Most people do not hear about the 7-year rule for trusts until they are already worried about inheritance tax,
long-term care, or how to protect the family home. By that time, some of the best options may already be off the

table. Timing is everything in estate planning, and the seven-year concept is almost entirely about timing.

There is also plenty of confusion. Clients mix the 7-year rule with the Medicaid 5-year lookback, the 5-by-5 rule in
estate planning, and the 5-year rule for irrevocable trusts. All of these are real. They are just different rules aimed

at different problems.

What follows is a practical, experience-based guide to how these rules actually work, what the 7-year rule for
trusts usually refers to, and how it fits into comprehensive estate planning so you can decide what kind of help

you need, and when to ask for it.

What people mean by “the 7-year rule for trusts”

The phrase “7-year rule for trusts” almost always points to the United Kingdom's inheritance tax system, especially

the treatment of gifts and certain types of trusts.

In UK law, most outright gifts you make during your lifetime are “potentially exempt transfers.” If you survive for 7
years after making the gift, it falls outside your estate for inheritance tax purposes. If you die within those 7 years,

the value can be brought back in, sometimes with “taper relief reducing the tax if more than 3 years have passed.

Many lifetime trusts in the UK, particularly discretionary trusts and some interest in possession trusts, are treated
as "chargeable lifetime transfers.” They can trigger a lifetime inheritance tax charge when you set them up if you
exceed your nil-rate band, plus further charges every 10 years and when assets leave the trust. The 7-year rule

interacts with these transfers when you stack multiple gifts and trusts.
From a practical angle, the 7-year rule for trusts in that setting really boils down to three ideas:

1. Big gifts and some trusts only “escape” inheritance tax if you live long enough.

2. The order of gifts and trusts within a 7-year window can change the tax result.

3. You cannot fix everything with last-minute planning in your seventies or eighties.
Estate lawyers in the US hear the same phrase, but the technical rules are different. In the US, there is no 7-year
inheritance tax rule. Instead, there are federal estate and gift tax exemptions, state-level estate and inheritance

taxes (in some states), and separate Medicaid rules for long-term care. The planning instincts are similar: act early if

you want real protection.

When you hear someone mention the 7-year rule for trusts in a US conversation, they are usually mixing UK

concepts with US Medicaid planning or just using “seven years"” as shorthand for “you must do this ahead of time.”

The 7-year rule, the 5-year lookback, and the 5-year trust rules
Once we start talking about years, clocks, and deadlines, multiple rules get tangled together. To plan well, you

need to separate them.

The Medicaid 5-year lookback and “Medicaid loophole” myths

For many families, the burning question is not tax, it is: “Can a nursing home take your house if it's in a trust?” and

"How to avoid the Medicaid 5-year lookback?” This is where people start using phrases like “Medicaid loophole.”



Medicaid (called different things in some states) looks back 5 years from the date you apply for long-term care
coverage. If you gave assets away for less than fair market value, or transferred them into certain kinds of trusts,
those transfers can be penalized by delaying your eligibility. The idea is to prevent people from giving away

everything on Friday and asking taxpayers to pick up the bill on Monday.
The key points:

* The "Medicaid loophole” usually refers to transferring assets into an irrevocable trust more than 5 years before
applying. If done correctly, and if you give up enough control and benefit, those assets may not be counted

when Medicaid decides if you qualify.

¢ If you transfer the house into the wrong kind of trust, or retain too much control, Medicaid may still treat it as

yours.

e |fyou transfer too late, it can trigger a penalty period even if the trust is valid.

In practice, if a client comes in after a dementia diagnosis, and they ask how to avoid the Medicaid 5-year
lookback, the honest answer is that you cannot make that 5-year clock vanish. You can manage damage, but you

cannot rewrite the calendar.

This is where some people confuse the 5-year and 7-year concepts. The underlying lesson is the same: meaningful

protection requires early, disciplined planning, not last-minute magic.

The 5-year rule for irrevocable trusts and the 5-by-5 rule

There are two more “five” rules you will see in estate planning:

The 5-year rule for irrevocable trusts in US planning usually has two contexts. First, in Medicaid planning, once 5
years have passed after a proper transfer to an irrevocable trust, the assets may be outside the Medicaid
calculation, provided you no longer control or benefit from them beyond allowed limits. Second, in certain tax and
retirement contexts, there is a 5-year rule for how inherited retirement accounts must be distributed, but that is a

different problem.

The 5 by 5 rule in estate planning is another animal. A “5-by-5 power” is a withdrawal right given to a beneficiary
of a trust, allowing them to withdraw the greater of 5 percent of the trust principal or 5,000 dollars each year. This
is often used for Crummey trusts or to allow a beneficiary limited access to trust funds without causing a large

taxable gift by the original grantor.

If you are not deep in the technical weeds, the important takeaway is simple. The 7-year rule, the Medicaid 5-year
lookback, the 5-year rule for irrevocable trusts, and the 5-by-5 rule each solve different problems. The first is
mostly UK inheritance tax. The second and third are usually US asset protection and long-term care planning. The

last is a trust design tool for tax and control.

Is it better to leave a house in a will or trust?

Clients rarely ask about the 7-year rule for trusts in isolation. The real concern is usually, “What is the best way to

leave your house to your children?” and “Is it better to leave a house in a will or trust?”
From years of reviewing probates, disputes, and Medicaid fights, a few patterns repeat.

A will is better than nothing. If your house is only governed by a will, then at your death, your executor will need
to go through probate to transfer title. That takes time, carries court costs, and in some states becomes a public
record. Your children may be stuck paying the mortgage, insurance, and taxes while the estate moves at court

Speed.



A revocable living trust can be more efficient for many families. If you retitle the house into a revocable trust while
you are alive, and you are the trustee, you still control it, can sell or refinance, and can live there. At your death,
your successor trustee can transfer or sell the house under the trust terms, usually without court supervision. This
often simplifies things for blended families, minor children, or when one beneficiary wants to keep the house and

others want cash.

An irrevocable trust is a different story. When people ask about putting a house in an irrevocable trust, they
usually want to protect it from nursing home costs or from certain creditors. The downside of putting your house
in an irrevocable trust is that you truly give up significant control. You may not be able to refinance, change
beneficiaries, or pull it back out if your life circumstances change. If it is drafted poorly, you can also create tax

issues, insurance complications, or family conflicts.

For many ordinary families, the best way to leave your house to your children is a well-drafted revocable living
trust combined with proper beneficiary designations on financial accounts, and sometimes an eventual transfer
into a Medicaid-compliant irrevocable trust if long-term care risk is high and there is enough lead time. The right

answer depends heavily on your age, health, debt, family dynamics, and state law.

Can a nursing home take your house if it is in a trust?

This is usually asked in a worried voice across my desk, often after someone has watched a parent lose their

savings to care costs.
The honest, lawyerly answer is: it depends what kind of trust, when it was created, and how it was written.

If your house is in a revocable trust that you control, Medicaid will usually treat the house as yours. It can be
subject to estate recovery after your death, and it will usually count toward eligibility calculations subject to various

exemptions.

If your house is in a properly drafted irrevocable trust, created and funded more than 5 years before you apply for
Medicaid, and you do not retain prohibited control or benefit, then in many states, Medicaid will not count that
house as your resource, and it may be protected from estate recovery. That is the core of long-term care trust

planning.
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If the trust is sloppily drafted, if you retain too much power, or if transfers were made during the 5-year lookback,
you can end up in a worst-of-both-worlds situation. You lose flexibility and control but still face penalties or
ineligibility.

| have seen cases where a well-meaning online form trust caused real damage. The children were convinced the
house was safe, but the parent remained trustee with broad powers, and the transfers happened two years before
a stroke. Medicaid looked right through the trust and imposed a penalty period. The family felt betrayed by the
paperwork they did not fully understand.

If you are worried about a nursing home “taking the house,” the real planning question is: how far in advance are

you willing to act, and how much control are you willing to give up today to gain more certainty tomorrow?

The most common inheritance mistakes around timing and
beneficiaries

The 7-year rule for trusts and the 5-year Medicaid rules all circle the same human habit: procrastination. People

delay, then rush at the end. When that happens, certain mistakes keep repeating.

What is the most common inheritance mistake? Technically, there are many, but the one that causes the most
silent damage is relying solely on a simple will and ignoring beneficiary designations and titling. The will says one
thing, the life insurance beneficiary form says something else, and the joint bank account title tells a third story.

Assets follow the forms and the titles, not the general wishes.

A close second is naming the wrong people as beneficiaries. When clients ask, “Who should | not name as a
beneficiary?” these categories are usually on my radar: a beneficiary with serious creditor or divorce exposure, a

minor child who cannot legally receive funds outright, a disabled loved one who may lose public benefits if they



inherit directly, or a person with addiction or severe spending problems. In those situations, a well-structured trust

for their benefit is often far better than a direct inheritance.

Timing mistakes also appear around gifts. When people start worrying about tax, they ask, "How much can you
inherit from your parents without paying taxes?” and “What is the best way to gift money to an adult child?” The
answer depends on which tax you mean: US federal estate tax, state estate or inheritance tax, income tax, capital

gains, or UK inheritance tax.

In the US, most families are under the federal estate tax exemption, which is currently very high by historical
standards, but expected to drop in a few years unless laws change. Annual exclusion gifts to adult children can be
a clean way to move wealth, but large lifetime gifts can lose a step-up in basis and cost the child more capital
gains tax later. Sometimes, keeping assets in the parent’s estate for the income tax step-up is smarter, even if it

uses part of the federal exemption.

In the UK, the seven-year rule for gifts and trusts makes timing even more critical. Large lifetime gifts to children
or to certain trusts start the 7-year clock. Survive more than 7 years, and the gift is out of the estate. Die sooner,

and the value may be pulled back in. That reality shapes how and when UK families use trusts.

What is comprehensive estate planning, really?

Many people think estate planning is just picking who gets what. In practice, “What is comprehensive estate

planning?” is a deeper question.

Comprehensive planning coordinates several moving parts: wills and trusts; powers of attorney; health care
directives; beneficiary designations on retirement accounts, life insurance, and bank accounts; titling of real estate
and business interests; tax planning; long-term care planning; family dynamics; and, increasingly, digital assets.

Under that umbrella, you also answer more focused questions:

® Which bank accounts avoid probate?

What should not be included in a will?

Should | use transfer-on-death or payable-on-death designations?

Do | need an irrevocable trust, or is a revocable trust enough?

As a rough guide, bank accounts with Parker Law Offices Comprehensive Estate Planning Attorney Near Me
properly set up payable-on-death or transfer-on-death designations, or those held in a trust, generally avoid
probate and pass directly to the named beneficiaries. Joint accounts with right of survivorship also avoid probate

but can accidentally disinherit one child if only one is named joint owner.

Some assets should not be included directly in a will, or at least should be handled with care. For instance,
retirement accounts like IRAs or 401(k)s pass by beneficiary designation, not by the will, unless the estate is named
as beneficiary. Naming the estate is often a mistake because it can trigger compressed income tax treatment. The

will can still coordinate with these assets, but the instructions must line up with the account forms.

Comprehensive planning is less about one magical trust and more about aligning the whole picture so that taxes,

timing rules, Medicaid, and family goals all point in the same direction.

Do you really need an irrevocable trust?

Clients often come in already convinced they need an irrevocable trust because they have heard it mentioned in

conversation or online. A more useful framing is, “What are the only three reasons you should have an irrevocable
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trust, given the trade-offs?”

In my experience, the three big drivers are:
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1. Long-term care and Medicaid planning. Moving assets, often the house and investment accounts, into a
Medicaid-compliant irrevocable trust well in advance of needing care, to protect them from spend-down and
estate recovery.

2. Tax-driven wealth transfer at higher levels of net worth. Using irrevocable trusts, such as spousal lifetime
access trusts, grantor retained annuity trusts, or life insurance trusts to remove future appreciation from a

taxable estate and manage generation-skipping transfer taxes.

3. Asset protection and special family circumstances. Protecting assets from known or likely creditors, or
providing for a beneficiary who must never own assets outright, such as someone with significant disabilities,

addiction, or chronic vulnerability.

Outside those purposes, a revocable trust is usually preferable because it retains flexibility. You can change terms,
move assets, and respond to new laws. Irrevocable trusts lock in a structure. That is useful when you need rigidity

for tax or creditor reasons, but painful if family circumstances shift.

The cost in control is real. You should not set up an irrevocable trust lightly, especially if the primary concern is a
vague fear of nursing homes or lawsuits. The decision should follow a careful conversation about timing, risk, and

what standard of living you want to preserve.

How much does it cost to have an estate planning attorney?

People often wait to call a lawyer because they assume the cost will be extreme or unpredictable. That delay can

cost far more in tax, court fees, or family conflict than the planning would have.



So, how much does it cost to have an estate planning attorney? Fees vary widely by region, complexity, and the
lawyer's experience. As a ballpark, simple will-based plans might range from a few hundred to a few thousand
dollars for an individual or couple. Trust-based plans, especially those involving both revocable and irrevocable
trusts, can run higher, sometimes in the low to mid thousands, because of the drafting time and the need to retitle

assets.

Hourly work for more complex tax strategies, business succession, or significant Medicaid planning can also add
up. The important question is less the raw number and more what the fee covers. A comprehensive plan that
addresses your house, retirement accounts, long-term care concerns, and family dynamics is a different product

from a one-size-fits-all will pulled off a shelf.

When people balk at fees, | sometimes share anonymized examples of estates that spent five or ten times that
amount on probate fights, guardianship proceedings, or avoidable taxes. The invisible cost of not planning

properly is almost always higher.

A practical checklist before you meet with an attorney

Used sparingly, a checklist can turn a scattered worry into a focused conversation. Before you sit down with an

attorney to talk about the 7-year rule for trusts, Medicaid, or gifting, gather a few basics.

1. A list of all real estate, with how each property is titled and any mortgages.

2. Recent statements for bank, brokerage, and retirement accounts, including beneficiary designations if you

have them.

3. Existing wills, trusts, and powers of attorney, even if they are old or were done in another country.

4. A summary of any major gifts or transfers you have made in the last 7 years, especially to children or into
trusts.

5. A candid summary of health issues, long-term care concerns, and family dynamics that could affect your

choices.

With that information, a competent estate planning attorney can start to answer meaningful questions. For
instance, whether a Medicaid-focused irrevocable trust makes sense now, whether UK-style 7-year gifting

concerns are relevant to you, and how to coordinate beneficiary designations with trust planning.

Finding estate planning help near you

Trust and tax rules are highly jurisdiction-specific. The 7-year rule for trusts matters a great deal in UK inheritance
tax planning, but is mostly a metaphor in many US conversations. The Medicaid 5-year lookback dominates long-
term care planning in the US, but is irrelevant in other countries. The details of which bank accounts avoid probate,
how much you can inherit from your parents without paying taxes, and how best to gift money to an adult child

all depend on where you live and what combination of rules applies.
When you look for estate planning help near you, prioritize three qualities:

First, local expertise in both tax and long-term care planning, not just a form-based will factory. Second, a
willingness to talk through trade-offs honestly instead of promising ironclad “loopholes.” Third, a planning style
that focuses on your real goals, not just the technical rules. Some families care most about equal distribution.

Others care about keeping a business intact, preserving the family home, or protecting a vulnerable child.
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Used properly, the 7-year, 5-year, and 5-by-5 rules are not traps. They are tools that reward people who plan

early, act thoughtfully, and get qualified guidance while the calendar is still on their side.
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