
would not personally be taxed in a direct manner.
However, if you are receiving a percentage of the whole, that percentage would
be reduced if the estate tax was applied to the entirety of the taxable portion of
the estate. So in essence, you would be paying a tax on your inheritance.

STATE-LEVEL ESTATE TAX
There are some states in the union that levy a state-level estate tax. As a result, it
is possible to be exposed to the federal estate tax, and a state estate tax. Since the
exclusions are generally lower on the state level, it is also possible to be exposed
to the state death tax but exempt from the federal estate tax.
Our firm practices in Oklahoma, Kansas and Missouri. There is no state-level
estate tax in these states at the present time, but each of them imposed a statelevel estate tax through 2009.

INHERITANCE TAX
An inheritance tax and an estate tax are two different types of taxes, though
many people assume they are the
same. When an inheritance tax is
levied, it is imposed on the asset
transfers

to

each

of

the

inheritors. As mentioned in the
previous section, and estate tax is
levied on the whole.
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There is no inheritance tax on the federal level. There are a handful of states that
have state-level inheritance taxes. Oklahoma, Kansas and Missouri are not
among them.
For your information, there are actually two states that impose both a state-level
inheritance tax and a state-level estate tax. These states are New Jersey and
Maryland.
It should be noted that very close relatives such as spouses, parents, and
children are typically exempt from inheritance taxes in the states that impose
this type of tax.

TAX EFFICIENCY STRATEGIES
If you find that transfer taxes are a factor for you and your family, you should be
aware that there are steps that can be taken to mitigate exposure. Taxes that you
may face as an inheritor can
be

minimized

benefactor

if

the

employs

tax

efficiency strategies.
When it comes to estate
taxes, there are various
different irrevocable trusts
that

can

provide

tax

efficiency.
In addition to the estate tax, there is a gift tax to prevent people from giving
lifetime gifts to avoid the estate tax. However, there is a $14,000 per year, per
person federal gift tax exclusion. One can give gifts to any number of recipients
totaling as much as $14,000 per person each year free of taxation.
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The utilization of this gift tax exclusion can be part of a tax efficiency strategy.
You can give direct gifts, but the exclusion can also be used to fund irrevocable
trusts on an incremental basis. It can also be used to distribute tax-free shares in
a family limited partnership.

CONCLUSION
You are not required to report an inheritance as income for income tax
purposes, but there are transfer taxes that can be applicable. The federal estate
tax is applicable everywhere in the United States, and there are states that levy
state-level death taxes.
To be properly prepared, you should know where you stand with regard to taxes
on asset transfers. If you consult with a licensed estate planning attorney, you
can explain your situation, ask any questions you may have, and work with your
attorney to mitigate your exposure if necessary.
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