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Introduction

Writing a book of this magnitude requires a tremendous amount of time and emotional energy. I agreed to take on this project only under the condition that I could convince one of the country’s best legal minds to join me as a that I could convince one of the country’s best legal minds to join me as a coauthor. To my great delight, Harold Apolinsky agreed to my proposal. Harold is one of the country’s most respected estate tax lawyers. He testified before Congress and spent innumerable hours in Washington lobbying influential senators and representatives. He served as general counsel for the American Family Business Institute. The American Family Business Institute is the premiere trade association educating members of Congress on the need for major reform of the estate tax. Dick Patten serves as the president and CEO of the American Family Business Institute in Washington, D.C. Carrie Simms serves as executive director (and is available to answer any questions). For more information, please visit www.nodeathtax.org. I am also delighted that Harold convinced his protégé, Craig Stephens to also coauthor this book. Craig is both highly intelligent and resourceful and has been a pleasure to work with on this project.

I own a fee-only wealth management firm serving a nationwide clientele, Harold is the senior tax and estate planning member in one of Alabama’s largest law firms along with Craig Stephens, who is a partner in the same law firm. Together, we have had the opportunity to work with many affluent individuals throughout the United States. The common characteristic that we find among them is that they take pride in both their financial success and in their ability to handle their finances. But this book was not written just for the affluent but for the many people who want to become affluent.

What does it take? Although you may already have accumulated a sizable estate and feel comfortable handling your investments, chances are you haven’t paid sufficient attention to estate planning. This is the reason we wanted to write this book. The purpose of J.K. Lasser’s New Rules for Estate and Tax Planning is to make certain that you have taken steps to make sure your estate is in order and that you have a specific strategy in place. Whether you are just getting your financial feet on the ground or you are a millionaire several times over, this book offers valuable strategies you can use today and in the future.

As you read this book, we encourage you to keep your parents’ situation in mind because some of the more advanced strategies may be more appropriate for them than for yourself. You may want to discuss these issues with them or lend this book to them. After all, you should all share the goal of maximizing the amount of money that you can transfer to your heirs and charitable organizations.

The book begins with an overview of the most important aspects of the. You will be able to use this chapter as a reference tool for reviewing significant estate and income tax laws affecting you.

Next, you will need to assess the adequacy of your current estate plan. What is the value of your total estate? You will learn how to determine your estate net worth. This is vital because knowing its value will let you define the resources available to your family to provide for their income needs should you die prematurely. You will also be able to determine approximately how much in estate taxes your heirs might owe.

It is also important to assess whether you are on track toward retirement—are you accumulating enough investment assets to provide you with a worry-free retirement? Studies indicate that the average working American is saving less than one-third of what he or she needs to have enough assets to maintain the same lifestyle during retirement. In many cases, this shortfall will be made up from inheritances. If you find out that you’re lagging behind, this book will help you figure out how much you need to be investing to get on track, and you’ll learn how to devise an appropriate investment plan.

Another key aspect of estate planning is, of course, having a will. Research indicates that as many as 80 percent of adult Americans don’t have either a will or their will is out-of-date. If you fall into this group, you should stop procrastinating. It really does matter if you die without a will! We’ll outline the perils of dying without one. The resulting chaos will surprise you. You’ll learn how to prepare yourself so that you can minimize the time and expense of working with an attorney.

The use of trusts is a vital part of most estate plans. You can use them to protect your children from themselves, to protect you from possible future creditors, or to save on income and estate taxes. These are powerful weapons  in the war to protect your assets for yourself as well as future heirs. It is our experience that many people carry large amounts of life insurance, including their employer’s group life. Utilizing some type of trust is often an invaluable estate planning tool. You’ll learn about the irrevocable life insurance trust, living trust, and other types of trusts.

Many of you face the difficult task of funding your children’s education. You’ll learn how to effectively use qualified tuition plans and education individual retirement accounts as well as custodial accounts and minors’ trusts. You’ll also learn about how grandparents can be willing partners in assisting with your children’s educational expenses.

If you are interested in providing financial support to a religious organization, an educational institution, or a favorite charity, you’ll gain insights on the best ways to maximize the effectiveness of your donations. Often, gifts to tax-exempt organizations can solve a financial dilemma such as how to convert low-basis non-income-producing property into income-producing property while avoiding a large tax bill.

Once you have accumulated enough assets for your retirement years, you may want to shift your focus to transfer strategies for your children and other heirs. To heirs we’ll outline strategies that will allow you to transfer significant wealth at a fraction of its market value while maintaining control of your property.

People who own a family business or farm often face a perilous future; this is especially worrisome because many of these individuals desperately want to ensure that the business or farm remains in the family so that it can be continued by future generations of family members. Obstacles to this goal include estate taxes and lack of liquidity. The solution is a well-developed transition plan, which is also fully explained in this book.

In today’s litigious society, many people fear the threat of a lawsuit that results in financial ruin. Feeling helpless, we may cross our fingers and hope it does not happen to us. A preferable approach is to be proactive. If you consider yourself a likely target, you can do many things to protect your assets. Some solutions are as simple as transferring assets to a spouse who is less at risk. Other resolutions include the use of trusts, family limited partnerships, and even more exotic options such as domestic or foreign asset protection trusts.

As you develop and implement your estate plan, you’ll almost certainly need the assistance of a qualified professional. Finding the right person, someone who is truly qualified, can be a daunting task. It is one of the reasons many people fail to establish their estate plan. To help this process your coauthors will gladly help you find an advisor to assist you with your needs. In this appendix are tips on how to get the most out of your advisors while minimizing their fees.

As Americans, our limitations are constrained only by our own imagination, our willingness to take time to develop an appropriate strategy, and the self-discipline to execute our game plan. Picking up this book is an essential first step. Carefully reading it and implementing the strategies most appropriate to your situation will enable you to take a giant leap toward taking charge of your financial destiny. May God smile on your journey.

 

Stewart H. Welch III, CFP®, AEP




CHAPTER 1

Congress Plays ‘The Guessing Game’ with the Estate Tax Laws

The law signed on June 7, 2001, by President George W. Bush—the Economic Growth and Tax Relief Reconciliation Act of 2001 (Tax Relief Act-2001)—remains the largest tax cut in over 20 years and significantly reduced or eliminated death taxes for millions of American’s while substantially increasing the allowed contributions to various retirement plans.

Unfortunately, the Tax Relief Act-2001 has a sunset provision, which means that unless Congress extends this tax law, or makes it permanent, it will revert back to the old law on January 1, 2011. In fact, the Tax Relief Act-2001 provided for the elimination of estate taxes altogether beginning January 1, 2010. Obviously, Congress has no intention of allowing this to happen but their preoccupation with passing healthcare reform distracted them from focusing on estate tax law changes.




Cautionary Note 

Prior to the 2009 trillion dollar-plus deficit, both Democrats and Republicans had arrived at a consensus opinion that the estate tax exemption (the size estate you can own before you are subject to death taxes) should be set at $3.5 million dollars and then indexed for inflation. The combination of focusing on passing healthcare reform and the almost incomprehensible rising national debt has now left the final decisions regarding new estate tax rules up in the air. In preparing this updated book revision, the author’s chose optimism and we have therefore assumed that Congress will settle on a $3.5 million exemption. So, as  you review our examples throughout this book, note that we are using $3.5 million as the size estate you can own before your estate is subject to death taxes.

As of the date of this book revision (October 2009), we expect Congress to react within a range of possibilities:• Before the end of 2009, Congress will likely extend the current estate tax exemption for one year. Meaning that for 2010, the estate tax exemption will remain $3.5 million. We believe there is no chance they will do nothing and allow estate taxes to be zero (as scheduled under the current law). What if Donald and Melania Trump died? Instead of receiving billions in death taxes, the federal government would receive nothing! And think of all the wealthy people who are in hospitals on life support. Avoiding millions in estate taxes would give a whole new meaning to ‘Pull the Plug’!
• Extending the 2009 estate tax limits will buy Congress time to focus on this issue, which will likely be one of the top campaign issues of the 2010 mid-term elections. Politicians running for re-election are likely to feel the pressure of cross-currents of voting in favor of a law that helps the rich avoid taxes (i.e. keeping the estate tax exemption at $3.5 million) versus doing nothing and allowing the current law to ‘sunset’ on December 31, 2010, which will cause millions of middle-class Americans to be subject to death taxes. The result would be that anyone dying with an estate exceeding $1 million, could be subject to death taxes as high as 55% on the excess. Many middle-class families who own a home and have adequate life insurance will quickly become subject to death taxes.



Whatever Congress finally decides, we’ll keep you well informed. For the most up-to-date details on estate tax law changes, go to www.jklasser.com.




Retirement Savings and Pension Reform 

Tax Relief Act-2001 provided for significant increases in contribution limits to various types of retirement plans. Below are current provisions and contribution limits for some of the more common retirement plans.


Traditional Individual Retirement Accounts and Roth Individual Retirement Accounts 

Qualifying taxpayers can deduct $5,000 annually for Traditional IRAs. If you are age 50 or older, the law provides for a catch-up provision, allowing additional contributions of up to $1,000 per year. The purpose of the catch-up provision is to allow individuals to make up for missed retirement savings opportunities earlier in life. Table 1.1 illustrates the contribution limits for 2010.

TABLE 1.1 Traditional IRA and Roth IRA Contribution Limits



	Year 	Maximum Contribution under Age 50 	Additional Contribution under Catch-up Provision1 
	2010 	$5,000 	$1,000 (catch-up) 
	1 For eligible individuals age 50 and older. 


Unfortunately, income-based eligibility apply to both the Traditional IRA and the Roth IRA. For a refresher on these rules, review Table 1.2. Also, don’t forget that alimony is considered earned income for the purpose of eligibility for contributions to both the Traditional IRA and the Roth IRA.


Employer-Provided Retirement Plans 

The Tax Relief Act-2001 provided significant expansion of allowable contributions and rules to employer provided retirement plans. The types of plans covered include: 401(k), 403(b), SIMPLE (Savings Incentive Match Plan for Employees), and 457 plans. Table 1.3 provides a summary of the contribution limitations for these type of plans.

If you are age 50 or older you have an opportunity to contribute even more to these plans based on catch-up provisions. Table 1.4 illustrates your maximum contribution limits.

Eligible retirement plans offer employees the ability to make voluntary contributions into a separate account for their Traditional IRA and Roth IRA. We expect this to remain a popular feature, but a word of caution is in order. The primary advantage of this feature is that your contributions are made through payroll deduction. The disadvantage is that you will likely be limited to the investment choices currently available through your plan. Contrast this with your ability to open your IRA, for example, through a discount broker such as Charles Schwab and Company, where you would have access to over 5,000 mutual funds as well as individual stocks, bonds, and so forth. Generally, theTABLE 1.2 Expected Adjusted Gross Income (AGI) Limitations for Deductible Contributions for 2010



		Traditional IRA 	Roth IRA 
	Single 	$55,000-$65,000 	$105,000-$120,000 
	Head of Household 	$55,000-$65,000 	$105,000-$120,000 
	Married-Filing Separately 	$0-$10,000 	$0-$10,000 
	Married-Filing Jointly 	$89,000-$109,000 	$166,000-$176,000 
	Non-working Spouse1 	$156,000-$176,000 	$166,000-$176,000 
	1 This AGI phase-out of deductibility limitations apply to nonworking spouses whose working spouse is an active participant in an employer-sponsored retirement plan. 


TABLE 1.3 Expected Contribution Limitations for Certain Contributory Retirement Plans for 2010



	Year 	401(k); 403(b) Plans 	SIMPLE Plans 	457 Plans 
	2010 	$16,500 	$15,000 	$16,500 


better choice will be to maintain control of your IRA outside of your company’s retirement plan.

The Tax Relief Act-2001 provided additional incentives for low-income taxpayers to contribute to their retirement plan [401(k), 403(b), 457(b), Traditional IRA, or Roth IRA] by providing tax credits for contributions, but the Pension Protection Act of 2006 made it permanent. For those who are eligible, this is an excellent opportunity to get Uncle Sam to pay a portion of your retirement plan contribution. This credit would be claimed on the individual’s tax return. Table 1.5 outlines how the tax credit works.

An interesting option provided under the Tax Relief Act-2001 permits employers to add a feature that allows employees to elect Roth status for all or part of their contributions to their employer’s 401(k) or 403(b) plan. This means that your contribution would be includable as income, but future distributions would be tax-free.

The Tax Relief Act-2001 raised the ceiling on the total dollar contributions for profit-sharing plans, money purchase pension plans, and contributory plans such as the 401(k). For 2009 and 2010, the limit is $49,000. Future years contribution limits are indexed for inflation.




Marginal Tax Rates 

The Tax Relief Act-2001 increased the number of tax brackets from five to six by introducing a 10 percent tax bracket to replace a portion of the current 15 percent bracket. The law then reduced the 28, 31, 36, and 39.6 percent brackets over six years to 25, 28, 33, and 35 percent, respectively. The Obama Administration has pledged no new taxes on middle-class Americans while promising greater tax relief for poor Americans. Clearly, the government will need additional tax dollars to tackle an $11 trillion national debt that continues to rise at an alarming rate. If, as the Obama Administration promises, that tax burden will be born only by families with incomes exceeding $250,000 it’s hard to imagine how this small group of taxpayers can pay enough taxes to adequately address the problem. Our best guess is higher tax rates on a broader base of taxpayers. See Table 1.6 for a complete review of the schedule for joint and single tax filers.

TABLE 1.4 The “Catch-up” Provisions: Retirement Plan Contribution Limits for Plan Participants Age 50 and Older (amounts described include base contribution, plus “catch up” contribution)



	Year 	401(k); 403(b); 457(b) Plans 	SIMPLE Plans 
	2009 	$22,000 	$14,000 
	2010 	Indexed1 	Indexed1 
	1Indexing is based on allowable contributions excluding any catch-up contributions. See Table 1.3. 


 TABLE 1.5 Tax Credit for Low-Income Taxpayers Contributing to a 401(k), 403(b), 457(b), Traditional IRA, or Roth IRA

[image: 002]

Although the Jobs and Growth Act-2003 accelerated the income tax marginal rate reductions, all of the rate reductions are subject to the Tax Relief Act-2001 sunset provision, which would return the rates to 15, 28, 31, 36, and 39.6 percent after 2010 unless Congress takes some affirmative action.

TABLE 1.6 Schedule of Reduction of Individual Income Tax Rates (bracket cut-off amounts could slightly change in 2010)

[image: 003]

Tip

Use these lower rates as an opportunity to increase your contributions to your company’s retirement plan. When it’s time to retire, you’ll be glad to have the additional money in your account.





Education Funding Incentives 

Saving and paying for educational costs became a lot easier under the Tax Relief Act-2001. The act made significant modifications to both Education IRAs and Section 529 plans. What follows is an overview of both plans.


Education IRA 

Under prior law, you could make a nondeductible contribution of up to $500 per year to an Education IRA, more commonly known as Coverdell Education Savings Accounts. Your earnings grew tax-free and the distributions, when used for qualified educational expenses, were taxed at the student beneficiary’s tax bracket. While this Education IRA was beneficial, it was only a partial solution to the problem of funding today’s education costs.

With the passage of the Tax Relief Act-2001, Congress took a giant step toward providing real assistance in reducing the costs of education. The most significant provisions included the following:• Increased the contribution limits from $500 per year to $2,000 per year.
• Provided that distributions, when used to pay for qualified education expenses, would be tax-free.
• Allowed tax-free withdrawals for elementary (including kindergarten) and secondary public, private, and religious school tuition and expenses.
• Included tuition, room and board, tutoring, uniforms, extended day program costs, computer technology hardware and software, Internet access, and special needs services for special needs beneficiary as qualifying expenses.
• Allowed HOPE Scholarship Credit and Lifetime Learning Credit for other expenses.
• Extended the time in which the contribution can be made to April 15 of the following tax year.
• Your ability to contribute to an Education IRA is phased out above certain income levels. The Tax Relief Act-2001 increased the phase-out range for joint filers with adjusted gross income (AGI) of $190,000-$220,000. The phase-out range for single tax filers is AGI of $95,000-$110,000, the same as the prior law. 
• Repealed the excise tax when a contribution to an Education IRA is made in the same year as a contribution to a qualified tuition plan for the same beneficiary.



This enhanced Education IRA provided—and still provides—significant incentives to prefund education expenses. However, the $2,000 contribution amount is scheduled to drop to $500 after 2010. Unless the law is changed before that time, it is expected that Education IRAs will be a less attractive way to save for college expenses.

Tip

If you would like to make a contribution to an Education IRA for your child but does not qualify because your AGI is too high, consider having your child contribute to his or her own account. Unlike other IRAs, a person does not have to have earned income to contribute to an Education IRA nor is there a minimum age requirement.



Section 529 Plans 

Section 529 plans (also referred to as qualified tuition plans) received a dramatic boost under the Tax Relief Act-2001. Because of the importance of these programs in both funding the costs of higher education and estate planning, they will be covered in detail in this section.


WHAT IS A SECTION 529 PLAN? 

A Section 529 plan is a program that allows individuals to (1) purchase tuition credits or certificates on behalf of a designated beneficiary, entitling the beneficiary to a waiver or payment of the beneficiary’s higher education expenses; or (2) make contributions to an account that is established for the sole purpose of meeting qualified higher education expenses of the designated beneficiary of the account.


PLAN CONTRIBUTIONS 

A Section 529 plan may only accept contributions in the form of cash and not in property. However, a Section 529 plan may accept payment by check, money order, credit card, or other similar methods.

There are no limits as to the amount of money that can be contributed to a Section 529 plan (unless limited by the plan sponsor); however, there are penalties for distributions not used for qualified education expenses. Most important, unlike the Education IRA, there are no income phase-out rules that prevent high-income taxpayers from contributing to a Section 529 plan.


TAX-FREE GROWTH 

Earnings in a Section 529 plan grow tax deferred until distributions are made, at which time the distributions are tax-free if used to pay qualified education expenses. For example, suppose you and your spouse contributed $100,000 to a Section 529 plan on behalf of a one-year-old grandchild. This $100,000 would grow tax-free until such time as it is distributed for higher education expenses, presumably beginning at the child’s age 18. If your plan sponsor averaged a 9 percent return, the account value would exceed $400,000 by the time you are ready to begin drawing funds for your grandchild’s college. When the funds are then used to pay for qualified education expenses, there will be no income taxes due on those distributions. Qualified higher education expenses include tuition, books, supplies, equipment, fees, expenses for special needs services, and room and board (within certain limits). The amount of qualified higher education expenses is reduced by scholarships and amounts paid by the beneficiary or others that qualify for the HOPE Scholarship or Lifetime Learning Credits.

Tip

If you are currently using a Uniform Gift to Minors Account (UGMA) or a Uniform Transfer to Minors Account (UTMA) as a funding vehicle for your child’s education, consider the Section 529 plan or an Education IRA instead. By doing so, you’ll not only avoid current taxation on earnings (remember the so-called kiddie tax?), but distributions used for education expenses will be tax-free.



PENALTIES ON NONQUALIFIED DISTRIBUTIONS 

If distributions from a Section 529 plan are not used for qualified education expenses, a 10 percent penalty is imposed on the recipient of the funds. In addition, the earnings portion of the distribution is subject to ordinary income taxes. Usually, the tax will be triggered when distributions exceed the educational expenses of the designated beneficiary. According to some states’ plans, any funds not distributed prior to the beneficiary attaining the age of 30 will be deemed a nonqualifying distribution (some exceptions apply for a special needs beneficiary). Exceptions to this penalty apply for payments made due to the beneficiary’s death, disability, or receipt of a scholarship.


INVESTMENT OPTIONS 

One potential downside of Section 529 plans is that you are unable to direct the investments of the plan. The investment accounts are operated as blind pools where you have no input over specific investment decisions. Most plan sponsors do, however, indicate the general investment approach they use. Often, contributors have the ability to select from a variety of investment strategies, with some Section 529 plans offering as many as 10 options. An important feature  added under the Tax Relief Act-2001 is the ability to switch from one state-sponsored program to another every 12 months. This significantly increases your ability to change your broad investment strategy to meet your particular needs.


GIFT TAX CONSEQUENCES 

A contribution to a Section 529 plan is considered a completed gift from the account owner to the designated beneficiary at the time of the contribution and is thus eligible for the annual gift tax exclusion (currently $13,000 or $26,000 in the case of a joint gift by spouses). If the contribution exceeds the annual gift tax exclusion, the amount not exceeding five times the current annual exclusion may be applied pro rata to annual exclusions over five years.

For example, you could make an initial contribution of $65,000 for each designated beneficiary without incurring gift tax liability for the contribution. The $65,000 contribution would be treated as if you made a $13,000 contribution in each of the next five years. Note that this presumes that no other gifts are made to the beneficiary during this five-year period. Any additional gifts would be subject to gift taxes. However, because the annual exclusion amount is indexed for inflation, this amount could increase in future years. Married couples can join together in making gifts, thus increasing the potential contribution to $130,000 without incurring gift taxes.


ESTATE TAX CONSEQUENCES 

Even though the donor retains the right to change the designated beneficiary (to another member of the donor’s family) and to receive distributions from the account if no other person is designated, funds invested in the Section 529 plan are not included in the donor’s gross estate unless the funds are in fact returned to the donor. Thus, once you contribute an amount to a Section 529 plan, that amount is out of your estate(s), as is the future appreciation on that amount. However, if a contribution exceeding the annual exclusion is applied pro rata to the annual exclusion over five years but the donor dies before the fifth year, that portion of the contribution that has not yet been applied to the annual exclusion for the years following the donor’s death will be included in the donor’s estate.

For example, suppose Mr. Leonard contributes $65,000 to a Section 529 plan and elects to have this applied pro rata over the next five years to the annual exclusion. Furthermore, assume Mr. Leonard passes away in the fourth year following the contribution. The amount of the annual exclusion to be applied in the fifth year ($13,000) would be brought back into Mr. Leonard’s estate.


COORDINATION WITH THE HOPE SCHOLARSHIP AND LIFETIME LEARNING CREDITS 

Taxpayers will be able to use HOPE Scholarship and Lifetime Learning Credits during the same year distributions are taken for a Section 529 plan as long as the monies are used for different qualified education expenses. In other words,  you cannot claim the HOPE Scholarship Credit for room and board and then use Section 529 funds to pay for room and board.

Tip

Creditor Protection for Section 529 Plans?

Funds held in a Section 529 plan may be subject to the claims of creditors and divorce proceedings. Typically, state law will prevail. If you are concerned about creditor protection, consider using a Section 529 plan sponsored by a state that has strong creditor protection laws.



For more information on Section 529 plans go to the Resource Center at  www.welchgroup.com; then click on ‘Links’.


SOME FINAL THOUGHTS ON SECTION 529 PLANS 

Note that under the Section 529 plan, you are able to change your beneficiary. This is important because one child may choose not to attend college or may attend a relatively inexpensive college while another child may attend a very expensive college. A Section 529 plan allows you to move your funds around as needed. The Tax Relief Act-2001 included “cousins” in the definition of family member. However, be sure to check the applicable plan’s rules and restrictions for changing beneficiaries.


Tax Relief Act-2001—Miscellaneous Provisions Relating to Education 

Several other provisions of the Tax Relief Act-2001 are worth noting:• Employers are now allowed to offer education assistance programs providing up to $5,250 per year for an employee. The payment is deductible by the employer and not includable in the income of the employee. Undergraduate and graduate courses qualify, and the courses do not have to be related to the employee’s job-related field.
• The new law loosened the requirements for deductibility of student loan interest.



The Jobs and Growth Act-2003 provided significant capital gains tax relief. The law immediately dropped the maximum net capital gains rate by 5 percentage points from 20 percent to 15 percent. The 10 percent capital gains rate for lower-income taxpayers fell to 5 percent. The lower rates are expected to continue through December 31, 2010, at which time the ‘sunset’ provision of the Tax Act-2001 provides for capital gains taxes to revert back to 20%.

Tip

Review all assets where you have a long-term capital gain to determine if it is advisable to sell before the current capital gains tax (15% federal) reverts back to the old capital gains tax rate of 20% (January 1, 2011).


The Jobs and Growth Act-2003 also provided significant tax relief for certain dividends from domestic or qualified foreign corporations. Such dividends received are now taxed at a 15 percent rate. This special rate terminates on December 31, 2010, and the pre-Jobs and Growth Tax Act rates return in January of 2011. A tax advisor should be consulted to determine whether a dividend qualifies for the lower tax treatment.




Business and Corporate Tax Relief 

The Jobs and Growth Act-2003 provided certain business and corporate tax relief. For business property placed in service in 2009, the business taxpayer can immediately deduct (rather than depreciate) up to $250,000 in qualified property placed in service for the year under Section 179 of the Internal Revenue Code.

For certain new property (instead of used property that may be new to the business), there may be an available 50 percent bonus depreciation depending on the type of property involved. This deduction is scheduled to end after 2009, except for certain property, which will remain eligible until the end of 2010.




Estate, Gift, and Generation-Skipping Transfers 

The Tax Relief Act-2001 provides some relief from the death tax imposed on estates of individuals who have paid taxes their entire lives. Although the estate and generation-skipping taxes are repealed in 2010, the repeal is not permanent. This uncertainty creates planning problems that we will address in this book. To accentuate the problem the new law presents for planners, see if you can answer the question in the next box.

Under the Tax Relief Act-2001, what amount of federal estate tax will be owed on an estate of $5,000,000? a. $675,000 b. $0 c. $2,045,000



TABLE 1.7 Potential Estate (Death) Tax Savings under Tax Relief Act-2001 as Compared to Death in 2011
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Give up? The answer is that all three answers are correct! The first answer,  a, is correct if you die in 2010 (assuming the $3.5 million exemption is extended by Congress); b is correct if you die in 2010 (the estate tax is repealed for one  year!); and c is correct if you die in 2011. We hope you are beginning to see the importance of carefully developing your estate plan.

Please don’t misunderstand. The Tax Relief Act-2001 does provide potentially significant tax relief, assuming that death occurs prior to January 1, 2011.  Table 1.7 illustrates the estate tax savings under current law versus what taxes will be if the current law reverts to prior law on January 1, 2011 under the sunset provision.

Following is a list of select provisions that could affect your estate planning:• The tax law lowered the maximum estate, gift, and generation-skipping tax rates, and it raised the amount of assets that are not subject to estate taxes (applicable exclusion amount). Table 1.8 outlines the applicable exclusion amount and the estate tax rates based on current law as of October 2009.
• Although the new tax law repealed the estate and generation-skipping taxes in 2010, the gift tax will remain in effect with a $1,000,000 unified credit effective exemption amount unless Congress changes the law. The highest gift tax rate will equal the highest income tax rate then in effect. As a result, family gifting plans may need to be adjusted.



TABLE 1.8 Tax Relief Act-2001 Applicable Exclusion Amount



	Year 	Applicable Exclusion Amount 	Maximum Estate Tax Rate (%) 
	2009 	$3,500,000 	45 
	20101 	Estate tax repealed 	0 
	2011 	$1,000,0002 	55 
	1 Congress is likely to extend the 2009 exemption limits through 2010. 
	2 Tax Relief Act-2001 is automatically repealed unless Congress extends the law. 


• Under prior law and under the Tax Relief Act-2001 for calendar years 2005-2009, a decedent’s heirs receive a new tax basis (called a step-up basis) in property received from the decedent equal to the property’s fair market value as of the date of death (or six months after the date of death if elected by the executor). As a result, if the property has appreciated, the heirs can sell the property shortly after the decedent’s death without recognizing taxable gain. Under the Tax Relief Act-2001, for calendar year 2010, heirs will not receive a new tax basis, regardless of when assets were purchased unless Congress takes action. Instead, with limited exceptions, heirs will take the property subject to the decedent’s old tax basis, which could result in the heirs recognizing taxable gain when and if the property is sold. However, due to two exceptions to this new rule, some taxable gain will be avoidable. First, $1,300,000 worth of certain assets can receive a new, fair market value basis. Second, the estate can increase the basis of an additional $3,000,000 worth of certain assets transferred to a surviving spouse. As a result, it is critically important that taxpayers begin compiling accurate records to document the income tax basis of their property. These records will determine future generations’ income tax liability.
• Additionally, accurate tax basis records must be kept beginning in 2010 because a decedent’s personal representative and/or trustee will be required to report detailed information to the Internal Revenue Service (IRS) of transfers at death in excess of $1.3 million and for certain transfers of appreciated property. Noncompliance will result in financial penalties.
• Although the tax law repeals the estate and generation-skipping taxes in 2010, the law also allows the Tax Relief Act-2001 to automatically “sunset” after December 31, 2010. In effect, the tax law repeals the estate tax and the generation-skipping tax for one year—2010. Due to budgetary restrictions, the law allows the estate tax rules, rates, and exemptions in effect prior to passage of the Tax Relief Act-2001 to come back in force in 2011. In 2010, Congress can choose to do nothing and thereby impose a new level of taxes on millions of Americans included the middle-class by allowing the law to revert to pre-Tax Relief-2001 tax law or they can proactively make changes such as fixing the estate exemption amount at $3.5 million.

Table 1.9 provides a summary of the changes under Tax Relief Act-2001.


Estate Planning Issues under the Tax Relief Act-2001 

Because of the uncertainty surrounding the current status of the estate tax laws, everyone with a net worth of more than $1,000,000 should review their estate plan. An approach we favor is for the client to contact one of their professional advisors on the estate planning team, whether the estate planning lawyer, financial planner, life insurance agent, accountant, or trust officer. Authorize that team member to assemble the team in a preliminary meeting to review the listing of the assets and liabilities (financial x-ray), review the current documents, and then meet with the client and the client’s spouse to make team recommendations. This approach maximizes the creative input and communication and often aids in identifying important new alternatives to consider. The financial x-ray would show what assets are titled in the name of each spouse; what, if any, assets are titled in joint names; and, ideally, what assets are in the children’s names.

 TABLE 1.9 Applicable Exclusion amount
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As has been said previously, what will be the estate or death tax is really elective. By making annual gifts during your lifetime, then transferring the maximum tax free amount (applicable exclusion amount) to your children and grandchildren at death, and finally bequesting your remaining estate to a family charitable foundation, your estate tax would be zero.

Here are two areas to focus your attention:1. Does each spouse have the new tax-free amount in his or her separate name? The first and simplest step of estate planning is to obtain two tax-free amounts for the family instead of one. This requires, however, not only the proper words in the documents, but that the first spouse to die have titled in his or her name (not jointly) assets with a fair market value (other than qualified retirement plans or IRAs) equal to the tax-free amount ($3,500,000 in 2009). This step can basically save the family up to $1,400,000 in taxes.
2. The client should also focus on what is currently to be done with the tax-free amount at the client’s death. Will it simply go in trust for the surviving spouse? Will it go in trust for the benefit of the surviving spouse, children, and grandchildren? Will it go outright to children and grandchildren?


In summary, you should take the following three steps as you undertake your estate planning review based on 2010 estate tax laws and the likely alternative changes in 2011:1. Contact your advisor(s) and request a review of your current estate plan in view of the range of changes most likely. Your plan will need to be flexible enough to deal with a variety of possible outcomes.
2. The most prudent assumption for you to make, considering the changes scheduled for 2011, is that the amount of assets that you will be able to pass to nonspousal heirs will be $1,000,000. By providing adequate liquidity under this circumstance, you assure your heirs that you will have adequate resources to pay estate taxes no matter what year you die.
3. Let your voice be heard! Congressional indecisiveness makes it practically impossible to properly plan your estate. Contact your congressional representatives and request resolution to the question mark surrounding the current estate tax law. Go to the Resource Center at www.welchgroup.com; then click on ‘Links’; then click on ‘Congressional Representatives Contact List’.


In this chapter we have provided an overview of both the complications surrounding the current uncertainty regarding estate tax laws as well as actions you should consider taking now. In our next chapter, we will delve deeper into the importance of developing your estate plan.




CHAPTER 2

Estate Planning

You Need It—Here’s Why




What Is Estate Planning? 

Estate planning is the process of controlling your assets, both during your life and after your death, with three primary objectives in mind. First, you want to ensure that your assets will always be sufficient to provide for you and your family’s lifestyle needs. Second, you want to make certain that your assets go to the people and/or organizations of your choosing. Finally, you want to minimize the amount of taxes, fees, and court interference associated with settling your estate. This definition is broad, as well it should be. A properly designed estate plan encompasses the landscape of financial issues.


Investment Planning 

Your investment plan should focus on providing enough assets to meet your retirement needs, the cost of funding your children’s education, and expenses such as financial assistance for elderly parents. It should be designed so that your expected long-term returns will meet your financial objectives. Your risk tolerance should be examined to ensure that your portfolio is not too aggressive for your personality.


Tax Planning 

As you’re managing all your finances, you should pay close attention to tax efficiency. Consider the following question. How can you best use tax-deferred  or tax-free investment vehicles? Are there ways to accomplish some of your goals by shifting income from yourself to another family member who is in a lower tax bracket? Can you make a gift to a charity in such a way that you receive long-term economic benefits? Is it possible to convert ordinary income, which is taxed at your highest tax bracket, to long-term capital gains?


Protecting Your Family 

How long will you live? Of course, you cannot answer this question. Your estate plan should address the possibility of a premature death as well as the possibility that you will live “too long.” Simple solutions to “dying too soon” include the use of life insurance. Issues of “living too long” are often handled through use of trusts, living trusts, a power of attorney, or long-term care insurance.


Protecting Your Assets 

Given our litigious society, if you have accumulated significant assets, your estate plan should include an asset protection plan. You can employ simple strategies such as liability insurance or more exotic strategies such as foreign asset protection trusts.


Carrying out Your Personal Goals and Wishes 

Do you have a deep desire to protect our environment? Have you considered making gifts to your alma mater? Do you have a relative who may need financial support? Outline all your goals and then design your estate plan to carry them out.


Gathering and Drafting Appropriate Documents 

A vital part of your estate plan will consist of developing appropriate legal documents to ensure that your wishes are carried out. The most basic of the documents will be your will. Other documents include deeds, mortgages, and trusts and property titles. Part of your estate plan should include gathering and organizing all vital documents. This has two important advantages. First, your documents will be easy for you to locate and retrieve when they need to be reviewed. Second, your survivors won’t have to search for documents needed to settle your estate after your death. Believe us, your loved ones will think kindly of you for having done this for them.

As you can see, estate planning consists of much more than simply avoiding taxes. The right planning will not only give you and your family great peace of mind but will also help you accumulate wealth faster and more effectively.




The Benefits of Estate Planning 

Developing your estate plan is perhaps the most important financial step you can take. It creates focus and puts you in charge of many aspects of your finances. Let’s look at the benefits to your immediate family.

If you are single, your estate plan will provide for the orderly transfer of your assets to those people or organizations you specify, thus reducing or eliminating the hassle for those who will assist in settling your estate. If you are married and have children, the issues will usually be more complex, but the benefits of planning will also be more profound. Make certain that your surviving family has immediate access to cash to cover ongoing living expenses while your estate is being settled. Although it may be hard to imagine that this would be a problem, it is not unusual for the courts to freeze assets for weeks or even months while trying to determine the proper disposition of the estate. The surviving spouse is then forced to apply to the court for needed cash to pay current living expenses. You can imagine the additional stress caused by this difficulty.

In your estate plan, you may also want to address issues regarding funding for your children’s education. If you have young children, you may want your surviving spouse to have the option of not being employed so that he or she can devote more attention to your children.

If your spouse lacks knowledge or experience in financial matters, your estate plan should provide for assistance with financial management, such as setting up trusts. Also, your estate plan should consider the consequences of both you and your spouse dying simultaneously. If you have minor children, you will want to select someone to manage your assets for their benefit. You don’t want the court to make this decision for you. In this situation, your estate plan should also address when your children will receive your assets free of trust. When children receive substantial assets before they are mature enough to handle them properly, the results can be devastating.

There was a case involving a child movie star. Because he was a minor, his earnings were held in trust until he was legally an adult (age 18 in his state of residence). We are sure you can imagine what happened when he turned 18. Fast cars and late-night parties consumed a small fortune in less than 24 months. The last time we checked, he was living in a trailer park trying to figure out where he went wrong. Talk about a missed opportunity!

Even more pressing than financial matters is the issue of who will raise your children if you and your spouse die prematurely. Give very careful thought to your choice of a legal guardian. Remember it is this person’s values that are likely to be instilled in your children. In developing your estate plan, you will also want to give consideration to the age and financial condition of a potential guardian. Some guardians may lack the child-rearing skills you feel are necessary. Make sure that your plan does not create an additional financial burden for the guardian.

Do you have a favorite cause, charity, or religious organization? You can use your estate plan to provide financial assistance either during your life or at your death. This is one of the instances in which our government actually provides you with incentives to do so.

During your lifetime and at your death, your estate plan should focus on how best to reduce taxes and expenses. For when you’re alive, the primary focus is on income tax issues. At death, there may also be estate tax issues and administrative fees as well as other expenses to consider. Plan well and you can minimize costs, thus allowing more money to pass to your family.

Your estate plan can also be used to provide assistance and help for members of your extended family. Consider carefully, for example, whether you may need to provide financial support for a parent, sibling, niece, or nephew. If the answer is yes or maybe, there may be solutions that also provide you with tax benefits.

The ultimate benefit of a well-crafted estate plan is that it provides you with a compass for managing your finances. It will lessen not only your own stress but that of your loved ones as well. It is the right thing for you to do, and it’s worth the time, effort, and expense.




The Nightmares of Poor Planning 

All too often, people procrastinate and neglect their estate planning. The results can be devastating. Take a moment to review the following list and determine whether any of the examples could apply to you or your family. If the answer is yes, let this serve as your wake-up call to get started now!

• You are sued, which results in an exceedingly high judgment against you. Your estate plan should include asset protection strategies.
• You become disabled and are unable to handle your finances. Part of an appropriate estate plan includes a power of attorney designating who will take control of your finances should you become incompetent.
• You die without naming the guardians of your child or children. This mistake forces the courts to make this decision for you, possibly resulting in your children being raised by someone you would not have chosen.
• Your children inherit money at an age that destroys both their ambition and their work ethic. We have seen this happen often. Setting up a trust that provides for their needs without overindulging them can solve this problem.
• You own a business or real estate that must be sold at fire sale prices in order to pay your estate taxes. We’ve seen cases where property had to be sold for a fraction of its true value because the taxes were due but real estate prices were depressed. You must determine your potential estate tax liability and determine where the cash would come from to pay that liability. 
• You or your spouse wind up in a nursing home, and the bills consume all of your assets. One potential solution to this problem is to own a long-term care insurance policy.
• You fail to provide for a child with a disability or special needs. In such a case the child will become a ward of the state. If your child has special needs, you need to consider specialized trust planning.
• Your family must pay excessive legal fees and court costs to settle your estate. You may not be able to eliminate these costs, but you can significantly reduce them through proper planning.

Each of these nightmares has a solution that can be addressed through your estate plan.




The Myths of Estate Planning 

You may still not be convinced that estate planning is absolutely necessary. We often find that people have preconceived notions about estate planning that have no basis in reality. Let’s examine a few of the more popular versions.


Myth #1: Estate Planning Is for Old People 

You are a Baby Boomer, Generation Xer, or Generation Yer and have plenty of time to develop your estate plan, right? Wrong. Estate planning is an important consideration not only for older people but for everyone. Unless your family circumstances and finances are incredibly simple, you need to begin developing your estate plan now.


Myth #2: Estate Planning Is for the Rich 

Be careful to distinguish between your financial net worth and your estate net worth. Adding life insurance death benefits to your other assets can easily place you in estate tax jeopardy! Additionally, there are many estate planning issues other than taxes. For example, consider the issue of financial management in the event you become incompetent owing to an accident or illness.


Myth #3: Estate Planning Focuses on Death 

Many people avoid estate planning because it makes them think about death—either their own death or the death of someone they love. We have had many client meetings in which an individual broke out in tears at the thought of a loved one’s death. Obviously, estate planning must deal with death, but many living issues are just as important. For example, what is the best way to fund your child’s college education? Do you pay for it from cash flow or do you gift your child money and use a custodial account or a qualified educational trust? What  is the best way to protect your hard-earned assets from a successful lawsuit? Your estate plan must address an array of living issues as well as death issues.




Guidelines for Successful Estate Planning 


Get Organized 

Pull all of your vital documents together and organize them so that you or the person(s) who will assist in settling your estate can easily locate each document. Consider setting up a designated file cabinet at your home or office. Essential documents include the following:• Federal tax returns (for the last seven years)
• State tax returns (for the last seven years)
• Pay stubs (the two most recent ones)
• Financial statement
• Confirmation statements (brokerage accounts, mutual funds, etc.)
• Retirement plan statements (IRA, Keogh, pension, profit sharing, etc.)
• Insurance policies (life, disability, property and casualty, health, etc.)
• Amortization schedules (home, business, property, etc.)
• Business documents (partnership agreements, corporate papers, etc.)
• Corporate/partnership tax returns
• Wills (if you are married, for you and your spouse)
• Trust agreements
• Gift tax returns
• Employee benefits summary
• Notes, mortgages, deeds to real estate, termite bond, survey, appraisal
• Bank account statement(s) (for the last 12 months)
• Credit card statement(s) (for the last 12 months)
• Birth certificate(s)
• Car title(s)
• Marriage certificate
• Retirement plan beneficiary designations
• Loan agreement(s)




Determine Your Current Estate Net Worth 

A detailed discussion of how to determine your current estate net worth is included in Chapter 3. Put simply, it is vital that you know where you are now. People often believe they have small estates, and therefore have little concern  for estate planning. They are shocked to find that not only could they potentially owe estate taxes, but those taxes could run into the tens of thousands of dollars! When you include your life insurance, the dollars add up fast.


Establish Your Estate Planning Goals 

Included in Chapter 6 is a discussion of how to establish your estate planning goals. There are many, many strategies available to accomplish a vast array of potential goals. By establishing your goals early, you bring order and focus to your estate plan while avoiding the hit-and-miss planning that most people use. Your goals should be divided into lifetime goals and death goals.


Hire Competent Professional Help 

Most likely you will need a team of competent advisors from various fields to assist you in your estate planning, including attorneys, financial advisors, insurance representatives, accountants, and bankers. Many of these people specialize within their general fields. For example, some attorneys specialize in estate planning. Many financial advisors are now specializing in Wealth Management. Wealth Management focuses on wealth accumulation and multigenerational wealth transfers. You will find life insurance representatives who specialize in working with business owners and bankers who cater to high net worth clients. Putting together the right advisors and then working with them as a team will pay big dividends in your end results.


Monitor Your Progress 

Estate planning is a dynamic process, not a static one. Your circumstances are constantly changing, as are our tax laws. Reviewing your estate plan every two to three years will keep you on the leading edge of the strategies and techniques available to meet your goals.

Case Study

Proper planning can make a significant difference even in a seemingly simple case. Bob and Alice are in their mid-forties. Bob is an internal medicine physician, and Alice sells real estate on a part-time basis. They have three young children, Bob, Jr., age 12, Randy, age 9, and Jenny, age 7. Both Bob and Alice want to be certain that if either of them (or both!) were to die prematurely the family would be financially secure. They are particularly concerned that they have the funds to send the children to the best possible college, and they also believe that at least one of their children will go to professional school. To address these issues, Bob has purchased a $2.5 million term life insurance policy on his life, making Alice the beneficiary. They have also bought $500,000 of term life on Alice’s life, thinking that if Alice died prematurely Bob might need financial help to pay the costs of hiring a full-time nanny. Several years ago they had an attorney who was a friend TABLE 2.1 Estate Tax Exemptions



	Year 	Estate Tax Exemption ($) 
	2009 	3.5 million 
	2010 	3.5 million1 
	2011 	1 million2 
	1 Assuming Congress extended the exemption amount for 2009. If Congress failed to act, their would be no estate tax for 2010. 
	2 Tax Relief Act-2001 is automatically repealed in 2011 unless Congress extends the law. 


of theirs draw wills for each of them. The wills state that all assets will be passed outright to the surviving spouse. Here’s a snapshot of their financial picture:




	$1,555,000	Assets
	-495,500	Total liabilities
	1,059,500	Financial net worth
	+2,500,000	Personal life insurance—Bob
	+500,000	Personal life insurance—Alice
	4,059,500	Taxable estate (estate net worth)


Do Bob and Alice have a tax problem? Under their current ‘simple’ will structure, if Bob and Alice were killed in a common accident in 2010, their heirs would owe approximately $250,000. If they died in 2011, under current law, the estate tax could exceed $1.5 million.

As you may imagine, Bob and Alice are surprised that a sizable chunk of their wealth would go to the federal government instead of being available for the support of their children. There is a way to solve this potential problem. Using two simple strategies, an Irrevocable Life Insurance Trust and a Credit Shelter Trust, they could reduce this potential liability to zero! The specifics of these techniques will be discussed later in this book. While the amount of life insurance was higher than we typically see, it wasn’t an inappropriate or unusual case. It’s important for you to understand that what initially may appear to be a very simple problem can turn out to be far more complicated after you complete a detailed review. Identifying the issues early will enable you to implement the right strategies.

In the next chapter, we will review how the federal tax system works, and you’ll learn how to develop your estate net worth statement, calculate your potential estate taxes, and outline a broad range of strategies you can use to reduce taxes and implement your estate plan.




End of sample
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income to Rebeca, principal 1o alincome to Rebecca,

Thomas' children # Robecca's
dath or emarriage

principal to Thomas’ children
at Rebocea's death

Rebeceals sop

$300,000

ate ostat

Phaso I:Rehesca Dies
Later in2010

Phase I nheritance.

S0 estte taxes
tothe
Federal government

Thomas' hildren
inherit 54,500,000

Rebecea's children
herit $900,000

"Resalts may change dramaically post-2009 depending on several legislative factors.
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Phase :Frank Dies n 2010

Frank's est
$3,500,0
Optional ya
Disclaimer tust
$3,500.000
Sally elects o disclaim $3,500,000to (—Sally «—f S350
s tust, which s set up to benefither Sallyssepias seisle

Phase Il Sally Dies Lator in 2010

Bypasses Sally's etale Tax
and s not suject o Fornel
estal taxes at her doath

S0 because there is no
taxon the first §3,500,000

Phase Il Jan Inherits

sisoom| o+ [s3500000

57,000,000
Jan nh

"Results may change dramatically past-2009 depending on several legisativ factors.
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Yoar of Doath _ Applicable Crodit Amount (5) _ Applicable Exclusion Amount (S

2009 1,455,800 3,500,000
2010" 1,455,800 3,500,000
2011 345,800 1,000,000

1 Conres il 1 extend he 2008 a, 100% oftheesae s excided rom deat s,
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$9,000000  Gross estate

Gifl o private foundation
Taxable estate®
Estate taxes (assume bwo credits)
Income taxes.
Net to heirs

“The taxable estate is reduced by the $6 million charitable contribu
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Real Estate.

Titles and deeds A B C_ D E F G
Title Insurance policies A B cC_ D E F &
Hortgages and notes A B_ C_ D E F &
Termite bond A B C_ D E F G
Rental property records A B C_ D E F &
Retirement plans.
Annuity contracts A B C_ D E F G
Comorate plans A B_ C_ D E F &
1RA documents A B C_ D E F G
401 (K plans A B C_ D E F G
Pension/proft sharing plans A B_ C_ D E F &
Other: A B C_ D E F &
Beneliciary designations A B C_ D E F &
Other important records
Wills A B C_ D E F G
Trust documents A B_ C_ D E F &
Auto ownership records A B C_ D E F G
Other vehicle ownershiprecorss A B C D E F G
Sae combinations A B_ C_ D E F &
Safety deposit bos key A B C_ D E F G
Passports A B C_ D E F &
A B_ C_ D E F &
A B C_ D E F G
A B C_ D E F G
Divarce/Separation papers A B C_ D E F G
Hiltary discharge papers A B_ C_ D E F &
Tax retums A B C_ D E F G
Names/addresses of tamily/fiends A 8 C_ D E F G
Listof professionalfraternalorgs A 8 C_ D E F G
Listof credit cards wiaddrfel.;os. A B C_ D E F G
Other: A B [ D E F &
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$0,000000 Taxable estate.
—$000,000  Btate taxes (assuming two credits)

Income taxes on grossed-up retirement plan distributions of
$1,700,000 (to cover estate taxand income taxon distribution
needed)

Net o heirs from axable estate
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as ot
Your name:
Spouse name:

Ownership (5)

You _Spouse _Joint_Far

Assets
Cash and cash equivalens:
Checking and savings acsount
Other
Personal and household property:
Automabiles
Fumiture
Jewelry
Personal effects
M
Coin collections
Other

Other properties:

Investments (estimated current market value):
Individual stocks

Personal mutual funds
Other investments:

Retirement plans: XX
XX
XX
Equily interest in a business XX
Lite insurance (face amoun):
Personal XX
Employer group XX
Tolal assets
Liabil
Shortterm liabilities:
Credit cards.
Long term liabiites:
Morlgagels)
Automobile loan(s)
Other loans

Miscellanoous liabilities:
Unpaid taxes
Estimated funeral and admi
Tolal liabilities
Estale net worth (total assels less total liabilities)

expenses
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Capital Needed $2,666,666
Minus Current Savings and Investments
Edward's Life Insurance Necd
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Assume that worker eamings at or over maximum
Soclal Security wage base (2010 ostimates).

s

o2 o

Benelit 521,108 $28,152

Hote: These tigurs are for a worer relfing n 2008, Torecolve an stiateof
Jou s benetis,cotat e Socit Securiy Adminisiration at
800724213,
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NEW RULES
FOR ESTATE AND
TAX PLANNING

Revised and Updated

Stewart Welch Il
Harold Apolinsky
Craig M. Stephens

WILEY
John Wiley & Sons, Inc.
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Contribution Growth Rate of 3%

Invostmont Eamings Rate

Yoars o % 10% 12%

5 5.97 6.20 6.45 6.70
0 14.90 16.30 1785 1958
15 2195 228 3142 4351
20 .70 5740 7031 o1
% 7321 %.00 124.87 165.63
30 11054 152.71 214.60 305.92

Contribution Growth Rate of 4%
Invostmont Eamings Rate
Yoars % 10%

5 6.0 6.32 6.56 6.8
10 1558 16.97 18.56 2032
15 2078 %28 3951 4591
20 50.80 6175 7551 9319
% 30 10457 136.15 17918
30 125.00 170.48 23677 333.95

Contrbution Growth Rate of 5%
Invostment Eamings Rate
Yoars o 10% 2%

5 6.19 6.8 6.9
0 16.20 1930 2110
15 3176 a1 8.9
20 55.38 8148 99.90
% 90.55 148.97 194.48
30 15 26255 366.26

Contribution Growth Rate of 6%
Invostment Eamings Rate
Yoars o % 10% 12%

5 631 6.56 6.81 7.07
10 16.90 18.40 2007 2.9
15 3391 378 452 51.28
20 6051 72.69 88.01 107.32
2 101.22 121.83 163,57 211.80
30 162.55 215.96 202,65 403.61
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$425,000
$60,000
$235,000
522,000
$742,000

Personal mutual funds
Cerlifcate of deposit (CD)
401

Cash value whole life policy
Total investments
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520,000
x 39.61
$792.200
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Exemption undor the

Exomption under Tax ol
Yoar of Deatn the Old Law (5)
2000 1,000,000 3,500,000
2010 1,000,000 3,500,000°
2011 1,000,000 1,000,000°
“Underthe Ta

2001, heaxomplion o s mad durog yourfetme i capper a 100000
“Uslos Conges il 1 exten he 2000 Exempio, nwhchcase the Exemplon Amount s 100% o h
Uslss Conges lecs o extent h prosanso e Tax ellelAct-2001, e aw sursels nd we il
automatcally rvet bk 0 he Lws npaceprio 1 enacimento the Tax Rl At-2001.
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Step 1
Your annual family income

Discount factor

Total income needed by surviving family

Sublract surviving spouse’s annual income
Surviving family income need from outside sources

Step 2

Divide by your estimated rale of eturn on invested assefs
Total amount of maney needed to provide for survivors

Step 3

‘Sublract your current savings and investments
Equals tolal life insurance needed $
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Annual Ann ot

Distribution  Romai Distribution  Remainder

to Donor Intorest Intorest
1 $35,000 $0 1 38,150 0
2 $35,000 $0 2 538,673 0
3 $35,000 $0 3 $39,202 $0
. $35,000 $0 4 539,740 50
5 $35,000 $0 5 540,284 0
6 $35,000 $0 6 540,836 0
7 535,000 $0 7 541,395 0
8 $35,000 $0 8 41,962 $0
9 535,000 $0 9 842,537 $0
1 $35,000 $0 10 $43,120 0
1 $35,000 $0 1" 43,711 50
12 $35,000 $0 2 544,310 0
13 $35,000 $0 13 44,917 50
i 535,000 $0 i 45,532 $0
15 $35,000 $0 5 $46,156 $0
16 $35,000 $0 1 546,788 $0
7 $35,000 $0 17 847,429 0
18 $35,000 $0 18 548,079 50
19 $35,000 $0 19 348,738 50
2 $35,000 $0 2 549,405 50
2t S0 §1,011,601 2t 50 $656,385
Tolals $700,000 §1,011,601 $870,964 $656,385

onscoutesyofComel
Uhuthor, (800 58-8154.
fons: $500.00colribuan, 20-yer lem, 7 ercen witirawa e,  percen icome ear on
Imesiments, 5 prsan S Secton 7520 .

GRAT: 553,82 prosotvalueof gt

GRUT: 5135, 450 preent value of gt

crscondo Planve it MarketngSofware, A.Chartes Schlz,
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Taxable Yield 0625 or 6.25
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Safety Net—Part A
Emergency Reserve Growth

MONEY.
MARKET
520,000
$1,200,000
Diversified

Portolio o
Stocks

Satety Net—Part 8
Income Ladder

9-year bond money market

Byear band gl s78.000 EXTY

578,000

Tyearbond (JERSS

Spearbona\ SS90 3-year bond

S-year bond “year bond.
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Tax owed on Amount in

Taxablo Estato (5) (s s (%) Excoss o (5)
0-10,000 0 18 0
10,001-20,000 1,800 20 10,000
20,001-40,000 3,800 2 20,000
40,001-60,000 8.200 2 40,000
60,001-80,000 13,000 % 60,000
80,001-100,000 18,200 2 80,000
100,001-150,000 23,800 30 100,000
150,001-250,000 38,800 32 150,000
250,001-500,000 70,800 3 250,000
500,001-750,000 155,800 37 500,000
750,001-1,000,000 248,300 3 750,000
1,000,001-1,250,000 345,800 a 1,000,000
1,250,001-1,500,000 448,300 ) 1,250,000

1,500,001 555,800 5 1,500,000
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Edward's Inc $250,000
One-Less-Spender Factor 80
Adjusted Income Need 5200000
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Phase I Frank Dies n 2010

Frank' estate
53,500,000

Pl

Creditshelertust (GST)
3,500,000 goes o CST, which provides | +
income and (i eeded) principal to Sally

53,500,000
sally's separate estate

Phase

aly Dies Later in 2010

Bypasses Sallys estate
and is not subjectto
estale toxes at hr death

S0 because there is no
tax on the st §3,500,000

Phase Il Jan Inherts

siso000|  +[sason0m

57,000,000
Jan inherits

Perfect Planning. Frank and Sally have saved $1,575,000 in Federa estate taxes.
"Resuls may change dramatcally post-2009 depending on several legislative factors.
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Yoar Estato Tax Exomption (5)

2000 3.5 million
2010 3.5 million"
2011 1 million”

“Assuning Congrss xtendd he axemplion amoun for 2000
‘ongrss il 1 ac,her would b no estaletxfor 010

T Rl Ac-2001 i alomatcllyrepaled n 2011 s Congess
extends th
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Date_

We willlistfour possible Iocations. Each asset should be (or should be placed) in
ane of these areas. Some areas have mare than ane location. For example, if your

at your home in your safe, you would cicle *B" and write ™.* Be sure to note
ach location of an tem ifthere is mare than one.

Locations
A. Sae deposit box located at Bank, boxt
B, Residenc (2)File Cabinet (3) Desk
(@) Other
C. Business office: (1) Safe (@) File Cabinet (3) Desk
(@) Other:
0. Personal handbook, which s located.
€. With attoney: Name, Phone
F. Other:
G. 1o not have one of these.
Bank Records
Listofall savings/checking A B__ C_ D E F G
accounts
Bank statements A B C_ D E F G
Cancelled checks A B_ C_ D E F G
Checkbooks A B_ C_ D E F G
Certifcates of deposit A B C_ D E F G
Savings passhooks A B_ C_D E F G
Insurance Policies
Property and casualty A B_C_ D E F G
Health A B_ C_ D E F G
Life, individual A B C_ D E F G
Life, group A B C_ D E F G
Other insurances A B_ C_ D E F G
Other death beneits A B_ C_ D E F G
Investments
Bonds and listofbondsowned A B G D E F G
Brokerage account records A B__ C_ D E F G
Mutual fund records A B_ C_ D E F G
Partnership agreements A B C_ D E F G
A B C_ D E F G
A B_ C_ D E F G
A B_ C_ D E F G
Stock option plans A B_ C_ D E F G
Tebills A B_ C_D E F G
children’s Assets
Savings accounts A B_C_ D E F G
Brokerage accounts A B_ C_ D E F G
Mutual fund records A B C_ D E F G
A B C_ D E F G
A B_ C_ D E F G






OEBPS/welc_9780470535691_oeb_010_tab.gif
Step 1
Step2
Step3.

Stepd

Step
Stept

StepT

Steps.

Det
Det

mine the total value of Jane's

ine Jane's liabi

tract your answer in Step 2 fr
Step 1 to arrive at the adjusted gross estate.

Subtract the following:
) Charitable contributions made through Jane's will

b) Unlimited marital deduction (not applicable for
Jane)

“Thisfigure represents the taxable
Compute the gross federal estate tax using Table 3.2
(see highlighted 1
Sublract the unif
Table

“This s the amount of tax due on

state,

d credit (sce highlighted line of

$4,470,000
850,250
$3870,750

80
-$0

$3870,750
1,622,

7
81,455,800

$166,558
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Adjusted Gross Income (AGI)

Singlo and Married-Filing

rodit %' Soparat Hoad of Household
50 up 0 $15,500 up 0 $23,250 upto $31,000

20 $15,501-517,000 $23,251-625,500  $31,001-534,000
10 $17,001-526,000 $25,501-539,000  $34,001-§52,000

Example: Jin's employment income s $25,000 per year and his wife, Janice,
stay-at-home mom. They decide 1o contribute $2,000 to an IRA. Because their
adjusted gross income is less than $31,000, they wil receive a $1,000 tax credit.
This tax oredit willofset dollar-for-dollar $1,000 of earned income.

a

"Crodi apples tothe irst 52,000 of contibution.
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Adjusted gross estate (from Worksheet 3.3)

Minus marital deduction (either a “0” if there is no surviving
spouse or 100% of assets left to your surviving spouse)

ws charitable bequests in your will

Your taxable estate
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Estimator Rotiromont Incroasing
Current Exponses __ Exponses (Today's §) _Exponse?

Contributions s, s Yes No
Home:
Mortgage s, s Yes  No
Insurance s H Yes  No
Real estale taxes §; s Yes  No
Maintenancefrepairs s ) Yes No
Utilties:
Electricity/gas/water s, s Yes No
Phone (including

toll charges) s, s Yes No
Cable TV s s Yes No
Security system s s Yes  MNo
Insurance:
Medical s, s Yes No
Personal care s, s Yes No
Children:
Clothing s, s Yes  No
School wition/

expenses s, s Yes  No
Gifts s s Yes  No
Other s, s Yes No
‘Debt Paymens:
Autos s, s Yes  No
Personal loans s s Yes  No
Other s H Yes  No
Income taxes s, s Yes No
Toal s. .
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Adjusted Income Need
Divided by Expected Rate of Return (7.5 percent)
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J.K.LASSER'S,

Keep More Today,
Leave More to Your Heirs
Tomorrow

STEWART H. WELCH M, aep, crp* / HAROLD APOLINSKY, Eso, EPLS

CRAIG M. STEPHENS
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Assets

Total liabilties

Financial net worth

Personal lfe insurance—Bob,
Personal lfe insurance—Alice
Tasable estate (estate net worth)
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Boginning _ Annual  Cumulative  Growth at
Yoar  Galance Withdrawale Withdrawsls  6.4%

1 2000000 80,000 80,000 122,880

5 217415 87085 41754 133,762 223793 4.00%

10 2420721 9589 881767 148729 2472621 4.00%

15 2601507 107664 1397957 165,312 2749305  4.00%

2 2902777 119711 1971907 183876 3,056,942 4.00%

2 332765 133106 2610080 204451 3,399,003  4.00%

3 3700011 148000 3319662 227,329 3779339  4.00%

3 4114028 164561 4108644 252766 4202233 4.00%

40 45433 182075 4985910 261,049 4672448  4.00%

45 5086220 20349 59133 312498 5195217 4.00%

S0 5655350 226214 75914 7465 5776510  4.00%

55 6288173 251527 87251850 366,345 64229092 4.00%

60 6991797 219672 0592725 429576 7,141,701  4.00%

Asumplons: 4% lente e o rlun.
8% ROR on slocks; 4% ROR on bonds. 60% siocks/40% bonds & money marke,
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Frank’s gross estate
Less unlimited marital deduction
Taxable estate

Bstate taxat Frank's death
Assets passing to Sally

Sully's Gross Estate:

Sally's separate estate

Received from Frank's estate
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ar Cumulative Promium Cash Value! Doath Bonont

20 Year Level Term: §2,000 annual premium

1 52,000 $0 1,000,000
5 $10,000 $0 1,000,000
10 520,000 $0 1,000,000
20 $40,000 $0 1,000,000
Whole Life: $23,540 annual premium
1 $11.270 $0 $1,000,000
5 $56,350 59,835 1,000,000
10 112,700 $83,684 1,000,000
20 225,400 $235,964 1,000,000
Universal Lite: $18,750 annual premium
1 $18,750 $0 1,000,000
5 $93,750 $50,063 1,000,000
10 $187,500 $175,201 1,000,000
20 $375,000 $493,216 1,000,000
Variable Lite: $19,000 annual premium
1 $19,000 $0 1,000,000
5 $95,000 $58,199 1,000,000
10 $190,000 $191,201 $1,000,000
380,000 $563,323 1,000,000
+$4,550 annual premium
$4,550 $0 1,000,000
5 $22.250 $0 1,000,000
10 $45,500 $15,241 1,000,000
20 591,000 $115,551 1,000,000

s valus aoforsumender values.
50204 female age 0.
s basd ancurnt oty costs and crtent didents st and ae ot
5% gros aleof o I assume,
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20,000 Emergency reserves invested in a money market account

78,000 Firstyear's incame need invested in a money market account
578,000 Bond maturing in 1 year
578,000 Bond maturing in 2 year
578,000 Bond maturing in 3 year
$78,000 Bond maturing in 4 year
78,000 Bond maturing in 5 year
578,000 Bond maturing in 6 year
578,000 Bond maturing in 7 year
578,000 Bond maturing in 8 year
578,000 Bond maturing in 9 year
578,000 Bond maturing in 10 year

800,000 Safety Nt total (40% of prtolio)
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oar 401(K); 403(b}; 457(b) Plans. SIMPLE Plans.
2009 522,000 $14,000
2010 Indexed” Indexed"

indeing s base onalowable conibutons excluing an catl p conrbutions. S Table 1.3
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Federal tax on $7,000,000 (per Table 3
Less unified credit (per Table 3.3)
Estate tax at Sally's death

Net estate available for heirs
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Frank’s gross estate
Assets passing directly to Sally

Assels passing to credit shelter trust
Taxable estate

Estate tax

Less unified credit

Net tax at Frank's death

Sallys own separate estate

Frank's assets passing directly to Sally
Sally's gross estate

Less unlimited narital deduction

Sallys taxable estate:

Tentative tax caleulation on Sally's death
Less unified credit

Estate tax at Sallys death

Net estate available to heirs

$3,500,000
—$0
—$3,500,000
$3,500,000
$1,455,800
—$1,455,800
0
$8500,000
0
$3500,000
30

455,800
—$1,455,800
30
$7,000000
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Yoar 401(KI; 403(b) Plans

IMPLE Plans 4571

2010 $16,500 $15,000 $16,500
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Phase :Frank Dies in 2010

Frank's estate
53,500,000

Allpasses to Saly without taxes
due o unlinited marital deduction

Phase 1 Sally Inhrits, Then Dies Latr n 2010

53,500,000 N $3500,000
Sally inhert rom Frank Sally's separte etate

57,000,000
Sally' otal estate

Phase I Taxes Impased
on Sally' Estate

S~

$1,675.000
Phase IV: Jan Inherts Estalotax due

$5,.425,000
Jan inhris after taxes

"Results may change dramatically post-2008 depending on several legislative factors.
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Alirod McNomars Date of binth: 67297

Spouse namo: _Jane McNomara Dato of binth: _ 5/20XX
Ownership (5)
Altred  Jane  Joint  Family Total
Rssels
(Cash and cash equivalents:
Chesking and savings accouns 2200 27,00
Other B0 63000
Personal and household property:
Automobiles 46,000 32,000 78,000
Funiture o000 95000
Jewely 5000 45000 50,000
onal effects 2,000 19,000 42,000
I 15000 115000
Coin collections
Other
Real sstate (ostimated current market value):
Residencels) 950,000 950,000
Other properties
Investments (estimated curont market value):
Individual stocks
Individual bonds
Personal mutual funds 2000 250000
Other investments: td. partnership 25,000 25,000
Retirement plans:
Aifed's 401(K) and IR 625,000 X 628000
Jane’s IRA 25,000 X 25000
Equily nterest n  business. X
L insurance (face amoun):
Personal 1,750,000 250,000 X 2000000
Employer group 125,000 X 125000
Tota assels 2509000 371,000 1500000 4470000
Liabilftes
Shortterm iabiltos:
Credit cards. 250 a0 1250
Long-term labiltes:
Mortgage(s) 000 490000
Automobile oan(s) o0 7,00 21,000
Other loans: Home equity foan S0 sT000
Miscollaneous labiis:
Unpaid taxes.
Estimated funeral and administative
expenses’
Totallabiliies 500 6750 54700 599250
Estae net worh (toal assets
less totl labiltis) 256,500 354250 953,000 3870750

Funeral and adiSraliv e1pe 1S ca an rom 2- prcat For e sake o simplici, hy areignored i (i
case sy,
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Provide the following details for each person to be notified at your death.

Relationship codes: Use these t identify each person. Include all codes that apply. For
example, if the same individual provides the client wih legal, tax, and accounting
advice, then enter 34, and 5.

1 Friend 6 Banking advi
2 Relative 7 Investment advisor
3 Legal advisor 8 Insurance advisor
4 Tax advisor 9 Financial advisor
5 Accounting advisar 10 Other

For relationship codes 7 and 8, use the following letter codes to provide more deta
about the type of advice offered. For example, f the same insurance agent provides you
wih life and health coverage, then enter | and J as the insurance cades for the advisor.

Investmont Codos Insurance Codes

AStocks E Options I Life L Property & Casually
8 Bonds FRealEstate  J Health M All Coverage's
CMulual Funds G General K Disability

0 Commodities H Other

Namo. Fimm Address __ Tolophono __Relationship Codes.






OEBPS/welc_9780470535691_oeb_003_r1.gif
$16,701- $67,901- $137,051- $208,851-
Yoar 50-516,700 $67,900 $137,050 520,850 $372950 372,951+

Joint Fiters

20002010 10%  15%  25%  28% 3% 3%

58,351~ 533,951 582,251 S171,551-
Yoar 50-58,350 533,050 $82,250 $174,850 $372,050 5372951+

Single Filers

20092010 10% 5% 2% 2% % 3%
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Yoar Applicable Exclusion Amount Maximum Estate Tax Rato (%)
2009 $3,500,000 I3
2010 Estate tax repealed 0
2011 $1,000,0002 5

"Congress i el o eiend te 2003 exemption s hough 2010
T Rl Ac-2001 s aulomalcllyrpealed unless Congrss exends he aw.
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Estimated Infiation Rate

Yoars until
Rotiromont 1% 2% 3% 4%  S% &% T 8%
1 101 102 103 104 105 106 107 1.8
2 102 104 106 108 10 142 144 147
3 108 106 109 142 16 1149 128 126
4 104 108 143 147 122 126 131 136
5 105 140 146 122 128 134 140 147
6 106 143 149 127 134 142 150 159
7 107 145 123 132 150 161 171
8 108 A 12 a4 159 172 185
9 109 120 130 142 169 184 200
10 110 122 134 148 179 197 216
11 112 124 138 154 19 210 233
12 113 121 143 180 201 225 22
13 14 129 141 187 213 241 212
i 115 132 151 173 226 258 2.94
15 116 135 156 1.80 240 276 3.47
16 197 137 160 187 254 295 343
7 118 140 165 19 269 316 310
18 120 143 170 208 285 338 4.00
19 121 146 175 21 303 362 432
20 12z 143 181 219 321 387 466
2 128 152 18 228 340 414 503
2 124 155 192 237 360 443 544
2 12 158 197 246 4 s
2 121 161 203 256 507 634
% 128 164 209 267 543 6.85
% 180 167 216 27 5.6 740
2 13 A1 222 288 621 1.9
2 182 114 229 300 511 665 863
2 13 178 23 342 542 11 932
30 135 181 243 324 574 751 10.06
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$000,000 Current value of land
90,000 Cost basis of land
Taxable
Capital gains tax rate (based on current rates)
Capital gains tax
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10 year level term $1,100 annually
15 year level term $1,560 annually
20 year level term 52,000 annually

Hote: premiums ar garaneed ol o i and polce ae uara
comrertble o cash value ‘permane’) policis withou poot o nsura
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‘Compare: $1,000 por month invested on a pretax basis in a retiremont
plan vs. paying the Income tax on $1,000 per month and Investing
porsonally.

Rotiromont vs. Porsonal
$1,000 per month $650 per month'
x 25 years x 25 years
@10% ©9.8%"
1,337,890 $840,422

Approximately 60% more!

135% marginal 1 bracket asumed. yourmargial o brackl s Nghe, (e ncome s,
Moticars aze, o) terosuls f4vesting porsnaly worson andvisa vorsa.
ERssumes annual 5 oad of0.20%
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Phase & Edward Dies in 2010

Edwards inevocable
lie insurance
rust 2,500,000

Edward's ostate
57,000,000

I

Creditsheler trust (GST)

$3,500,000 o QTIP tust,
53,500,000 & | marital s

or outright
toBarbara

Phaso I:Barbara Dies
Laterin 2010

Tox
Fumnel

Phase I:Children Inherit

S0 becauss there is
o tax on the first
53,500,000

Childrens trust or outright
$3,500,000 from Barbara's estate
$3500,000 from CST

$9,500,000 et to chilren

$2,500,000 from e insurance trust
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Conservative Moderate Aggressive

0% 2% 3%
10-year downside risk' 1% % 1%
20-year downside risk" 5% % %
Expected returns (10 years-+ 80%  85% 925%
Investment Mix:

Equities (stocks) 6% 0% 8%
Fixed income (CDs, bonds, money market)® 4% 30% ___15%

000 eardowside isks ar based o istorica olurs fom 1873-2008, 10year and 20 yeardownsie sk are
s n istoricalrtres from 1046-2005.

ZRolam assumplions are hased 3 allows:
Euiles 0%

Finod lncome_ 5%

Relumsare approrimaled an based onnel
SThe e income porton of he portlo shoug
51

Hote: Thess portoliosare for post
Your actuleirement poroloshvld b
adhsor, Imestment rsuls ars na
data ndicatiogpossbe caletar

s afler stinated mestment oxponses bl bfor 2os.
Base on th Growt Sty wlha Sy el™. S poges.

o numerous aselclasses.Corsull Wi yournancial
et aretrgetsonly. Stalsics e based on istorcal
550 o aqule f 7% and osses for xed ncome o %.
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Phase I:Frank Dies in 2010"

Frank's estato
§7.000,000

$3,500,00 credit shelter trust 3,500,000 general power of
o benefit Sally = sally —{appointment rust to bt Sally
(Frank' wil determines who the (Sally decides who the
ulimate beneiciary wil be) ulimat beneliciry wil be)

Phase I Sally Dies Laterin 2010

Bypasses Sally's estate
and i not subjectto
estte taxes ather death

$0 because there is no
tax o th first $3,600,000

Phase I Jan Inherits

3500000+ 3500000

57,000,000
Jan inheits

"Results may change dramatically post-2009 depending on several legislativ faclors.
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$7,000,000 net worth
$2,500,000 lfe nsurance

59,500,000 death estate

Edwards osate

N

53,500,000
ereit shete trust(CST)
tobeneft

$6,000,000to QTIP trust,
maritaltrust, or
outrightto Barbara

Phase 11 Barbara Dies.
atorin 2010

Phase Il Children Inherit

Tox
Fumnel

$1.125,000
estate taxes paid to the
federal government

ol

$4,975,000
53,500,000

58,375,000

s st or utrght
from Barbara's estate
from ¢ST

netto hildren
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$900,000

x 0.05

Proceeds from sale
Capital gains taxes
Available 1o reinvest

Expected earnings (5 percent)
Income carned annually
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Funeral home desired (name, address, phone):

Have funeral arrangements been prearranged?

Yes  No  Withwhom?

Name, number, and location of cemetery plot (if ane is owned):

Do you wish to be cremated?
Yes  Wo
Notity: Phone:

Are you donating your body or any organs to medical science? Yes  No

Institution to be notified:

nstructions concer

 the funeral service (open/closed casket, songs, type of b

Donations in your memory shauld be sen to what organizations?

Clergy to officiate:

Casket bearers:
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Maximum Contribution Additional Contribution
Year under Age 50 under Catch-up Provision’

2010 $5,000 $1,000 (catch-up)

o elgbe indiidals age 50 and lder
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s of 2207K

Yourname: Jano McNmara _ Dato of birth: _5/20/XX
Ownership (5)
Jane
Rssels
(Cash and cash equivalents:
Chesking and savings accounts 27,000
Other 63,000
Other: roceeds from Ife insurance. 1,875,000
Personal and hausehold propery:
Automobiles 78,000
Fuiture 95,000
Jeowely 50,000
Personal effcts 42,000
At 115,000
Coin collsctions
Other
R (estimated curont market value):
Residencels) 950,000
Other properies
Investments (estimated curont market value):
Individualstocks.
Individual bonds
Personal mutual funds 250,000
Other investments: Ld. partneship 25,000
Retirement plans: 401(K) and IRAs 650,000
Equily nteres n a business.
Lie insurance (tace amount):
Personal 250,000
Totl assets 4,470,000
Liabilties
Shorttorm lisiltes:
Credit cards. 31.250
Long-term liabltes:
Mortgage(s) 430,000
Automobile oan(s) 21,000
Other lgans:  Home equityfoan 57.000
Miscellaneous lablies:
Unpaid taxes.
Estimated funeral and administative expenses’
Toallabiliies 599,250
Estae net worh total assetslesstatallabilites) 3,870,750

Fanealand adinisiraive expenss can ary rom 2-8 prce.For e sake of smplcy. ey ar gnared n s case

sty
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Contrbution Growth Rate of 7%

Investmont Eamings Rato

Yoars % 0% 10% 2%
5 6.43 6.68 6.93 7.20
10 1763 19.18 2089 21
15 36.25 4131 21 5420
20 6.25 79.13 %.26 115,53
% 113.56 142,10 180.24 2145

30 185,88 245.04 321.90 46.95
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J.K.LASSERS,
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5100

SMilion  S1OMillon  $20Millon S50 Million  Million
Estate  Estate  Estats Estate Estate
2010tax S0 $1,350,000  $5,850,000 $19,350,000 $41,850,000
2011 tax 1,097,000 $4,549,000 $10,408,200 $26,453,750 $54,408,200
Savings $1,097,000 $3,199,000  $4,558,200 $7,103,750 $12,558,200

Pleas noleha stimate bl stems rom o
fered mximum crci mount availal. The
sunst” and ever back o prirlax .

et ity of stand and v, assuming st spse o
e assumes Conres llows he Ta it Ac-2001 fo
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Yoar Exciusion Amount (Death) Exclusion Amount (Gift)
2005 $1,500,000 1,000,000
2006 52,000,000 1,000,000
2007 52,000,000 1,000,000
2008 52,000,000 1,000,000
2009 $3,500,000 1,000,000
2010' $3,500,000 $1,000,000
2011 $1,000,000 1,000,000

" Assumes congross extends the 2009 exclusion amoust,
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Traditional IRA

Single taxpayer and head of household 2010 $55,000 to $65,000
Marrid filing jointly 2010 $89,000 to $109,000
Roth IRA

Single taxpayer and head of household 2010 $105,000 10 $120,000
Marr jointly 2010 $166,000 to $176,000






OEBPS/welc_9780470535691_oeb_029_tab.gif
$6,800,000

+50
6500000
+5178,100
§6,178,109
Ed

Miscellancous assets (future growth at 0 percent growth
rate)
Residence

Taxable
Subject (0 estate tax
Taxdue

“Discounted value of the transfer of the residence in 15 years.
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Years

Expocted Retum on Investment

Relvonont . ©h 1% B % 10 1 1% 136 1% 156
1 1.05 1.06 1.07 1.08 1.09 110 141 142 143 144 1.5
2 140 142 144 147 149 121 123 125 128 1.30 1.32
3 146 119 123 126 130 133 137 1.40 1.44 1.48 152
4 122 126 131 136 141 1.46 152 157 163 1.69 1.75
5 128 134 140 147 154 161 169 176 1.84 1.93 2.01
6 134 142 150 159 168 1.7 1.87 1.97 208 219 2.31
7 141 150 161 171 183 1.05 2.08 221 2.35 250 2.66
8 148 159 172 185 1.99 2.14 230 248 266 2.85 3.06
9 155 169 184 2.00 247 235 256 2.77 3.00 3.25 352
0 168 179 197 246 237 259 284 3.1 330 371 405
11 171 190 210 233 258 285 3.5 3.48 384 4.23 455
2 180 201 225 252 281 844 350 3.90 4.33 4.82 535
13 189 213 241 272 3.07 345 388 436 4.90 549 6.5
" 198 226 258 294 334 380 431 489 553 625 7.08
15 2.08 240 276 317 364 418 478 547 625 714 8.44
1 218 254 295 343 397 459 531 613 7.07 814 9.3
17 229 269 316 370 433 5.05 590 6.87 7.99 9.28 1016
18 241 285 338 4.00 472 556 650 7.60 9.02 1056 12.38
19 253 3.03 362 432 514 612 726 861 1020 12.06 14.23
20 2.65 321 387 466 5.60 673 8.06 9.65 11.52 13.74 16.37
21 279 340 414 5.08 6.1 7.40 8.05 10.80 13.02 15.67 18.82
2 293 360 443 544 666 8.4 9.93 1210 1471 17.86 21.64
2 3.07 342 474 587 7.2 8.95 11.03 3.5 16.63 20.36 24.89
2 323 405 5.07 634 7.01 985 12.24 15.18 18.19 23.21 26.63
% 339 429 5.43 685 8.62 10.63 13.59 17.00 21.23 26.46 32.92
% 356 455 7.40 9.40 11.92 15.08 19.04 23.99 30.17 37.86
2 373 482 621 7.99 10.25 13.11 16.74 21.32 27.11 34.39 4354
2 3.92 511 6.65 8.63 11.17 14.42 18.58 23.98 30.63 39.20 50.07
2 412 5.42 741 932 12.17 15.86 20.62 26.75 34.62 44.69 57.58
30 43 574 10.06 13.27 17.45 22.89 29.96 39.12 50.95 66.21
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$900,000 (Lovel Doath Bonoftt) with Annual Promium of $4,945

Yoar Gash Vaiue Doath Benefit
1 s 1,400 $900,000
10 s 50,000 $900,000
20 159,000 $900,000
30 $317,000 $900,000
40 411,500 $900,000

ago 55, famale, age 52.
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Traditional 1RA Roth 1RA
Single $55,000-65,000 $105,000-$120,000
Head of Household $55,000-565,000 $105,000-§120,000
Married-Filing Separately $0-510,000 $0-510,000

Ma Jaintly $89,000-$109,000 $166,000-5176,000
Non-warking Spouse! $156,000-5176,000 $166,000-5176,000

"Tis AGH phas
patcipantn an emploer sponsard e plan.

o oty limiations ppy 10 nonworkingspouses whose woring spous s anatie
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Tax Free Yield
Federal Tax Bra

Taxable Yield
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Assume: Investor A Invests In an S&P 500 indox fund.
invost Invosts In an S&P 500 Indox fund but uses a variablo.

Investor A without  Investor B with
Varable Annuity ___ Variable Annulty

Account Growth for 30 Years:

After tax contribution $10,000 $10,000

Growth factor' x16.37 x10.06

Account value in 30 years $163,700 $100,600

Tax Etfect Upon Sale in 30 Years:

Account value $163,700 $100,600

Less captal gans taxt BT -

Less ordinary income tax —31,710

Net to investor $143,747 $68,890

Advantage to investor $74,857

Thegrowt factrfor bt ndex fuds i based n 10% verage an
rowt factrforhe ndex.fu hal e poronay s rduced by the estmated income Lx 0ad o 0.20% ..
1 on anncal dvidenddistbutions). he grovi faclrforvariable anuy s reduced by e estimled average
annualexpenses assocaed withanlyprodocts (2.05%)

2Farindex un, owesto dvionds icroao thecost b

Mote I bl nvstors e thei accaunsun dat, mestor K'shelrs wod e  steppep” cost basis
a0t ol Income s, Ivesto ' heis ould eventually berequired 10 pay ot ncome axesonal
gans.
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Curront Estato Valus (S) 10 Yoars(s) 15 Years(s) 20
3% Growth Rale.

500,000 672,000 778,000 903,000

750,000 1,008,000 1,168,000 1,354,000
1,000,000 1,344,000 1,656,000 1,806,000
2,000,000 2,688,000 3,116,000 3,612,000
3,000,000 4,082,000 4,674,000 5,418,000
5% Growth Rate.

500,000 814,000 1,039,000 1,326,000

750,000 1,221,000 1,669,000 1,984,000
1,000,000 1,628,000 2,078,000 2,653,000
2,000,000 3,257,000 4,157,000 5,306,000
3,000,000 4,886,000 6,236,000 7,959,000
7% Growth Rate.

500,000 983,000 1,379,000 1,934,000

750,000 1,475,000 2,069,000 2,902,000
1,000,000 1,967,000 2,759,000 3,869,000
2,000,000 3,934,000 5,518,000 7,739,000
3,000,000 5,901,000 8,277,000 11,609,000
9% Growth Rate.

500,000 1,183,000 1,821,000 2,802,000

750,000 1,775,000 2,731,000 4,203,000
1,000,000 2,367,000 3,642,000 5,604,000
2,000,000 4,734,000 7,284,000 11,208,000

3,000,000 7,102,000 10,927,000 16,813,000
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Miscellancous assets (future growth at 0 percent growth
rate)

Residence ($450,000 current value a
rate)

Estate value in 16 years

Applicable exclusion amount (review Table 11.1)
Subject o estate tax

Approximate tax due

5 percent growth





