ESTATE PLANNING

(area below represents pocket)

HILLS BANK

131 E Main Street
Hills, Iowa 52235

Dear Friends,
It is my honor to introduce you to Hills Bank. Since our founding in 1904, our
mission has been to serve our customers and shareholders with loyalty and
integrity. We’ve built our business by building relationships – because we
know that helping our customers succeed pays dividends for everyone’s future.
Today, Hills Bank encompasses 19 locations in three Eastern Iowa counties,
with over 500 employees. Total bank assets exceed $4 billion, and Trust and
Wealth Management assets top $2.3 billion. While still headquartered in Hills,
Iowa (a town of fewer than 1,000 people), Hills Bank is one of the largest
independent banks in Iowa.
We believe in fostering community growth, serving individuals, businesses,
and not-for-profit organizations across Eastern Iowa. No matter who they are,
our customers count on us to deliver quality personal service and trusted
professional investment expertise.
To help you through the important and ongoing task of financial and
retirement planning, we’ve put together this guide. We hope it helps you
determine your goals – and realize them.
We appreciate the opportunity to serve you.
Sincerely,

Dwight O. Seegmiller
President and CEO

Investment products are not a deposit, not FDIC insured, not insured by any federal government agency, carry no bank guarantee, and may go down in value.
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ESTATE
PLANNING
Creating an Estate Plan can seem like a daunting task—it
is uncomfortable to make plans for your own death, and it
can seem overwhelming to address every aspect and plan
for every contingency.
However, once a plan is in place, it should be a relief to

know your goals are protected. And with the guidance
of an Estate Planning Attorney, the process is less
intimidating.
Regardless of the size, value, or complexity of your Estate,
you should have an Estate Plan. Proper planning ensures
that your wishes are accurately honored and your property
passes to the individuals and organizations of your choice.
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This booklet is for information purposes only and should not be interpreted as providing legal advice.
You should consult an Estate Planning Attorney before executing any legal documents.

1. Start by listing all of your assets.
It may help to think in terms of categories: real property, investment property, business
ownership interests, IRA accounts, bank accounts, life insurance policies, annuities, etc. Assign
an estimated value to each item. Also list how each asset is titled – do you own this property
individually, or with someone else? This list will help your Attorney determine the total value of
your Estate and any tax implications that may exist.

2. Gather beneficiary designations.
Some accounts like IRAs, life insurance policies, annuities, or bank accounts pass upon your
death not by your Estate Plan, but by a designated beneficiary listed specifically for that
asset. Obtain copies of your current beneficiary designations from your financial institution or
insurance company. It is particularly important to review these designations when creating or
changing your Estate Plan to ensure your assets pass according to your wishes.

3. Know generally what your goals are and who you want to leave property to.
List the goals you want to accomplish in your Estate Plan. Do you want to make sure your
children or grandchildren have a college fund? Is there a charity that you want to support? Do
you have a loved one with special needs you want to take care of? A common pitfall is getting
bogged down trying to assign a beneficiary to every single asset. Instead, think about the big
picture. Your Attorney will help you piece together the assets to the beneficiaries in a way that
will minimize tax consequences and fulfill your goals.

4. Consider who you want to serve as Executor.
The Executor is the person or entity responsible for carrying out the directions of your Will.
Serving as someone’s Executor can be both an honor and a burden. Generally speaking, an
Executor has two primary responsibilities:
(1) protecting the deceased person’s property until all debts and taxes have been paid; and
(2) making sure what is left gets distributed to the people or organizations that are
identified in the Estate Plan.
To accomplish these responsibilities, the Executor must follow the steps of the law, which
include petitioning the court to probate the Will, sending legally required notices, preparing an
inventory of all assets, paying debts and expenses, filing tax returns, settling any claims and
closing the Estate. It might also involve winding up a business, selling a home or protecting the
value of an important collection.
You may select an Individual—such as a family member—or a Corporate Executor—such as Hills
Bank and Trust Company. You may also select Co-Executors to serve jointly. Consider carefully
the extent of these duties and the responsibility associated with carrying them out when
selecting an Executor. You should also name an alternate Executor in the event the primary
Executor is unable or unwilling to serve.
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PROBATE
PROCESS
Probate is the legal process of administering the
Estate. It is the court-supervised steps the Executor
and Attorney take to follow the instructions provided
in your Will. In Iowa, Wills must be probated. The Iowa
probate process has been tested by time and is an
effective means of administering your Estate.
Although administration of each Estate is different,
there are certain statutorily-defined requirements that
must be met:

Date of
death
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After death, within
five years

As soon as Letters
of Appointment
are issued

90 days after
Letters of
Appointment

Four months
after second
publication

Petition court
to probate Will

Publish notice of Will once
per week for two weeks

Report and
Inventory due

Claims period expires

April 15

Final individual Income
Tax Return due

• Petition the Court to Probate the Will – The original Will is filed within the county
in which the Testator died and an Estate probate proceeding is opened.

• Notice – Iowa statute dictates who is legally required to receive notice of probate of
an individual’s Will.

• Report and Inventory – The Executor must compile an inventory of all of the
decedent’s assets and their fair market values as of the date-of-death.

• Debts and Claims – In Iowa, creditors have a statutory window of time within which
they may file claims against the Estate. It is the Executor’s job to either pay or
defend against any claims.
• Gather Assets and Administer Estate – Responsibilities of the Executor include

submitting claim forms, ensuring final expenses are paid, requesting date-of-death
information, applying for death benefits, transferring assets in-kind, liquidating
assets, appraising real estate, selling personal property, and ensuring the
safekeeping of items until their delivery to the beneficiary or beneficiaries.

• Satisfy Bequests – Once the Estate is free of the claims period, the Executor may
release cash or property specifically left to named individuals.

• File Taxes – The Executor must file certain tax returns depending on the Estate.
Applicable tax filings may include State and Federal Income Tax returns for the

decedent, State and Federal Fiduciary Returns for the Estate, an Iowa Inheritance Tax
Return, and Federal Estate Tax Return.
• Final Report – The Executor prepares an accounting of all of the transactions of the
Estate and provides it to the residuary beneficiaries. The Executor also submits a

final report to the court showing all of the Executor’s duties have been fulfilled and
requesting discharge.

Very generally speaking, an Estate proceeding may last approximately one
to two years.

Within nine
months
of death

Last day of
ninth month
after death

Last day of
11th month
after death

15th day of
fourth month
after fiscal year

Within two
years of Estate
opening

Federal Estate Tax
Return due

Iowa Inheritance Tax
Return due

End of Estate
fiscal year

Estate Income Tax
Return due

Final
distribution
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LAST
WILL AND
TESTAMENT
Wills are commonly considered the traditional Estate
planning document. A Will is a document by which a
person directs his or her Estate to be distributed upon
death. It can be as simple or complex as necessary.

Date of
death
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After death, within
five years

As soon as Letters
of Appointment
are issued

90 days after
Letters of
Appointment

Four months
after second
publication

Petition court
to probate Will

Publish notice of Will once
per week for two weeks

Report and
Inventory due

Claims period expires

April 15

Final individual Income
Tax Return due

A Will can also contain provisions on who is to receive guardianship of
minor children, should both parents pass away.
Some of the benefits of having a Will include:
1.

Controlling distribution of your assets at your death, as opposed to leaving it up to
state law to decide how your assets are divided

2.

Court supervision to regulate any disputes that may arise

3.

Opportunity to minimize Income, Estate, and Inheritance Tax implications for your
Estate and your beneficiaries

4.

Deciding who will have the power to administer your Estate at death

5.

Ability to make a lasting charitable contribution

If you die without a Will in Iowa, Iowa law will determine what happens
with your assets. Generally, assets go to a surviving spouse. If there is
no spouse, assets go to children. If there are no children, the process is
to move up the family tree until a surviving relative is found.

EXECUTOR AND ATTORNEY
COMPENSATION
The Executor and Attorney are entitled to compensation. The fee is

subject to court approval. In the state of Iowa, the statutory fee for
the Attorney and Executor is approximately 2% of the gross Iowa
Estate each, excluding life insurance payable to anyone other than the
Estate. The statutory fee is the maximum fee for ordinary services. The
Executor or Attorney may request less than the statutory fee.

Within nine
months
of death

Last day of
ninth month
after death

Last day of
11th month
after death

15th day of
fourth month
after fiscal year

Within two
years of Estate
opening

Federal Estate Tax
Return due

Iowa Inheritance Tax
Return due

End of Estate
fiscal year

Estate Income Tax
Return due

Final
distribution
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UNDERSTANDING
TRUSTS
A Trust is a legal document that is used in Estate
planning. Generally speaking, Trusts can usually be
divided into two categories: Revocable and Irrevocable.
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Revocable Trusts
A Revocable Trust is, as the name indicates, revocable. It can be changed, altered, amended, or revoked
altogether by the creator (Grantor) of the Trust. The Revocable Trust is used in Estate planning in lieu of
a Will. If the Grantor creates a Trust and puts all of his or her assets in the name of the Trust, upon the
Grantor’s death, the Trustee will distribute the assets according to the Trust document without opening
an Estate through the court system. In some instances, avoiding probate can be efficient.
A Revocable Trust usually provides the Trustee with three instructions:
1.

What happens to your property while you are alive?
During the Grantor’s lifetime, the Grantor utilizes the property for his or her own benefit, just as if it were
still in the Grantor’s own name. The Grantor often serves as his or her own Trustee.

2.

What happens to your property should you become incapacitated?
If the Grantor becomes incapacitated for any reason, a named successor Trustee steps in to act as Trustee
and manage the property on behalf of the Grantor as dictated in the Trust document.

3.

What happens to your property at your death?
Upon the Grantor’s death, the Trust terms then dictate how the property is to be distributed, similar to a
Will. If all of the Grantor’s property is titled in the Trust, an Estate is not opened in probate and there is no
court-supervised probate proceeding.

People utilize Revocable Trusts for a variety of reasons. Some use them for the greater privacy afforded
at death. If there is no probate proceeding, a complete inventory of one’s assets at death does not
become a matter of public record as it does in a Will.
Others use Revocable Trusts for continuity of management. If the Grantor becomes incapacitated, the
successor Trustee can generally step in and manage the Trust assets without necessity of any court
proceeding.
Revocable Living Trusts can also be helpful in situations where the Grantor owns real estate in more
than one state. Owning property in multiple states at death requires a probate proceeding in each
state, unless the land is all held in the name of the Revocable Trust.

Irrevocable Trusts
In contrast to a Revocable Trust, an Irrevocable Trust cannot be amended. These usually arise in one of
two situations:
1.

The Grantor of a Revocable Trust has become incapacitated or has died. The Trust is now irrevocable. If
the Grantor has died, the successor Trustee must administer the Trust according to the terms of the Trust
document much in the way an Executor administers an Estate. The Trustee must also file certain legal
notices and required tax returns. There is however, in most cases, no court reporting or supervision.

2.

The Grantor has put property into a Trust for the benefit of another, such as a spouse, children, charity,
etc. A Trust in this situation is often irrevocable to eliminate any claims that the Grantor retains control
over the property.

This booklet is for information purposes only and should not be interpreted as providing legal advice.
You should consult an Estate Planning Attorney before executing any legal documents.
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UNDERSTANDING TRUSTS
Combinations
Many people utilize combinations of Revocable Trusts, Irrevocable Trusts, and Wills in their Estate Plans.
Trust in a Will: Often, Wills include provisions creating Trusts. For example, a parent might want to set up a Trust
within the Will so that if the parent dies prior to the child reaching a certain age, the assets can be managed on
behalf of the child. This is called a Testamentary Trust, and is typically irrevocable.
Will and a Trust: Even if you choose to set up a Revocable Living Trust, your Estate Plan will likely still include a
Will called a “pour-over” Will. The Will instructs that if any property is not properly titled in the name of the Trust, it
should be put in the Trust at death.
Trust in a Trust: A Revocable Living Trust may contain provisions that create one or more Trusts for the property at
the Grantor’s death. This works the same as a Trust in a Will, as noted above.

The flowchart on the right is an
example of a typical Trust process

Revocable Trust or Will

as utilized in Estate planning.
The Grantor establishes an
Irrevocable Trust as part of his or
her Revocable Trust or Will. Upon
the Grantor’s death, the Trust pays
income to the lifetime beneficiary

Irrevocable Trust for the
benefit of the beneficiaries.

or beneficiaries. At a certain
triggering event — often the death

Income Beneficiary —
receive income for life
or other defined period;
assets of Trust not
included in beneficiary’s
Estate.

of the income beneficiary — the
Trust terminates and the assets
are distributed to the remainder
beneficiaries as provided for in the
Trust document.

Remainder Beneficiary(ies) — Irrevocable
Trust terminates at triggering event per
the Grantor’s Trust instrument. Assets of
the Trust are distributed outright.

Reasons for creating a Trust:
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1.

Professional portfolio management

6.

2.

Comfort that the Grantor’s life savings will not be
lost to poor judgment, which sometimes accompanies
advanced age

Maintaining identity of assets in second
marriage situations

7.

Recordkeeping

8.

Preservation of the Generation Skipping
Transfer (GST) exemption

9.

Preservation of assets for minor children
or young adults

3.

Protection of surviving spouse from financial predators

4.

Protection of assets from spendthrifts

5.

Protection of assets from creditors

10. Privacy

SELECTING A TRUSTEE
A Trustee is responsible for more than just gathering and distributing
assets. Other important duties include accounting and reporting
requirements, investment responsibilities, and tax and legal
compliance obligations. For these reasons, you should choose wisely
when selecting a Trustee. Important qualities to look for include:
• Investment knowledge
• Tax knowledge
• Record-keeping skills

Corporate vs. Individual

When deciding between an Individual Trustee, Corporate Trustee, or both,
consider the following factors:

INDIVIDUAL
• Familiar with
family situation
• Trusted
relationship

CORPORATE

possesses sufficient business skills and knowledge to make reasonable

• Competent and
experienced

decisions concerning the Trust. A corporate Trustee may offer a depth of

• Impartial

1. Competency: Most importantly, you should be confident your Trustee

expertise that an individual may not possess. A Trust Department, such as
Hills Bank Trust and Wealth Management, offers a team of experts capable
and experienced in performing all of the Trustee duties.

• Stability and
continuity

2. Duration of Trust: For Trusts that may last many years, an individual Trustee may prove
problematic. Corporate Trustees can offer greater stability and continuity.
3. Impartiality: A Trustee must fulfill their fiduciary duty by remaining impartial and unbiased,
especially when the Trustee is empowered to make discretionary distributions.
4. Familiarity: A Trustee should be familiar with the goals of your Trust and your family situation.
Knowing the Trust goals is only part of the job of a Trustee; legal skills, investment experience and
knowledge, and objective fiduciary oversight are all important requirements to consider. Goals and
family dynamics can also be addressed by planning a meeting before your Estate Plan is finalized.
At Hills Bank, we welcome the opportunity to meet with you and answer questions about how we
would handle certain situations and gain insight into your goals and concerns.
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THE THREE
TAXES
A large portion of Estate planning involves taking steps to
minimize the impact of taxes on the Estate. For Iowa residents,
there are three main taxes that can come into play at the time of
death: Income Tax, Federal Estate Tax, and Inheritance Tax.
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1. Income Tax

Even at death, an individual’s final Income Tax returns must be filed. Additionally, the Estate itself must file one or
more Fiduciary Income Tax returns for the period of time the Estate is open.

Deferred Income

Though pre-tax retirement accounts typically pass by beneficiary designation, as opposed to passing through
the Estate, they are often one of an individual’s largest assets. There are certain rules about how these types of
accounts must be paid out. Because there is deferred income, the beneficiary of the account will have to pay
Income Tax at their own tax bracket as they receive the funds. There are also required minimum distributions for
certain beneficiaries.
A qualified charity is not subject to Income Tax. For individuals with charitable intentions, it may be worth visiting
with your Estate Planning Attorney given the benefit of naming a charity as the beneficiary of assets such as IRAs
or annuities that have deferred Income Tax associated with them.

2. Federal Estate Tax

Federal Estate Tax is a tax on your right to transfer property at your death. Following the death of an individual,
the decedent’s property must be valued and the applicability of any of the Federal Estate Taxes determined based
on the value of the gross Estate. The gross Estate is reduced by certain deductions in determining the amount of
the Estate subject to Federal Estate Tax.
The most important deduction available to a married couple is the marital deduction. A deduction is allowed
for the value of all property passing to a surviving spouse or a qualified Trust for the benefit of the surviving
spouse. The Federal Estate Tax exemption is an amount excluded from estate tax. For the majority of people, the
exemption will allow for the estate-tax-free transfer of assets.

3. Iowa Inheritance Tax

Iowa Inheritance Tax is based upon who receives the property of the Estate. Certain relationships and types
of property are exempt, but others have been subject to a tax rate of up to 15%. Beginning in 2021, the Iowa
inheritance tax will be phased out over the course of five years. An annual decrease of 20% in the inheritance tax
rates will continue until the tax is completely phased-out by January 1, 2025. Once the phase-out is complete, the
Iowa inheritance tax will be repealed and no inheritance tax will be imposed upon any beneficiaries.
The chart below illustrates current exempt relationships:

Surviving Spouse

Parents, Grandparents,
and Other Lineal
Ascendants

Children, Step-Children,
Grandchildren, StepGrandchildren, and Other
Lineal Descendants

Qualified Charity

Self
Self
Self
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ACCOUNT
TITLING
An often overlooked (but extremely critical) aspect of Estate planning is
how accounts are titled and if any account has a beneficiary designation.
These control who receives the account, regardless of what the Will or
Trust states!
Joint tenancy accounts with rights of survivorship and Payable on Death
(POD) or Transferrable on Death (TOD) accounts are popular. These forms
of ownership can be used with a variety of assets, including brokerage,
checking, savings and time deposit accounts. However, there can be
some misunderstanding as to what happens to joint tenancy and POD/
TOD accounts after an owner’s death. Joint and POD/TOD accounts can
lead to the distribution of assets to your heirs in an unintended manner.
16

Example

+

Dad and Mom have 2 children, Abe and Beth. Dad and Mom each have
a Certificate of Deposit (CD). Dad titles his CD POD to Abe and Beth.
Abe dies before Dad. Dad dies shortly thereafter. The CD will be paid
out to Beth alone. Not only will the CD not pass to Mom, but if Abe had
children, they will also fail to receive any of the funds.

The public’s perception is that these types of accounts “avoid probate” at the owner’s death. Unfortunately, the
true meaning of the term “avoid probate” can be the source of some confusion. It is true that joint tenancy and
POD/TOD accounts do not get paid to your Estate at death and, therefore, are not disposed of according to the
terms of your Will. Instead, the account goes directly to the surviving joint owner or, in the case of a POD/TOD
account, the named beneficiary or beneficiaries.

However, joint tenancy and POD/TOD accounts are not entirely excluded from your gross
taxable Estate at death. Also, if formal probate occurs, joint and POD accounts are listed on your probate
inventory and some or all of the value of such accounts may be included when calculating Attorney fees or

Executor fees. POD/TOD accounts are also subject to Iowa Inheritance Tax and/or Federal Estate Tax depending
upon who receives the asset and the size of your gross Estate.
Joint accounts are generally most appropriate for married couples. For spouses, probate may not be required
at the first spouse’s death if all assets are held in joint tenancy. Joint accounts can serve as a “safety net”
immediately available to the surviving spouse; where money will be needed to pay funeral expenses or ongoing
living expenses of the surviving spouse until life insurance proceeds are received or retirement accounts
transferred.

Creating a joint account with someone other than a spouse should be done with caution.
The assets of a joint account can be withdrawn at any time by any of the joint tenants regardless of who

contributed the money. In addition, all of the funds held in a joint account may be subject to the claims of
creditors of any of the joint tenants. Finally, joint accounts with someone other than your spouse can potentially
create Federal Gift Tax liabilities. An alternative to a joint account is adding a signer to the account. This person
may access the account but all assets are considered the primary account holder’s only.
There are potential pitfalls with POD/TOD accounts as well. Holding all of your financial assets in POD/TOD form
can leave your Estate with a cash shortage. At death, your personal representative will need money to pay final
debts, taxes and the ongoing expenses to maintain Estate property during administration (e.g. property taxes,

utilities and insurance). Care must be taken to ensure you leave your Estate with sufficient cash

to pay final debts and administration expenses.

Consult with your Estate Planning Attorney before converting existing assets to joint
tenancy or adding a POD/TOD to an account. Failure to do so may affect your intended
Estate Plan.
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OTHER
THINGS
TO CONSIDER
Durable Financial Power of Attorney (POA)

This legal document empowers another person to act on your behalf. A durable Power
of Attorney remains in effect during the Grantor’s incompetency. The document can be
drafted so as to give the holder all powers immediately or only upon incompetency.
Because the exercise of power is generally unsupervised, it should only be used where
you have complete confidence in the person named and where asset management and
family relationships are not complicated.

Medical Power of Attorney (POA)

A medical Power of Attorney names another person or persons to make medical
decisions on your behalf in the event you are unable to do so yourself.

Living Will

A Living Will is a legal document directing that life-sustaining procedures be withheld
or withdrawn. This document is given effect only in the event that you are unable to
make healthcare decisions and the condition is incurable or irreversible and will result
in death in a relatively short period of time or a state of permanent unconsciousness
without any reasonable likelihood of recovery.
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Declaration of Designee

This legal document designates a person or persons (the “designee”) to make decisions
regarding your final disposition, including funeral arrangements and burial. Absent a
declaration, Iowa statute dictates the order of individuals with this decision-making power.
Generally speaking, that order is:
1. Spouse
2. If no spouse, a majority of adult children
3. If no adult children, parents
4. If no parents, a majority of adult grandchildren
5. If no adult grandchildren, a majority of adult siblings
6. If no adult siblings, a majority of surviving grandparents
7. If no grandparents, a person in the next degree of kinship under Iowa laws of intestacy

Most importantly, you should talk to your Attorney about what documents are appropriate
for you and your individual situation. Hopefully this booklet has provided you with a place
to begin the important journey of creating and maintaining an ongoing review to your
Estate Plan.

Beneficiary Designations

Some assets—such as Individual Retirement Accounts (IRAs), 401(k)s, and life insurance–
pass by beneficiary designation rather than under the terms of your Will or Trust. It is
important to make sure your beneficiary designations reflect your wishes and coincide
with your other estate plan documents. While sometimes your Will or Trust can be listed
on a beneficiary designation, this may result in unwanted tax consequences or distribution
requirements. Be sure to provide your attorney with a list of all your assets and accounts
including their current beneficiary designations, so they can account for any assets that
pass outside of your estate.

KNOWLEDGE
IS POWER

Whether you are saving for college, planning your retirement, or reviewing your Estate
Plan - the more you know about handling your finances the more likely you are to reach
your goals. Our website can help you identify financial solutions for your stage in life.
We provide you with the information and tools you need to help you meet your goals.

www.hillsbank.com/wealthmanagement
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BENEFITS OF WORKING WITH
WEALTH MANAGEMENT

Local Ownership

Work with people invested in your success. As an independent community
bank with over 2,200 shareholders, our employees are the largest single
shareholder, so they’re committed to your satisfaction.

Local Service and Decision Making

When you need a broad range of collateral advice, ask our experienced
wealth management advisors. With a breadth of knowledge in retirement
and financial planning, trust, accounting, legal and financial services, we
have the ability to respond to your needs.

Professional Portfolio Management

Be confident knowing our investment strategy is built around you, your
needs, and your goals. With broad investment expertise from internal
research and advice from strategic partners, your goals are more likely to
be achieved.

Clear and Concise Reporting

Whether you prefer paper or online, you will have access to reports that
feature a clear, concise picture of your portfolio and its performance.

Fiduciary Services (e.g. Trusteeship)

As a fiduciary, we make your best interest the first priority. We will act with
prudence, skill, care, and diligence in the management of your assets.

Skill, Care, and Diligence

Feel at ease knowing that our interests are aligned with yours. Trustee
and Investment Management Fees are fully disclosed and based upon the
assets under management, not transactions or commissions, so you’ll know
what you’re paying and how it’s calculated.
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NOTES
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NOTES
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All material is confidential or proprietary to Hills Bank and Trust Company and may not be reproduced or distributed
without the consent of Hills Bank and Trust Company. All information is believed to be reliable, but not guaranteed.
Investment products are not a deposit, not FDIC insured, not insured by any federal government agency, carry no
bank guarantee, and may go down in value.
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