
TOD, JTWROS- what do these obscure acronyms signify?

They are shorthand for  t ransfer  on death and joint  tenancy with r ight  of

survivorship –  two designat ions that  permit  automat ic t ransfer  of  bank or

investment accounts f rom a deceased spouse to a surviv ing spouse .1

This automat ic t ransfer  of  assets ref lects a legal  tenet cal led the r ight  of

survivorship –  the idea that  the surviv ing partner should be the defaul t

benef ic iary of  the account .  In  some states ,  a  TOD or JTWROS benef ic iary

designat ion is  even al lowed for  real  property.2

When an account or  asset  has a TOD or JTWROS designat ion ,  the r ight  of

survivorship precedes any benef ic iary designat ions made in a wi l l  or

t rust .3

There are advantages to having TOD and JTWROS accounts –  and

disadvantages as wel l .

TOD & JTWROS accounts usually avoid probate.

As TOD and JTWROS benef ic iary designat ions def ine a direct  route for

account t ransfer,  there is  rarely any need for  such assets to be probated .

The involved f inancial  inst i tut ion has a contractual  requirement (per the

TOD or JTWROS designat ion )  to pay the balance of  the account funds to

the surviv ing partner.4

The Importance of
TOD & JTWROS
Designations

A convenient  move that  could ward of f  probate on 

your accounts .
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In  unusual  instances ,  an except ion may apply :  i f  the deceased account

owner has out l ived the designated TOD benef ic iary or  benef ic iar ies ,  then

the account faces probate .5

What happens i f  both owners of  a JTWROS account pass away at  the same

time?  In  such cases ,  a  TOD designat ion appl ies ( for  any named cont ingent

benef ic iary ) .4

To be technical ly  c lear,  t ransfer  on death s igni f ies a route of  asset

transfer,  whi le jo int  tenancy with r ight  of  survivorship s igni f ies a form of

asset  ownership .  In  a var iat ion on JTWROS cal led tenants by ent i rety,  both

spouses are legal ly  deemed as equal  owners of  the asset  or  account whi le

l iv ing ,  wi th the asset  or  account eventual ly  t ransferr ing to the longer - l iv ing

spouse .4

Does a TOD or JTWROS designation remove an account
from your taxable estate?

No .  A TOD or JTWROS designat ion makes those assets non -probate

assets ,  and that  may save your executor a l i t t le money and t ime –  but  i t

doesn ’ t  take them out of  your gross taxable estate .

In  fact ,  100%  of  the value of  an account with a TOD benef ic iary

designat ion wi l l  be included in your taxable estate .  I t  var ies for  accounts

t i t led as JTWROS .  I f  you hold the t i t le to a JTWROS account with your

spouse ,  50%  of  i ts  value wi l l  be included in your taxable estate .  I f  i t  is

t i t led as JTWROS with someone besides your spouse ,  the ent i re value of

the account may go into your taxable estate ,  unless the other owner has

made contr ibut ions to the account .6

How about capital gains?

JTWROS accounts in common law states typical ly  get  a 50%  s tep -up in

basis upon the death of  one owner.  In  community property states ,  the

step -up is  100%.6

Could gift tax become a concern?

Yes ,  i f  the other owner of  a JTWROS account is  not  your spouse .  I f  you

change the t i t le on an account to permit  JTWROS ,  you are giv ing away a

percentage of  your assets ;  the non -spouse receives a gi f t  f rom you .  I f  the

amount of  the gi f t  exceeds the annual  gi f t  tax exclusion ,  you wi l l  need to

f i le a gi f t  tax return for  that  year.  I f  you ret i t le the account in the future ,  so

that  you are again the sole owner,  that  const i tutes a gi f t  to you on behal f

of  the former co -owner ;  they wi l l  need to f i le  a gi f t  tax return i f  the amount

of  the gi f t  tops the annual  exclusion .6
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TOD & JTWROS designations are designed to make
account transfer easy.

They s impl i fy  an element of  estate strategy.

TOD or JTWROS accounts are not cheap substitutes for
wills or trusts.

I f  you have mult ip le chi ldren and name one of  them as the TOD benef ic iary

of  an account ,  that  chi ld wi l l  get  the ent i re account balance ,  and the other

kids wi l l  get  nothing .  The TOD benef ic iary can of  course divvy up those

assets equal ly  among s ibl ings ,  but  in doing so ,  that  TOD benef ic iary may

run afoul  of  the year ly  gi f t  tax exclusion .6

As you create your estate, respect the power of TOD &
JTWROS designations.

Since they overr ide any benef ic iary designat ions made in wi l ls  and trusts ,

you want to double -check any wi l l  and trust (s )  you have ,  to make sure that

you aren ’ t  sending conf l ict ing messages to your heirs .6  

That aside ,  TOD &  JTWROS designat ions can represent a convenient  way

to arrange the smooth ,  order ly  t ransfer  of  account balances when or iginal

account owners pass away.
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