Estate planning conversations often start with a simple goal: protect the house, protect the savings, and keep
things as smooth and private as possible for the family. Then someone mentions the 5-year rule, the 7-year rule,

Medicaid lookback, or "Medicaid loopholes," and the conversation quickly gets tangled.

| have sat across from many families who waited too long to ask about these rules. They heard bits and pieces
from friends or the internet, moved assets without understanding the consequences, or assumed a will would

solve problems it simply cannot fix. By the time we met, options were limited, and every tradeoff felt painful.

This subject rewards people who plan early and ask careful questions. It punishes delay and half-measures. That is

the reality.

What follows is a practical walk through how the 5-year rule, 7-year rule, and lookbacks actually work in everyday
estate planning, how trusts and beneficiary choices fit into the picture, and where an experienced estate planning

attorney earns their fee.

What people really mean by “5-year rule” and “7-year rule”
The phrases "5-year rule" and "7-year rule" get used loosely, sometimes wrongly, so it helps to separate them.
In most day-to-day estate planning, people are talking about two different systems:

1. Medicaid (or similar long-term care programs) with a 5-year lookback.

2. UK-style inheritance tax planning with a 7-year rule for gifts and trusts, which often gets mentioned in US
conversations even though the underlying tax system is different.

There are also "5-year rules" attached to certain trusts and tax concepts in the United States, such as the 5-year
rule for irrevocable trusts in Medicaid planning and the "5 by 5 rule" in estate planning for trust withdrawals. The

language overlaps, which adds to the confusion.

The crucial point: you cannot rely on a single rule of thumb. The right strategy depends on which law you are

dealing with, which state you live in, and what your income, assets, and health look like.

The Medicaid 5-year lookback: what it actually checks

When people ask, "How to avoid Medicaid 5 year lookback?" What they usually mean is, "How do | arrange things

so, if | ever need nursing home care, | do not have to spend down everything first or lose the house?"

Medicaid is a needs-based program. To prevent people from giving assets away the day before applying, Medicaid

uses a lookback period. In most states, that lookback is 5 years for long-term care.

During that 5-year window, the agency reviews transfers. If it finds gifts or transfers for less than fair market value,
it applies a penalty period, which delays eligibility. That can leave a family holding a large nursing home bill with no

obvious way to pay.

When clients ask about "the Medicaid loophole," they are often chasing the idea that there is a secret, perfectly
safe transfer that will shelter everything. That is not how it works. There are planning techniques and exemptions,

but they come with strict rules and must be carried out carefully and early.

In practice, long-term care planning often involves an irrevocable trust, strategic use of exemptions for a spouse,

and sometimes carefully structured gifting. Timing is everything. If an irrevocable trust is created and funded more



than 5 years before applying for Medicaid, those trust assets may not be counted, which is where the phrase "5

year rule for irrevocable trusts" comes from in this context.

Miss that window by a year, or even a month, and the outcome can be very different.

The 7-year rule for trusts and gifts

When clients bring up "What is the 7 year rule for trusts?" They are usually repeating something they heard from a

friend abroad, saw on a UK-based site, or misapplied from another jurisdiction.

In the UK system, gifts and certain transfers to trusts can fall out of the inheritance tax calculation if the giver

survives 7 years. That is a specific tax rule under UK law.

In the United States, we do still talk about 7-year periods in some asset protection and lookback contexts, but
there is no blanket federal "7-year rule for trusts" that functions like the UK inheritance tax rule. Instead, we

generally work with:

* A 5-year Medicaid lookback for long-term care in most states.
* A 3-year lookback for certain life insurance and transfer-of-control situations in federal estate tax planning.

e State-specific fraudulent transfer laws, which often look back 4 years or so at transfers made with intent to

avoid creditors.

Yet the instinct that drives 7-year rule questions is valid. The earlier you move assets into properly structured
trusts or other vehicles, the more likely they will be respected for both tax and creditor-protection purposes.

Waiting until health starts to fail is where people run into impossible choices.

An experienced estate planning attorney will translate the vague "7-year rule" idea into concrete advice that fits

your state, your health outlook, and your goals.

Lookbacks, taxes, and what you can inherit tax-free
People often mix up Medicaid lookback rules with inheritance tax rules. These are entirely different systems.

When someone asks, "How much can you inherit from your parents without paying taxes?" In the United States,

the answer is usually "far more than you think," at least at the federal level.

At the federal level, the estate and gift tax exemption is very high by historical standards. It has been in the tens of
millions of dollars per couple in recent years, although it is scheduled to drop in 2026 unless Congress acts. That
means most families never pay federal estate tax at all. Children can often inherit substantial amounts without

writing a check to the IRS for estate tax.

State rules are a different story. A handful of states still have estate or inheritance taxes with much lower
thresholds. A local estate planning attorney is usually blunt about this: in some states, a family with a house and a

few retirement accounts can easily stumble into state-level death taxes without realizing it.

Crucially, Medicaid eligibility and estate taxes do not follow the same rules. That is why a coordinated plan is so

valuable. One strategy might help with taxes but hurt Medicaid eligibility, or vice versa.

Trusts, houses, and long-term care risk

The family home is where emotions and law collide. Several questions come up repeatedly:



® |s it better to leave a house in a will or trust?
® (Can a nursing home take your house if it's in a trust?
* What is the downside of putting your house in an irrevocable trust?

® What is the best way to leave your house to your children?

The right answer depends on what you are trying to solve: probate, taxes, long-term care, family conflict, or all of

the above.

If the only concern is avoiding probate, a revocable living trust or a transfer-on-death deed (where allowed) can
usually solve that. If the concern is both probate and long-term care, then we are in irrevocable trust territory, and

tradeoffs become serious.

Clients are often relieved to hear there is a straightforward path to avoid probate on the house. They are much
less comfortable when we Comprehensive Estate Planning Attorney Near Me discuss losing direct control if we
use an irrevocable trust for Medicaid planning, and they should be. Any time you move your primary residence

into an irrevocable trust, you ought to sit with the downsides, not just the promised benefits.

Some common drawbacks of putting your house in an irrevocable trust include loss of unilateral control, reduced
flexibility if you want to sell or refinance, and the risk that a poorly drafted trust will not be respected by Medicaid
or will trap equity in ways your children cannot easily unwind. A poorly timed transfer can also trigger a Medicaid

lookback penalty.

A good attorney will ask uncomfortable questions: How long do you plan to stay in the home? What if you want
to downsize? How likely is it that one or both spouses will need nursing home care? Are your children aligned, or is
there already friction? Only after that conversation does it make sense to decide whether a will, a revocable trust,

or an irrevocable trust is the best way to leave your house to your children.

Wills, trusts, and probate shortcuts

Many people still assume a will is the central document in "comprehensive estate planning.” It is important, but a

will alone no longer solves many modern problems.

When we talk about "What is comprehensive estate planning?" We are usually talking about an integrated set of
documents and asset choices: a will, one or more trusts, powers of attorney, health care directives, and carefully

titled bank and investment accounts that support the plan rather than fight it.

One of the most common questions around bank accounts is simple: "Which bank accounts avoid probate?" In
practice, accounts that have valid beneficiary designations or joint ownership with rights of survivorship usually
pass outside probate. Payable-on-death (POD) and transfer-on-death (TOD) designations are immensely powerful,

but they can cause problems if used haphazardly.

The most common inheritance mistake | see is assuming that a beautifully drafted will controls everything. It does
not. Beneficiary designations on retirement accounts, life insurance, and bank accounts typically override the will.
So do certain joint ownership structures. An outdated beneficiary form naming an ex-spouse or a deceased sibling

can wreck years of thoughtful planning.

That is why a truly comprehensive plan includes a systematic review of every beneficiary designation and every

title, not just the documents in a binder.

Who you should not name as a beneficiary
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Few conversations in my office are as delicate as "Who should | not name as a beneficiary?" People worry about

offending family members, or they feel guilty about skipping an adult child who is not financially responsible.
There are also legal and practical limits. In many cases, you should think twice about naming:

1. Minors directly, without a trust, since courts will have to get involved and money may be tied up until age 18
or21.

2. Beneficiaries with serious creditor problems, addiction issues, or unstable marriages, because an outright

inheritance can vanish quickly.
3. Individuals with disabilities who receive means-tested benefits, since a direct inheritance can disqualify them.
4. Very elderly parents, if leaving assets to them would simply send the money into their nursing home
spend-down.

5. People you do not actually trust to manage money, even if family expectations say you “should.”

In these cases, naming a trust as beneficiary, with thoughtful instructions, can preserve relationships and protect

the inheritance far better than a simple direct gift.

What should not be included in a will

There is another version of poor beneficiary planning: putting the wrong things in the will in the first place. When

clients ask, "What should not be included in a will?" | highlight several categories.

First, anything that already passes by beneficiary designation or joint ownership usually does not belong as a
specific bequest in the will. Listing your 401(k) or life insurance as if the will controls it is misleading and can cause

false expectations.

Second, detailed instructions about medical decisions or end-of-life care do not belong in a will, because the will is

often read only after death. Those wishes go in a health care directive or living will.

Third, some people try to manage day-to-day digital life in the will. Lengthy password lists, for example, do not
belong in a public document that might be filed with a court. A separate, private memorandum and a digital assets

clause in your estate plan work better.

Finally, putting vague moral requests in a will, such as "l want my children to get along and share everything

equally," without clear, enforceable terms can fuel more conflict than it prevents.

The 5 by 5 rule in estate planning

The "5 by 5 rule in estate planning" usually refers to a common withdrawal power in certain irrevocable trusts.
Under this rule, a beneficiary is given the power, each year, to withdraw the greater of 5,000 dollars or 5 percent

of the trust principal.

This is often used in "Crummey" trusts or other structures designed to qualify contributions as present interest

gifts for tax purposes while still keeping assets in trust. It sounds technical, and it is, but its effect is concrete.

If you are a beneficiary with a 5 by 5 power, you have a modest annual access right. If you are the person creating
the trust, you are balancing tax goals against giving beneficiaries some measure of direct control. If the beneficiary

does not exercise the right each year, the power lapses, and the remaining assets stay in trust.

The tradeoff: too much withdrawal power can bring assets back into someone’s taxable estate or expose them to
creditors. Too little access can make a trust feel restrictive and invite resentment. The 5 by 5 rule is a middle path,

but it needs to be tailored and explained so family members know what to expect.



Irrevocable trusts: when they actually make sense

Online advice sometimes makes it sound like everyone needs an irrevocable trust. That is simply not true. In many

ordinary situations, a revocable living trust paired with good beneficiary planning covers the main goals.

When people ask, "What are the only three reasons you should have an irrevocable trust?" | usually reframe the

question. There are more than three, but most uses cluster around three themes:

Asset protection from future creditors or long-term care costs, significant tax planning for larger estates or special

assets, and structured support for vulnerable beneficiaries, such as those with disabilities or severe financial issues.

Along with the potential benefits come real costs. An irrevocable trust means you are, by design, giving up some
control. You usually cannot take assets back. You typically cannot freely change terms after the fact. You might
trigger gift tax reporting obligations. If something is drafted poorly, it can lock your family into a rigid structure

that no longer fits life as it unfolds.

That is why the question, "What is the downside of putting your house in an irrevocable trust?" Deserves at least
as much attention as any discussion of advantages. If an attorney glosses over the loss of control, possible

lookback complications, or family dynamics, you should keep asking questions.

Gifting to children: cash, houses, and timing

Another recurring topic is lifetime gifting. Parents wonder, "What is the best way to gift money to an adult child?"

Or how to help a child buy a house without tripping over tax rules or jeopardizing their own security.

From a pure tax perspective, the annual gift tax exclusion allows you to give a certain amount per person per year
without filing a gift tax return. Larger gifts often simply reduce your lifetime exemption; federal gift tax is rarely

actually paid by most families. But the tax angle is only part of the story.

The more interesting questions are personal. Do you trust your child’s financial maturity? Are you creating
dependency or resentment among siblings? Would you be better off helping with education or a down payment

rather than handing over unrestricted cash?

With real estate, lifetime transfers can also trigger property tax consequences, capital gains issues, and, in some
states, affect future Medicaid eligibility. A gift now may save probate later but cost far more in lost step-up in basis
for capital gains if the property is later sold. For many families, carefully structured trust ownership, with the house

passing at death rather than by lifetime gift, is more tax efficient.

This is where professional judgment matters. A responsible attorney will slow the conversation down, run numbers
where needed, and make sure that a generosity impulse does not unintentionally damage your own retirement or

your child’s long-term position.

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

People are understandably cautious about legal fees. "How much does it cost to have an estate planning

attorney?" Is usually one of the first questions, even if it is not the first one spoken aloud.

Costs vary based on region, complexity, and the attorney’s experience. A simple will and basic powers of attorney
might cost a few hundred to a couple of thousand dollars. A comprehensive estate plan with revocable trusts,
detailed tax planning, and custom provisions may run several thousand. Complex irrevocable trust structures,

business succession planning, or Medicaid planning can be more.



The better question is often: what is the cost of not having a coherent plan? | have watched families spend many
times the cost of a solid estate plan on avoidable probate disputes, nursing home spend-downs that good

planning could have softened, or tax consequences that were never explained.

If you are evaluating attorneys, a useful short checklist of questions might include:
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1. What percentage of your practice is dedicated to estate and elder law, including Medicaid planning?

2. Do you quote flat fees for typical estate plans, and what is included?

3. How do you help me coordinate beneficiary designations and account titles with the documents you draft?
4. Will you still be available to my family when something happens, and how will your fees work then?

5. How often do you recommend clients review and update their plans, and what does that process look like?

You are not just buying documents. You are paying for judgment, experience, and a relationship that should last

through major life changes.

The myth of the perfect loophole

Many of the phrases in this area of law, such as "Medicaid loophole" or "7-year rule for trusts," suggest that there

is @ magic structure that solves everything with no cost. That is not how real planning works.
You always trade something for something:

You might trade control for protection in an irrevocable trust. You might trade simplicity for flexibility in a
multi-trust plan. You might trade a little tax efficiency for more family harmony by choosing a simpler distribution
pattern. You might trade the ability to change your mind later for stronger protection in the face of possible

Iong—term care costs.



The goal is not perfection. It is a thoughtful balance that reflects who you are, who your family members are, and

what worries keep you up at night.

If you remember nothing else about the 5-year rule, the 7-year rule, and lookbacks, remember this: time is your

ally if you start early, and your enemy if you wait. The earlier you talk with a qualified estate planning attorney, the

more options you will have, and the more carefully you can manage the tradeoffs.

Estate planning is not a one-time transaction. It is an ongoing conversation with your future self and your family,

translated into documents and decisions that the law will respect when it matters most.
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