Inheriting Wealth:
When Will Inheritance Result
in Income Tax?
INSIGHTS

Receiving an inheritance can come with a number of
questions. One of the first questions many people ask is
whether the inheritance will result in income tax to them.

The simple answer is no. While federal
estate taxes and state-level estate or
inheritance taxes may apply to estates
that exceed the applicable thresholds
(for example, in 2019 the federal
estate tax exemption amount is
$11.4 million for an individual),
receipt of an inheritance does not
result in taxable income for federal
or state income tax purposes.

Income Tax Treatment for
the Six Most Common Types
of Inherited Assets
The following are the most common
types of inherited assets and their
potential income tax consequences.

1. Cash and Securities
In general, you do not owe income tax
on cash you receive as an inheritance—

Nevertheless, all assets you inherit

but there is a caveat. If what you

carry with them eventual, and sometimes

receive is not simply cash, but rather

very immediate, income tax concerns.

is the right to receive money due to

To make well-informed decisions and

the person you’re inheriting from, it’s

handle an inheritance prudently, it is

possible you could owe income tax

important to understand the type of

when you receive the amounts. This

assets you’re receiving, and the

typically involves items like salaries,

income tax concerns for each.

bonuses, and promissory note

In general, you can think of inherited
assets in six general categories:

payments, which would have been

Step-up in Cost Basis
When you inherit securities, your
receipt of them does not result in
income tax. In fact, you receive the
added tax benefit in that the income
tax basis of the securities gets updated
to the fair market value of the securities
on the decedent’s date of death (or six
months later, if elected). This is
referred to as the “step up” in basis
and can be a tremendous benefit,
especially if the securities were
purchased at a low price and have
increased significantly in value. This
applies to publicly traded stock and
bonds. It also applies to interests
in private businesses, whether
partnerships, limited liability
companies or corporations.

taxable income to the decedent

For example, if you inherit shares in

(i.e., the person you’re inheriting from)

a company that were originally

1. Cash and Securities

but never were reported on the

purchased for $100,000 and the

2. Retirement Accounts

decedent’s or their estate’s income tax

value as of the decedent’s date death

3. Real Estate

returns. The amounts don’t escape

was $1 million your income tax basis

4. Art and Collectibles

income tax because of the decedent’s

in the shares would be $1 million not

5. Life Insurance and Annuities

death. Instead, you end up paying the

$100,000. And you could sell the

6. Interests in Trust

income tax as the recipient.

shares for $1 million with no capital

gains tax. You would have capital gains

they had been your IRA all along,

those distributions over your remaining

if the shares continued to appreciate

and you’ll pay income taxes on the

life expectancy.

and you sold them for more than

withdrawals as you make them. You

$1 million. What’s more, gains from

will be required to take withdrawals

the sale would be classified as long-

starting at age 701/2 just as you

term capital gains, even if you sell the

would with your own IRA. This is

shares shortly after obtaining them.

often the preferred choice since
it provides greater flexibility in

2. Retirement Accounts

the deferral of withdrawals (and

Retirement accounts, such as IRAs or

resulting income tax) and how you

401Ks, are typically the most income

can leave the IRA when you die.

tax sensitive assets you will inherit. If

2. Transfer assets into an Inherited IRA.

they are traditional accounts (and not
Roth’s), the account holdings have not
yet been taxed. The accounts were
likely funded by non-taxed income or
employer contributions, and earnings
and appreciation in an account also
will not have been subject to tax.
As a result, your withdrawals from the
account will be considered income
and you will need to pay income tax.
In addition, depending on your
relationship to the decedent and how
you receive your interest in the
account, IRS rules will require you to
take withdrawals from the account

Important Note: The SECURE Act,
which passed the House by a vote on
May 23, 2019, and is pending action
in the Senate would generally restrict
that timeframe to 10 years as well as
make other changes to the rules on
retirement accounts.
Trusts and Other Complicating Factors
If you receive an interest in a retirement

Alternatively, you can establish

account as the beneficiary of a trust or

a so-called “Inherited IRA” for your

you are one of multiple beneficiaries,

benefit (the account is typically

the analysis of your options in

titled, “Inherited IRA for the
benefit of [Your Name]”). The main
advantage of this approach is that
it enables to you to withdraw funds
from the account before you reach
age 59½ without the normal 10%
early withdrawal penalty. It also
can make sense if you’re over 59½

handling the account and your
interests is likely to get complicated.
When the beneficiaries of an IRA are
not individuals, the IRA generally
needs to be paid out within five years
of the participant’s death—with the
resulting tax liability.

and your spouse was younger than

There are ways to “see-through”

you, since you’ll be able to extend

a trust and segregate off charities

distributions over a longer period.

and other non-individual beneficiaries,

Non-Spouse. If you inherit a traditional

but this typically will require tax or

over a certain period.

IRA from someone other than a spouse,

legal counsel and a weighing of

you can’t roll the assets into your

costs and benefits (especially if the

Your options for inheriting an IRA will

existing IRA or elect to treat the IRA

SECURE Act passes and the maximum

depend on a handful of factors:

as your own. Instead, you will generally

deferral is limited to 10 years).

Spouse. If you are the beneficiary of

want to open an Inherited IRA. While

It is also important to note that

your spouse’s traditional IRA, your

you can take a lump sum distribution

if the decedent didn’t take their

options for how you handle the

from the IRA, that distribution will be

full required distribution from

account will depend on whether your

fully taxable to you for the year of receipt,

a retirement account in the year

spouse was required to take distributions

so it usually doesn’t make sense.

of the death, that distribution

from the account before their death.
Assuming they were, you generally will

The advantage of establishing an

requirement and the resulting tax
liability will pass to their successor.

need to evaluate two options:

Inherited IRA is the ability to stretch
out distributions, and the resulting

Special Rules for Roth IRAs

1. Rollover into your own IRA.

income tax liability, over a longer

The rules are different when

As a surviving spouse, you can

period. You will need to take

dealing with a Roth IRA or 401k.

roll your spouse’s IRA into your

distributions starting the year after

Since assets in Roth accounts have

existing IRA or elect to be treated

the year of the decedent’s death,

already been taxed, you generally

as if you are the owner of the IRA.

but under current rules you can

won’t need to pay any income tax

The IRS will treat the assets as if

have the opportunity to stretch

when you withdraw funds from the
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account. This makes Roth accounts

stemming directly from the property as

better to inherit, but that’s because

well as how you plan with your other

the decedent saved you the tax hit by

assets to maximize your tax benefits.

already taking it during their lifetime.

4. Art and Collectibles

receive a survivorship right to
a continuing annuity, the annuity
payments you receive would likely be
subject to income tax, like the other
cash receivable mentioned previously.

3. Real Estate

Again, like securities and real property

Like securities, when you inherit real

(and any other appreciated property), the

6. Interests in Trusts

property the income tax basis is

income tax basis of inherited artwork and

stepped up to the value of the property

other collectibles is stepped up to the

at the time of death (or if elected, six

fair market value at the time of death (or

months later). If you decide to sell

six months later, if elected). For these

the property, you only pay capital gains

items, which may include anything from

tax on any appreciation over your

paintings, sculpture, clothing, furniture,

stepped-up basis. In fact, it’s often the

books, jewelry, silver or other tangible

case that you will realize a loss when

items with potential for value, it is

In addition to receiving assets directly
from a decedent or their estate, you
may also become the beneficiary of
a trust as a result of a decedent’s
death. For income taxes, it’s important
to realize that assets in a trust will not
receive a step-up in income tax basis
if they were not included in the
decedent’s estate for estate tax
purposes. The assets and legal
requirements of a trust also can vary,
so communication with the trustee,
or with legal and tax counsel if you
are the trustee, is key.

sell real property shortly after it’s
inherited which can offset other gains.
That’s because the expenses of sale
can be added to the basis of the
property, which is already “stepped-up”
to current value that presumably you
are selling the property for.
In addition, if the property is
a personal residence and it does
appreciate significantly after you
inherit it, it is important to remember

important to obtain a professional
appraisal to document the value. An
appraisal may be necessary for estate or
inheritance tax purposes and is useful to
make sure you insure and care for items
that have value appropriately. From a tax
perspective, it is important to have
appraised values if items are being
donated to charity, so you document your
deductions appropriately. It can also be
relevant when items are divided among

you can exclude $250,000

family members, both to ensure fairness,

($500,000 for married couples) of

and avoid claims of de facto sales.

gain on the sale from taxes, as long
as you own the house and use it as
your principal residence for two of the

5. Life Insurance and Annuities
From a tax perspective, the great

five years before the sale. If you inherit

benefit of life insurance is that life

the property from a spouse, you can

insurance proceeds are not counted

use their period of residence to qualify

as taxable income, so beneficiaries do

for the two years.

not pay income tax on them. However,

The good news is inheritance is
generally income tax-free. But that
doesn’t mean you don’t need to be
attentive to income tax when you
inherit. In many cases, there are
opportunities to capture; in others,
there may be pitfalls to avoid. Your
Fiduciary Trust wealth advisor can help
you work through the concerns and
make the most out of what you inherit.

if you take your benefits in installments
Finally, if you decide to retain the

over time rather than in a lump sum,

property, of course, any rental income

the balance of the account may earn

will be taxable, but if you are renting

interest over that time, which would

the property, it also can be possible
deduct your expenses related to the

be taxable.

property as well as depreciation of the

With annuities, the situation is

house. When inheriting real property,

different. If an annuity provides for

it’s important to consider what you

a death benefit, it typically will be

plan to do with the property as it can

treated like life insurance and not be

impact both the tax consequences

subject to income tax. However, if you
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GROWING AND PROTECTING WEALTH FOR GENERATIONS
Fiduciary Trust is a wealth management firm founded in 1931 by families for families, with a singular focus on growing
and protecting your wealth through generations. We work closely with individuals, families and foundations to build
and manage personalized investment portfolios, and to develop estate plans that extend wealth to future generations.
Wealth Planning

|

Wealth Administration

|

Investment Management and Solutions

Fiduciary Trust
International Offices

Arlington, VA
(703) 647-4132

Fort Lauderdale, FL
(561) 988-8460

St. Petersburg, FL
(877) 384-1111

New York, NY
(877) 384-1111

Boca Raton, FL
(561) 988-8460

Los Angeles, CA
(800) 421-9683

Washington, DC
(888) 621-3464

Coral Gables, FL
(800) 618-1260

San Mateo, CA
(877) 284-2697

Wilmington, DE
(866) 398-7414

FTCI (Cayman) Ltd.
Grand Cayman
(877) 384-1111
(212) 632-3000
(calling from
outside the US)

fiduciarytrust.com

Securities, mutual funds and other non-deposit investments:

NOT FDIC INSURED

| MAY LOSE VALUE | NO BANK GUARANTEE

Fiduciary Trust Company International and subsidiaries (doing business as Fiduciary Trust International) and FTCI (Cayman) Ltd. are part of the Franklin
Templeton Investments family of companies.
This communication is intended solely to provide general information. The information and opinions stated are as of January 1, 2019, unless otherwise
noted, and may change without notice. The information and opinions do not represent a complete analysis of every material fact. Statements of fact have
been obtained from sources deemed reliable, but no representation is made as to their completeness or accuracy. The opinions expressed are not intended
as individual investment, tax or estate planning advice or as a recommendation of any particular security, strategy or investment product. Please consult your
personal advisor to determine whether this information may be appropriate for you. This information is provided solely for insight into our general management
philosophy and process. Historical performance does not guarantee future results and results may differ over future time periods.
IRS Circular 230 Notice: Pursuant to relevant US Treasury regulations, we inform you that any tax advice contained in this communication is not intended or
written to be used, and cannot be used, for the purpose of (i) avoiding penalties under the Internal Revenue Code or (ii) promoting, marketing or recommending
to another party any transaction or matter addressed herein. You should seek advice based on your particular circumstances from your tax advisor.
© 2019 Fiduciary Trust Company International. All rights reserved.
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