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Introduction
Thank everyone for coming.
Provide an overview of what seminar is about.
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  WHAT IS ESTATE PLANNING? 
• WHAT YOU OWN 

 
• GOES TO WHO YOU WANT 

 
• WHEN YOU WANT 

 
• HOW YOU WANT 
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Presentation Notes
For many, an estate can represent wealth accumulated over time. Everyone has an estate. Some are larger than others.
Simply put, an estate is what is left behind after you die. It’s a total of your assets minus any debts or liabilities.
Your estate can include your house, pension, supplemental retirement accounts (401(k)s, IRAs, annuities, etc.), stocks, bonds, mutual funds, checking and savings accounts, life insurance policies, your business, collectibles, second homes … basically everything you now own and leave behind when you die.
Your estate also includes -- and is reduced by -- things you owe, such as mortgages, loans and other debts. These are highlighted in yellow.
Before you die, it’s very important to have formulated a plan for all of this [point to screen]. The plan can include how your estate will be managed, who will get what, how death taxes will be paid, etc.
Dying without an estate plan isn’t smart. It can, in fact, be very costly to you and your family.
You’ve probably spent a lot of time and effort building this [point to screen] … isn’t it worth it to make plans to preserving it?




 
Custom Drafted Trusts 
• Delayed Distributions Based on Age 
    or Educational Achievement 
 
 • Drug, Alcohol or Impaired Child 

 
 • Educational Trusts for Grandchildren 
 

 • Planning for Second Marriages 
 
 • Creditor Protection 

 
 • Disabled Child 
 “Special Needs Trust” to Prevent Disqualification 

of Governmental Benefits 
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Will $$$ Help or Hurt ? 

• My Wealth should not be a 
Disincentive for my Children to 
become Productive Members of 
Society. 

 
 
 

 
 

• I want my Children to  Have enough to 
Do Something, not Enough to Do 
Nothing!!! 
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Educational Trusts & Gifts  
• Establish during lifetime  

– $14,000 @ beneficiary each year 
 
– Additional Amounts 
    (capped at $5.43M gift tax exclusion) 
 
 

• Establish at death  
– % of living trust assets (i.e., 25%) 
 

 

• Unlimited exclusion for gifts directly to school or medical provider 
 
 

• UTMA Accounts 
 

 

• College 529 Plans 
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If you do not want to place a lot of money in the hands of a young child, you can set up a trust that holds the money until the child matures. But, there’s a potential tax problem here because the money in the trust is a “future interest” gift which doesn’t qualify for the $10,000 annual exclusion.
A minor’s trust is an exception to this rule. With a minor’s trust, gifts can be given to children for their use in the future. Trust assets are usually used for college education purposes. Because the child has the right to control all the trust income and assets at age 21, the trust qualifies for an exclusion.
A Crummey trust is another trust you can establish for children. Named after D. Clifford Crummey, who won a court case against the IRS in 1968, the Crummey Powers Trust gives your child the right to withdraw the gift from the trust within a fixed period of time. The child has to be notified of this right. 
The amount that can be withdrawn is $5,000 per year or 5% of the trust’s value.
This withdrawal right converts the trust into a “present” interest and lets your gifts still qualify for the annual exclusion. 
Finally, there’s Uniform Transfers to Minors Act and Uniform Gifts to Minors Act. There are irrevocable gifts made to minors through a transfer to a custodian which is a UTMA in most states and UGMA in others. There is no trust agreement with this type of account. 
If you are the giver and the custodian of the account, there is no reduction of the value of one’s estate. With this type of account, your child can control the money at legal age, generally between the ages of 18 and 21, depending on your state. Also, there is income-tax implications that you should consider before setting up one of these accounts. Check with your tax advisor. 




Basic Estate Planning Documents 

• LIVING TRUST 
  
• WILL 
 

• PROPERTY POWER OF ATTORNEY 

• HEALTH CARE POWER OF ATTORNEY 

• IRA BENEFICIARY  DESIGNATIONS 
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Common 
 Estate Planning Mistakes 

• Assets Passing Outside Will or Trust 
 

• Improper Use of Joint Tenancy 
 

• Improper Beneficiary Designations 
 

• Wrong Executor or Trustee 
 

• Procrastination 

Presenter
Presentation Notes
There are many reasons why you should plan your estate. I just mentioned one, which was the great time, effort and wise investment decisions you’ve spent on building wealth.
I’ve listed a few of the more common reasons why you should plan your estate on the screen here.
First, you’re probably going to want to transfer some or all of your assets to your family once you die. There are several effective trust strategies we will examine that can accomplish this goal.
Have any of you experienced probate? It’s not fun. It’s worse in some states than in others, but overall, probate and court proceedings is not a favorite on most people’s list. You can avoid probate using certain types of trusts.
Estate taxes are perhaps the greatest threat to an estate. Estate taxes can erode anywhere from 37-55% of your estate if it’s over $650,000 for 1999. There are ways to minimize and/or eliminate estate taxes.
Control is another important reason why some individuals should plan their estate. This may sound morbid, but there are those out there who want to control their assets and the distribution of those assets “from the grave.” This is especially true concerning divorced individuals or those with children who may not be responsible with an inherited estate. Another reason for control is to avoid having state laws take over and make decisions for an unplanned estate. Basically, a trust can provide you with the ability to limit distributions for specific purposes as you see fit.




IF I HAVE NO CHILDREN 
WHERE DOES MY MONEY GO? 

• Charity? 
  
• Siblings, nieces or nephews? 

  
• Friends? 
  
• Above gifts With or Without “Strings”? 
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Common  
Asset Protection Techniques 

• Buy “Umbrella” Insurance Coverage 
 

• Transfer Assets to Spouse 
 

• Hold Residence in Tenancy by the Entireties 
 

• LLCs to hold Business & “Risky” Assets 
 

• Dynasty Trusts 
Protection against Divorce/Creditors of Child 

 
 



Dynasty Trusts 

• Much Harder for Creditors to Crack 
  

• Not Counted in Child’s Estate 
     for Estate Tax Purposes           
  

• Distributions for Health, Education & Support 
  

• At pre-determined Age (i.e., at 30), Child can be 
Trustee and have effective control over Trust 
 

• Unless Child “opts out,” upon death  of Child the 
Trust continues for Grandchildren under same terms 
(and possibly for all successive generations)… 
 

Children Inheriting Assets in a Protective Trust 



PROBATE:  The legal process of  
proving and administering a will 

• Expensive 
• Time consuming 
• Delays distributions to beneficiaries 
• Court supervised 
• A matter of public record 

Probate can be avoided! 

Presenter
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Probate has a poor reputation. And, with good reason.
Probate is a legal process of proving and administering a will.
If you do not have a will, your affairs will end up in probate court where state law determines who inherits your assets.
So, if you have a will or do not have a will, your estate is likely to pass through probate.
In most states, probate is slow, cumbersome, costly, complicated, inflexible and a matter of public record.
The cost of probate usually depends on the size and complexity of your estate. Fees covering court filings, appraisals, tax preparations, administrative time, attorneys, etc., can run as high as 7-10% of the value of your estate.
Probate also involves time-consuming delays in settling the estate. Remember, it is court supervised. Depending on the size and complexity of the estate, the time to probate an estate can range from three months to two years. And you thought waiting on line at Motor Vehicles was bad.
Probate, as you might suspect, includes dealing with courts and governmental bureaucracies. This can certainly be an unpleasant experience, especially if children are involved. 
Finally, probate is public. Your will and all other documents filed with probate court can be read by you [point], you [point], you [point] and, of course, me. 
The good news is that probate can be avoided. One way is to own absolutely nothing. The other is sort of a loophole that allows your estate to avoid probate if you establish a personal trust. Assets placed in the trust avoid probate. Many trusts are not subject to the probate process. While different kinds of trusts can help you avoid probate, a very popular type of trust used today is the living trust. We will examine trusts in a few minutes.
To recap, probate is generally an unpleasant experience that follows an unpleasant experience (the death of a loved one). Probate can be avoided.




What Assets Avoid Probate? 
• Assets held in a living trust 
 

• Assets payable under contract to  
a named beneficiary 
–  IRAs 
– Life insurance policies 
– Pension assets 
– Annuities 
 

• Jointly-held property (upon 1st to die) 

Presenter
Presentation Notes
What assets can avoid probate? As I mentioned, assets placed in a trust generally avoid the probate process. Living trusts are the most common form of trusts used to avoid probate and to plan one’s estate.
Some of the more major assets that pass outside your will without being included in probate include IRA benefits, life insurance policies, tax-qualified retirement assets such as those of a 401(k) and annuities.
Keep in mind, however, that these assets are payable under contract. The named beneficiary can be a trust.
Even though these assets can avoid probate, they are part of your taxable estate when it is valued for tax purposes. Avoiding probate does not include avoiding income or estate taxes. 




IRA  Distribution Rules Before Death
  

• First IRA Distribution:  April 1st Year after Age 70 1/2  
  
• “Liberalized” IRS Distribution Table: 

 
 

 
 
 

 
– Distributions based on Prior Year (12/31) Account Balance  
– If Spouse is 10 Years Younger, even Longer Payouts 

 
 

 
 
 

 

Age 70 – 3.65% Age 76 – 4.55% Age 85 – 6.76% 
Age 72 – 3.91% Age 78 – 4.93% Age 90 – 8.77% 
Age 74 – 4.2% Age 80 – 5.35% Age 95 – 11.63% 

Presenter
Presentation Notes
Let’s look at a very common type of trust.
The revocable living trust is one of the more popular trust vehicles used today.
As the name suggests, it’s a legal arrangement made during your life for the purpose of managing assets.
Assets are placed in a trust and managed by the trustee who is chosen by you. The trustee manages the assets with input from you for the benefit of the beneficiaries.
Such a trust provides for uninterrupted and unified management of your assets.
I want to mention, however, that the trustee is managing the assets. As you’ll see, it is very important that you choose a qualified and capable current or successor trustee to ensure that the trust properly carries out your wishes. 




IRA  Distribution Rules After Death 
A.    “CONTROL” PLANNING 

 
• Specially Drafted Trusts (to avoid “5 Year” Rule) 

  -“Conduit” or “Accumulation” Trusts 
 

• Merrill Lynch “Trusteed IRA” 

B.    “NON-CONTROL” PLANNING  
 

Individuals as IRA Beneficiaries 
• Spouse (IRA Rollover to defer until Age 70 ½) 
 
• Children (“Stretch IRA” Benefits) 



IRA  Beneficiary Designations 
Status Factors Primary  Secondary 
Married 
 

•Harmonious Marriage 
 

•IRA not needed to fund  
Estate Tax Trust & 
Children are Responsible 

 
Spouse 
 

 

 
 

Children 

Married •2nd Marriage, or 
 

•Want Trust “Control” or 
Asset Protection Benefits 

-Trust; or 
-Trusteed                

IRA 

N/A 

Single •Responsible Children 
 

•Irresponsible/Young 
Children and/or Asset 
Protection Benefits 

-Children 
 

-Trust; or 
-Trusteed 

IRA 

N/A 
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Your beneficiaries will see some benefits from the revocable living trust you establish.
First of all, as we’ve said, they will not have to go through the probate process. This allows your beneficiaries to receive distributions from the trust more quickly and efficiently than a Will.
Specially-drawn revocable living trusts can avoid federal estate taxes.
A key benefit for you and your beneficiaries is that the trust can protect and prevent inexperienced beneficiaries from managing assets. Many grantors do not want, for example, their son- or daughter-in-law to manage their assets after they die.
This trust will also help your beneficiaries with the various tax and recordkeeping filings required by the IRS. But, again, this is only the case when an experienced trustee who can handle these functions is used.
Another benefit for heirs is that the trust can coordinate all insurance and pension assets you, as grantor, put in the trust.




ESTATE TAXES – 
A COSTLY BUT UNCOMMON  OCCURENCE 
• FEDERAL:  
 $5.43 million exclusion amount 

(Inflation adjusted) 
 

 FLAT 40% rate 
 

 Full step-up in basis 
 

 Portability of estate exemption 

• ILLINOIS:   
 $4 million exclusion amount 

 

• TAX PLANNING NEEDED IF ASSETS EXCEED $4M 



Combined Federal & IL Estate Taxes 
 
 
 
 
Tentative  
Taxable Estate 

2015 
Federal Exclusion = $5.43M  
Illinois Exclusion  = $4M 

 IL Marginal 
Rates  

Over $4M 

Fed & IL  
Marginal Rates 
Over $5.43M 

$4,000,000 N/A   
$5,430,000 10%   
$6,000,000   88% 
$7,000,000   62% 
$8,000,000   56% 
$9,000,000   53% 
$10,000,000   52% 
$20,000,000   49% 



DEALING WITH THE ESTATE TAX 

• CREDIT SHELTER TRUSTS 
 Funded Living Trusts for each Spouse 
 1st to Die’s Trust continues after Death 

• ESTATE TAX PORTABILTY 
 Election on estate tax return (Form 706) due 9 months after 
  death to  “save” Decedent’s unused estate tax credit 

 
 Not applicable for IL estate taxes 

 
 Planning often combines Credit Shelter Trust and 
     Estate Tax Portability 

Presenter
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What are the options for the marital trust? What can we do to secure inheritances for second marriage situations?
Well, there is an alternative version of the  A/B Trust called a QTIP trust.
A QTIP trust is commonly used by individuals who have children from a first marriage, have divorced and are now remarried. QTIP stands for Qualified Terminable Interest Property trust. This trust instructs how the proceeds are to be distributed upon the death of the second spouse.
It allows you to give your surviving spouse lifetime income and also allows you to choose who will receive the trust property after your spouse’s death. 
Without this kind of trust, your second spouse could have control over all of your estate regardless of your children’s needs. A QTIP trust also prevents your life savings from going to the estate of your surviving spouse if he or she remarries after your death.
The bottom line is that a QTIP trust offers additional control for those individuals who are divorced or remarried -- it helps to ensure that children from a first marriage receive an inheritance as desired by you.




Portability & 2nd Marriages  

• What if “Poor” Spouse’s Executor  Refuses to Make  
Portability Election? 

• NEGOTIATE THIS ISSUE BEFOREHAND!!! 
 Trust/Will Provisions directing Trustee/Executor to Elect Portability 
 Have Surviving Spouse benefitting from Election: 

• Pay 706 filing costs; 
• Possibly bequeath poorer spouse some property, such as an 

interest in  a “QTIP” Marital Trust as the quid pro quo 

• Typical Facts: “Rich” spouse marries “Poor” spouse; 
• “Poor” spouse dies 1st, with $4M unused estate tax exclusion; 
• “Rich” spouse wants to use Portability  to claim unused $4M exclusion. 



TYPICAL ESTATE TAX  PLANNING 
 

ESTATE 1ST SPOUSE TO DIE 

NO CONTROL “CONTROL” OR 
ASSET PROTECTION 

Credit Shelter 
Trust 

(for Survivor) 

ESTATE OF SURVIVING SPOUSE 

 CHILDREN TRUSTS FOR 
CHILDREN 

Trusteed or 
Rollover  

IRA? 

or 



When To Check Your Estate Plan 

• Births and deaths 
• Moves between 

states 
• Marriages 
• Changes in your 

assets 

• Divorces 
• Business 

changes 
• Inheritance 
• Tax law changes 

Presenter
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Well, I’ve covered a lot in today’s discussion and I hope each of you have learned something about trusts and estate planning.
If there’s one general thing I want you to take with you today is that when a major life event occurs, this should be a signal to check your estate plan.
I’ll define a life event such as births, deaths, relocating, marriages, a significant change in your personal wealth, divorces, a change of jobs, a large inheritance and, of course, the life event that affects all of us, tax law changes.
Each of these probably will impact your estate and it’s a good idea to contact your attorney, estate planning specialist or your Financial Advisor to see if there are any direct implications on your estate and your wealth.




• “There are two systems of 
taxation in our country; one        
for the informed and one for     
the uninformed.”   

  (Judge Honorable Learned Hand - Appeals Court Justice) 

 

Keep Money 
In The  
Family 

Presenter
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I hope over the last hour I’ve helped you understand how to keep money in the family.
I also hoped you have learned that there are certain elements out there that can dramatically erode your estate -- like estate taxes.
Properly planning your estate -- which often involves using trusts -- can help to combat the eroding effects of taxes.
Your Financial Advisor and Morgan Stanley Dean Witter Trust can deliver a wide variety of effective and efficient trust-related services and products that will help you protect, preserve and transfer your estate to your loved ones.
Your Financial Advisor is local and can provide personal service from initial inception of the trust through quarterly statement review and ultimately, through the trust’s distribution.
There is a brochure based on this presentation today called, ironically enough, “How to Keep Money in the Family.” I encourage you to read through this piece and the other literature we have. If you have any questions, we will be available to answer questions or schedule a meeting to discuss your specific situation.
Thank you for coming and taking time out of your busy schedules to listen to us. Again, we will be around for a while to answer questions and meet with you one-on-one.
Again, thanks for attending today’s seminar presentation. 
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