














amount used will be restored. Thus, you are in the same position you would have been in
had the personal residence trust not been created in the first place.

When the term of the trust ends, you no longer have the right to live in the property
unless you pay fair market value rent to the children to stay there. Of course, this may not
be all bad. The rent payments will not be gifts and thus will allow you to make further
transfers free of gift or estate tax to the children.

1. Grantor Retained Annuity and Unitrust Trusts

The grantor retained unitrust (GRUT) and the grantor retained annuity trust
(GRAT) are irrevocable trusts which are useful in planning large estates. The GRUT and
the GRAT are similar to the personal residence trust. In each of these types of trust you
transfer property to the trust and retain a right to income for a fixed number of years. In the
case of a GRUT, the amount is equal to a set percentage of the value of the trust determined
each year during the term of the trust. In the case of a GRAT, the amount is the same each
year during the term of the trust. In each case the amounts must be paid whether or not the
trust earns sufficient income to make the payments. As in the case of the personal residence
trust, the value of the gift to the trust for gift tax purposes is only the value of the remainder
interest in the property after the termination of the income interest. The effect of your
failure to survive the term of the trust is the same as in the case of a personal residence trust.
Generally a GRAT or GRUT only make sense if the property in the trust produces a greater
total return than the IRS tables assume in calculating the value of the income interest.

J. Generation-Skipping Transfers

Transfers of assets can be made to grandchildren, which will totally avoid estate
taxes at the death of the children, up to $2,000,000 per grandparent. This can be a crucial
part of the estate plan in a large estate since a $2,000,000 gift deferred in trust for a
generation may grow to a very large sum, all of which is then fully sheltered from tax at the
death of the child.

K. Charitable Giving

1. Tax Advantages

The fair market value of the property donated to the charity is generally allowable as
a federal income tax deduction which reduces the income tax payable and increases the cash
flow of the donor. Because the property has been given away to the charitable institution, it
is no longer owned by the donor and is therefore not subject to any estate tax upon death.
Because the gift is made to a qualified charity, there is no federal gift tax because of the
federal gift tax charitable deduction.
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2. Selected Methods of Charitable Giving

The following are some selected ways to make charitable gifts.

a. Outright gifts of cash, real estate, securities or other property

Outright gifts are the most simple and most direct method of making gifts to a
charitable institution. The principal advantage of making gifts with appreciated property is
that the donor avoids the built-in capital gains tax liability which otherwise would need to
be paid if the property were sold to produce cash to make the same gift.

b. Bequests by Will or Trust

Such a gift may be either unrestricted or designated for a specific program or use.

C. Life insurance

You may designate the charity as the beneficiary and owner of either new or existing
life insurance policies. For a relatively modest investment, a life insurance policy can result
in a large gift to charity while providing significant tax benefits as well.

d. Charitable gift annuities

Cash or securities are transferred in exchange for a guaranteed fixed payment to the
donor as long as he or she lives, or in the form of a joint life annuity for both the donor and
spouse. The income received back is partly tax-free, based upon the donor’s age. The excess
cash or property goes to the charity at the end of the donor’s life. These programs can allow
for a substantial charitable contribution, income and estate tax savings, and enhanced
income for the rest of the donors’ lives.

e. Pooled income funds

The charitable gift can be invested in the pooled income fund to provide life income
to one or more individuals. The property is then given to the charity at the end of the
beneficiary’s life.

f. Charitable Trusts

The charitable remainder trust can enable a person to increase income by substituting
higher yield investments for highly-appreciated but low yield assets, without payment of
capital gains tax so that the entire gross sale proceeds are available for reinvestment. The
increased yield, avoidance of capital gains tax, providing of needed diversification to the
investment portfolio and charitable income tax deduction all add up to a great combination
of benefits. The loss of the asset to the charity at death can usually be offset by additional
life insurance paid for by the increased cash flow generated by the higher yield investments.

Charitable remainder trusts can provide for two basic types of payments to the
income beneficiary. A charitable remainder unitrust provides that the income recipient
receives an amount equal to a percentage of the trust assets valued each year. If the grantor
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retains a 6% unitrust interest and the trust assets are valued at $1,000,000 for Year 1, he will
receive a payment of $60,000. If, in Year 2, the trust assets have increased in value to
$1,100,000, he will receive a payment of $§66,000.

A charitable remainder annuity trust provides that the income recipient receives an
equal payment each year, regardless of the size of the trust. If, for example the payment is
set at $60,000, the income beneficiary will receive the $60,000 each year, regardless of the
size of the trust.

The amount of the income tax charitable deduction available to the grantor of the
trust will depend on the age(s) of the income beneficiary(ies), the type of trust chosen and
the size of the annual payment.

VII. SELECTED ASSET PROTECTION PLANNING

The objective of asset protection is to arrange your current ownership of assets in
such a way that their availability or use by you and/or your family is protected against most
any adverse circumstance that could arise in the future. Any transfer of assets must be made
at a time when such transfer does not render the transferor insolvent or leave the donor in a
position that his or her ability to pay expected future debts would be impaired. In other
words, no present creditor can be put in jeopardy because of the transfer. Any interest
retained by the transferor, like a retained right to receive the income from the property, or to
acquire any of the principal of the transferred property, or the power to revoke the transfer,
will be reachable by a creditor.

Many people are interested in ways to structure the ownership of assets to provide
protection from claims of creditors. Asset protection techniques involve many areas of the
law and are quite complex.

You can implement some protection in connection with estate planning by
transferring assets to a spouse who is at less risk with respect to claims of creditors. This
may also help to equalize estates. For example, in order to fund their unified credit shelter
trust in the event he or she is the first to die, each spouse needs to have at least $2,000,000 of
assets in his or her name. Generally, assets held in a spouse's name will not be subject to the
claims of the other spouse's creditors.

With respect to retirement plans, assets in ERISA qualified plans and most IRAs are
not subject to the claims of creditors. However, under current Ohio law, assets held in SEP
and SIMPLE IRAs are not protected from creditor claims. Therefore, you should consider
rolling over retirement plan assets held in SEP and SIMPLE IRAs to a traditional or Roth
IRA, to avoid placing those assets subject to the claims of creditors.

Further, properly structured gifts to children will also be protected from claims of
creditors. Life insurance benefits also should not be subject to the claims of creditors.
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VIII. ESTATE PLANNING EXAMPLE

A, Facts

Assume a couple with two children, both age 50, have total assets of approximately
$5,000,000, consisting of the following;

1. Residence $ 500,000
2. Life Insurance $1,000,000
3. Commercial Real Estate $ 600,000
4. Retirement Plans $ 800,000
5. Marketable Securities $2,100,000

Total Assets $5,000,000

If the couple merely adopts simple wills which leave all of their assets to each other
and then to their children, and do not make any provisions to save estate taxes, then upon
the death of the first spouse to die there will be no estate taxes because of the marital
deduction. However, depending when the surviving spouse's death occurs, there could be
federal estate taxes of approximately $1,350,000. See Example on page 23. The couple's
taxable estate is currently in the 45% federal estate tax bracket. The following is a
discussion of some estate planning techniques that will substantially reduce the amount of
estate tax.

B. Credit Shelter Trusts

By leaving everything to the surviving spouse, the first spouse’s applicable credit
amount is unused and unrecoverable. The couple’s estate planning should be structured so
that both spouses’ applicable credit amounts are fully utilized. If both spouses adopt credit
shelter trusts, they can save approximately $900,000 in estate taxes. See Example on page
24.

C. Irrevocable Life Insurance Trust

If the $1,000,000 life insurance policy is transferred to an irrevocable life insurance
trust and the insured lives three years from the date of such transfer, then upon the couple's
deaths, the $1,000,000 of insurance proceeds will not be subject to estate tax. By having the
$1,000,000 life insurance policy held in an irrevocable life insurance trust, the couple will
save an additional approximately $450,000 in federal estate taxes. See Example on page 25.

D. Lifetime Gifts

The couple could make annual tax-free gifts of $24,000 to each of their children for a
total of $48,000 per year. Gifts to the children may be made outright or in trust for their
benefit. If the couple made $48,000 in tax-free gifts to their children, they would save
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approximately $21,600 in estate taxes ($48,000 x 45%) for each year in which gifts were
made.

E. Family Limited Partnership

In order to leverage their $12,000 annual exclusion gifts, the couple could establish a
family limited partnership (FLP). They could transfer their commercial real estate valued at
$500,000 to an FLP in exchange for a 1% general partnership interest (value $5,000) and a
99% limited partnership interest (value $495,000). Discounting annual tax-free exclusion
gifts to their children by 35% would result in them being able to make gifts of approximately
$74,000 worth of assets at a gift tax value of only $48,000. This results in a tax savings of
approximately $33,300.

As general partners, the couple will have the authority to control and manage the
FLP. The children, as limited partners, will have no right to participate in the control and
management of the FLP.

F. Personal Residence Trust

The couple could transfer their residence (value $500,000) to a personal residence
trust, and retain the right to reside rent-free in the home for a term of 15 years. By retaining
the right to reside in the home, the present value of the residence for gift tax purposes is
reduced from $500,000 to approximately $§190,085. Provided the couple survives the 15-
year period, they have transferred an asset worth $500,000 as though it were worth only
$190,085, for a tax savings of approximately $85,538. Further, any appreciation in the
value of the residence will also be out of their estate. Assuming the residence would
increase in value by 4% per year, they have transferred an asset that would have been worth
approximately $900,472 at a value of only $190,085, for a total estate tax savings of
approximately $319,674.

G. Charitable Remainder Trust

One of the stocks in the couple’s portfolio was acquired years ago for $10,000 and
has a current fair market value of $500,000. It is a fairly risky growth company that has
never paid any dividends. The couple is concerned that the value of the growth stock may
plummet if market conditions worsen, but do not want to pay $73,500 in income tax to
obtain the ability to diversify their portfolio and generate additional current cash flow.

If the stock is sold, the federal income tax on the gain would be approximately
$73,500 (assuming a 15% capital gains rate) leaving $426,500 to reinvest. If the couple sold
the growth stock, paid the federal income tax and invested the remaining proceeds at 6%,
the investment would produce about $25,590 (§426,500 x 6%) per year in pre-tax cash flow.

Instead of selling the stock, the couple could adopt a charitable remainder unitrust.
The trust would provide for the payment to them of an annual 6% unitrust amount until the
death of the last spouse to die.
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First, as a charitable trust, the gain on the sale of the stock would not be subject to
capital gains tax, leaving $500,000 to be reinvested by the trust. This increases the assets
available for investment by $73,500.

Second, the remainder interest that will pass to charity will produce a current income
tax deduction. The income tax deduction will be approximately $66,300 (i.e., the present
value of a $500,000 gift to charity payable at the end of the life expectancies of the two
people who have retained a 6% unitrust amount). Assuming a marginal federal income tax
rate of 35%, this deduction will provide an income tax savings of approximately $23,205.

Third, whereas the property was previously producing little, if any, income, on an
annual basis, the couple will now receive the unitrust amount equal to 6% of the fair market
value of the trust assets, valued annually. Initially, this would be $30,000 per year, which is
$4,410 ($30,000 - $25,590) more than if the property were sold outside the trust and the net
proceeds invested at the same rate. Furthermore, if the trust assets appreciate in value, the
unitrust amount received by the couple will also increase. For example, if the assets of the
trust were invested at 10% and the remaining 4% after payment of the 6% unitrust amount is
reinvested at the same rate, on the tenth year of the trust the annual payment to the couple
would be approximately $41,050.

The obvious disadvantage of a charitable remainder trust is that the property
contributed to the trust is out of the control of the couple and the couple’s family, except to
the extent of the payment of the annual unitrust amount. However, it may be possible to
“replace” the contributed property at the time of the couple’s death through the purchase of
life insurance. The policy could be a joint and survivor life insurance policy payable on the
death of the survivor of the couple. The insurance premiums can be paid from the increased
cash flow generated by the charitable remainder trust from the tax-free sale of the low
income producing assets being contributed to the trust. To maximize the estate tax
advantages of the charitable remainder trust, it is advisable to obtain the policy through an
irrevocable life insurance trust, which would exclude the proceeds from the taxable estate.
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ESTATE TAX RATE FOR 2008

Estate Size

Net Estate Tax

Rate on Excess

$2,000,000

-0-

45%
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CHANGES TO ESTATE AND GIFT TAX SYSTEM

The following chart summarizes the estate, gift and generation-skipping changes

under the Act.
CALENDAR MAXIMUM APPLICABLE | ESTATE TAX | APPLICABLE GST
YEAR RATE EXCLUSION UNIFIED EXCLUSION | EXEMPTION
ESTATE AMOUNT CREDIT AMOUNT
TAX (ESTATE TAX) (GIFT TAX)
2002 50% 1,000,000 345,800 1,000,000 1,100,000
2003 49% 1,000,000 345,800 1,000,000 1,120,000
2004 48% 1,500,000 555,800 1,000,000 1,500,000
2005 47% 1,500,000 555,800 1,000,000 1,500,000
2006 46% 2,000,000 780,800 1,000,000 2,000,000
2007 45% 2,000,000 780,800 1,000,000 2,000,000
2008 45% 2,000,000 780,800 1,000,000 2,000,000
2009 45% 3,500,000 1,455,800 1,000,000 3,500,000
2010 - - - 1,000,000 -
2011 55% 1,000,000 345,800 1,000,000 1,060,000
(plus 5% (indexed)
surcharge)

22




ESTATE PLAN EXAMPLE

Assumption: Couple does no tax planning and adopts wills leaving entire estate to
surviving spouse. First spouse to die has $3,000,000 and surviving
spouse has $2,000,000.

First spouse to die
$3,000,000

Assets pass to
surviving spouse tax-free

Upon second death
taxable Estate is $5,000,000

$5,000,000 Assets
(1,350,000) Estate Tax
$3,650,000 Net to children
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ESTATE PLAN EXAMPLE

Assumption:  Couple adopts credit shelter and marital deduction Trusts.
First spouse to die has assets of $3,000,000.

First to Die’s
Assets $3,000,000

Trust A — Marital Deduction
$1,000,000

Trust Terms

Trust B — Credit Shelter
$2,000,000

Trust Terms

J—

Spouse can be Trustee
Spouse gets all income
3. Spouse can withdraw
principal at any time
4. What'’s left at Spouse’s
death passes to trusts for
children subject to estate
tax

J—

Spouse can be Trustee
Spouse gets all income
Spouse gets principal for
health, maintenance,
support and education

4. What'’s left at Spouse’s death
passes to trusts for children
estate tax free

b
w»

At Spouse’s Subsequent Death

$2,000,000 Spouse’s Assets
+1,000,000  Assets of Trust A of
First to Die
(450,000) Estate Tax
$2,550,000 Assets to Children

$2,550,000 Assets from Surviving Spouse
2,000,000 Assets from First to Die’s Trust B
$4,550,000 Total Assets to Children

1. Income and principal in discretion of Trustee to children
while under 22 for health, maintenance, support and
education

2. Income to children at 22 and thereafter, and principal for
health, maintenance, support and education

3. Children can withdraw one-third of principal at ages 25,
30 and 35

FEDERAL ESTATE TAX SAVED BY USE OF CREDIT SHELTER TRUST: $900,000
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Estate Plan Example

Assumption:  Couple Adopts Credit Shelter and Marital Deduction Trusts and Insurance Trust.
Husband’s Assets Wife’s Assets Insurance Trust
$2,000,000 $2,000,000 $1,000,000
| |
| | | |
Trust A Trust B — Credit Shelter Trust A Trust B — Credit Shelter $1,000,000
$0 $2,000,000 50 $2,000,000 Spouse can be
1. Wife can be Trustee 1. Wife receives income 1. Husband can be Trustee 1. Husband can be Trustee Trustee
2. Wife gets all income and principal for 2. Husband gets all income | 2. Husband receives Spouse receives
3. Wife can withdraw health, maintenance, 3. Husband can withdraw income and principal for income and principal
principal at any time support and education principal at any time health, maintenance, for health,

4. What’s left at Wife’s 4. What’s left at Husband’s

death passes to trusts
for children subject to
estate taxes

2. What’s left at Wife’s

death passes to trusts

death passes subject to

support and education
3. What’s left at Husband’s

maintenance, support
and education

| estate tax death passes to trusts for What'’s left at
for children estate tax children estate tax free Spouse’s death passes
free estate tax free
|
$5,000,000 Total Assets
(_231,000) | Ohio Estates Taxes at second Spouse’s death
$4,769,000 Assets available for children
Trust for Child
$4769.000 FEDERAL ESTATE TAX
C SAVED BY USE OF CREDIT
1. Income and principal in discretion of Trustee to children while under 22 for
health, maintenance, support and education. SHELTER AND INSURANCE
2. Income to children at 22 and thereafter and principal to children for health, TRUST: $1,119,000
maintenance, support and education.
3. Children can withdraw 1/3 of principal at ages 25, 30 and 35.
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