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Estate planning

Estate planning

Profiles Professional has two estate planning modules: basic, which is always included with Profiles
Professional, and advanced, which can be purchased separately. This self-study guide examines the
basic estate planning module. There are five key estate tools within the basic estate planning module
that can be used to model different estate planning techniques. This self-study guide covers all five
estate tools:

* Gifting during life

* Wills

* Revocable living trusts
* Credit shelter trusts

* Irrevocable life insurance trusts (ILITs)

Learning objectives

This module will enable you to

* Define estate assumptions

* Enter gifting during life

* Model wills and revocable living trusts
* Model credit shelter trusts

* Model irrevocable life insurance trusts

Learning tools

This module includes some practice exercises using one of the sample clients provided in the
application. If you want to keep this sample client case intact, open the Sample 5 - Comprehensive
(Taylor - non-tax).fpx client case, and then save it with a new case name.

To open and save the client case, follow these steps:
1. Start Profiles Professional.
2. Click Open Existing Case, and then click Open Sample Case. The Open Sample Case screen opens.

3. Click the Open link beside Sample 5 - Comprehensive (Taylor- non-tax).fpx. A Data Conversion dialog
box may appear to warn you that the planning preferences in this case differ from the global
planning preferences. Click Close.

4. Click the File menu — Save As. The Save Client Data As dialog box opens.
5. Save the case with a unique name, for example, Taylor — Estate Planning Self-Study Case.

Please keep in mind that the case used for this self-study guide does not have the Tax-Sensitive option
selected.

Learning objectives 1
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Define estate assumptions
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Figure 1: Planning Preferences — Estate Preferences

In Profiles Professional, estate planning assumptions are set on the Estate Preferences screen. Before
entering estate details, it’s a good idea to define assumptions for estate calculations.

The Federal Estate Tax Law to Apply field designates how the federal estate tax law applies to this case.
The following options are available:

* Sunset — The Economic Growth and Tax Relief Reconciliation Act (EGTRRA) works as it was
legislated. There is no estate tax for deaths occurring in 2010, and in 2011 the estate tax laws revert
back to their 2001 status.

* No Sunset - EGTRRA 2001 remains in effect indefinitely, and the estate tax is permanently
repealed in 2010

* Old Law — EGTRRA is ignored completed. The estate laws that were in effect in 2001 are used.
* Freeze 2009 — EGTRRA rates for 2009 become law in 2010 and beyond.

* None —No estate tax laws apply to the case.
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The State Death Tax Law to Apply field designates how state death taxes are calculated in this case. The
following options are available:

* Federal Pick-up — State death tax is set to equal the maximum federal credit for state death taxes
paid in effect prior to 2001.

* State Freeze — State’s death tax is equal to the maximum federal credits in a given year (you must
specify the year).

* User Entered — You can enter the appropriate numbers in the State Death Taxes at 1st Death and State
Death Taxes at 2nd Death fields.

If you think gift and GSTT exclusions will increase over time, enter a rate in the Annual Gift and GSTT
Exclusion Index Rate field.

Normally Client A is assumed to die first for estate planning reports. If you select the Include Reverse-
order Death Analysis check box AND set the hypothetical life expectancies to the same year, additional
reports for Client B Dies First will be accessible.

There are a few assumptions on other screens that you should verify before entering estate data.

* On the Case Setup — Assumptions screen, make sure the client marital status has been entered
correctly. Since estate planning tools, like credit shelter trusts, are only available to married
couples, it is important to have the correct marital status.

*  On the Qualified Account Entry screens (opened from the Assets screen), make sure the correct
beneficiary is selected for qualified accounts, because, in addition to calculating the required
minimum distributions, this selection determines the disposition of the taxable estate.

* On the Investment Account Entry screens (opened from the Assets screen), make sure the correct
person is selected in the Disposition at Death field which is similar to the Beneficiary field for
qualified accounts. The Disposition at Death field is not accessible for jointly owned assets because
Profiles Professional assumes joint ownership is with the surviving spouse and automatically
transfers the asset to the survivor. If the Account Held in Living Trust check box is selected, the
account is included in a living trust to avoid probate fees.
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Figure 2: Case Data — Estate

On the Estate screen, you will define some of the estate assumptions and access the estate planning
tools. The estate planning reports calculate the results for your clients based on the Hypothetical Age of
Death values. The default for client A is five years from the current date, and the default for client B is
ten years from the current date.

If the Family Business Deduction is applicable to your clients, enter the allowable qualified family-
owned business interest (QFOBI) deduction at Client A’s death. This value is limited to the amount
for which your clients qualify under IRA section 2057 and should not exceed $675,000. In addition,
this amount will be affected by the federal estate tax law applied to this case (you must select Old Law
from the Federal Tax Law to Apply list because JGTRRA disallowed the business deduction).

Estate tax assumptions on this screen default to the values set on the Estate Preferences screen.

Under Expenses, you can enter amounts and/or percentages for all final expenses including funeral
expenses, probate costs, and administration costs for the estate.

Clicking the Gifting and Credit Details button opens another screen where you can enter prior gifts that
apply to your client.
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Figure 3: Case Data — Estate — Gifting and Credit Details button

Estate planning

For example, if the client has made prior taxable gifts after Dec. 31, 1976, enter this amount on the
second line. Remember to enter only the taxable portion of the gift. Enter gift taxes that have already

been paid as Total gift taxes already paid on above gifts or, if some of the lifetime gift tax-credit amount

has been used, Profiles Professional calculates the credit amount based on the gift amount you enter.

Clicking the Charitable Bequest Details button opens another screen where you can enter any cash

bequests that will be made at death, or in a first or second-to-die scenario. For example, if Client A
wants to bequest $50,000 to charity when he dies, but wishes to bequest $200,000 to charity in total,

you would enter $50,000 on the line entitled Client A Dies and enter $150,000 on the line entitled

Second-to-Die.

You've now completed the first learning objective, defining estate assumptions.

This study guide uses a partially completed client file so that you can focus on estate planning and

not be concerned with entering other information.

Let’s review the Taylor family details:

* John and Jamie Taylor are ages 52 and 51 respectively.

* They have one son, Cameron, who is 16 years old.

* They plan to do some gifting to their son over the next three years.

* They have a revocable living trust in place.

* Their current net worth is over $3.5 million. Perhaps a CST might be a good idea?

Before adding suggestions to the clients” current plan, it’s a good idea to save the original case and

then make changes or suggestions to a copy of that case. To begin, you will review their existing

strategies.

Define estate assumptions
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Enter gifting during life
With the basic estate module, you can include gifts during life in an analysis.

|
Gifting During Life

Gift Number il 1 lLI 1of1 Current E state Plan
Gift Name IGift to Cameran Include in Analyziz? ~
Gift Details
Dloner IEIient.-’-‘« j Gift Spliting [~ Begin Year lw
Gift equals annual exclusion [ Amount Iw R |—3
Source Fund from &ssets j

Fund from Cash Flow
Fund from Assets

arnount Available % of Callar Transfer Total

Assets Available to Transfer

at Plan Date Value Expense | withdrawn
Hualcamnm $33.450 6000 $6.000 $0 $6.000 Delete
CocaCola $29.780 6000 $6.000 $0 $6.000 Delete
Delete

Beneficiary Information

Beneficiary | Cameron ﬂ Add Bensficiam |

Delete thiz Gift | Cloze |

Gift source |

Figure 4: Case Data — Estate — Edit link — Estate Details — Gifting During Life, Select link

Clicking the arrow on the right side of the “spin” | 4| 1 |p bar allows you to enter multiple gifts.

The Include in Analysis? check box controls whether or not this estate tool is included in the analysis.
This feature is a simple way to create What-if scenarios. You can generate output reports, after either
selecting or clearing this check box, and then decide which option works best for your clients.

The Donor field controls who the donor is. The default value is Both Client A and Client B. If the default
value has been changed, the field is colored.

You can select the Gift Splitting check box to split the gift and reduce gift taxes, or to increase the
maximum annual gift amount.

To use the annual gift exclusion, ensure that the Gift equals annual exclusion check box is selected.
Clear it to enter a specific dollar amount. The annual exclusion is $12,000 for 2007. You can increase
the exclusion rate going forward on the Planning Preferences — Estate Preferences screen by entering a
rate in the Annual Gift and GSTT Exclusion Index Rate field.

The Begin Year and Duration fields indicate when the gift begins and for how long it continues.
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There are two options in the Source list for funding cash gifts.

* If you select Fund from Cash Flow, the gift is funded from available cash. If that amount is
insufficient, assets are liquidated according to the liquidation order.

* If you select Fund from Assets, you can choose to redeem specific assets for the gift.

NOTE: Make sure that the account with the holding(s) you select has the Manage Holdings
Independently option selected on the account entry screen. Otherwise, the holding may be
restricted due to reallocation and rebalancing strategies, even though it appears in the list.

Under Beneficiary Information, you can choose the beneficiary or add new beneficiaries, if necessary,
by clicking the Add Beneficiary button. Beneficiaries do not necessarily need to be dependents; they
can also be charities. Gifting to trusts is not an option in Profiles Professional.

On the Beneficiaries screen, it is important to enter the rate of return for gifts because it helps to show
the true value of assets removed from the estate. For example, if $12,000 was gifted today at 6% per
year for 25 years, it would amount to $50,000 if left in the estate. If you entered the Rate of Return
value, the output pages would show $50,000 as the amount to beneficiaries.

After entering these estate details, you can now look at some results by clicking Client Presentation,
and then selecting Estate.

Reports I
Awvailable Dutput Pages ‘ Selected Output Pages |
ERR: otae a| [l 57 Gift - Gift to Cameron
—_1 Estate 1 51 Wwills - Detailz
F—# Scenario 1 [Active] - Current Estate Plan L] 51 Revocable Living Trusts - Client &,
F—_1 &zzet Dwnership 1] 51 Estate Flowchart - & Dies First
—_1 Charitablz Lead Trusts _| 1] 51 Estate Tax - & Dies First
11 Charitable Lead Trusts 1] 51 Estabe Liquidity &nalysis - & Dies First
L1 Charitable Remainder Trusts [T Credit Shelter Trust

—24 Charitable Remainder Trusts

24 Choice |5 Yours

F—_1 Credit Sheler Trust

—11 Credit Shelter Trust

—2 Estate Cost E stimatar

—_1 Estate Detailed Timeline D efinitions

L1 Estate Summary Timeline D efinitions

2 Estates of Famous Persons

—_1 Family-owned Business

24 Farnily-owurned Buzsiness ;I

I Cover &l Present 8] &udt ] Text ®] Discloze 3] Concept  ®] Forefield
[&]) Denotes a report that may be most suitable for advisons-tupe client relationships.

Display.. | Pirt. | SendPOF. | SaveasPoF.|

Cloze | Cancel | Options... | Iemplates...l Help |

Figure 5: Client Presentation

There are many generic estate text pages and concept pages that provide useful educational
information for clients new to estate planning. For example, you can use the Credit Shelter Trust
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concept page to show your clients that with a $3,500,000 estate, they could save $675,000 in federal
estate taxes by using a credit shelter trust.

Under Scenario 1 (Active) - Current Estate Plan, you can access specific presentation and audit pages
related to your clients’ case. Notice that most of the reports include a presentation page and an audit
page. Use whichever is most appropriate for the clients. You can add output pages by either clicking
the pages on the left, or by dragging them to the column on the right. For more information about
generating output pages, see the Organizing Output Self-Study Guide.

The S1 Gifts to Beneficiaries - Client A/B reports provide an overall look at gifting to a single beneficiary
from cash gifts or trusts.

51 Gifting During Life provides a report for each gifting strategy. Let’s take a closer look at this
report now.

8 Enter gifting during life
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Figure 6: Client Presentation — Estate — Scenario 1 (Active) - Current Estate Plan — S1 Gifting During Life - Summary — S1 Gift - Gift
to <beneficiary> presentation page

This report summarizes the input on the Gifting During Life screen ($12,000 gifted three years). Note,
under Gift results, that the projected value in ten years is higher than the total gift amount. This is
because the beneficiary’s assumed rate of return applies to the gift amount. $36,000 was transferred to
the beneficiary in $12,000 increments in years 2007, 2008, and 2009. If death occurred in 2017, a total of
$57,443 would be removed from the estate including returns. The bar graph shows annual gifts and
depicts the cumulative gift amount and the projected value. An audit page is available that shows the
gift strategy information in a table.

You’'ve now completed the second learning objective, entering gifting during life strategies.

Enter gifting during life 9



Profiles Professional Self-Study Guide

Model wills and revocable living trusts

Next, let’s consider wills and revocable living trusts, two important estate planning tools. On the
Estate screen, clicking the Select link next to Will opens the Will screen.

|
will

Include in Analyzis? Current Estate Plan

Will Details

Client £, Cliett B
Does the client have a wil? I I~

Indicate if clients' Will or BLT have provided for the following items.
Directives for the executar of the estate -

Guardianzhip directives for minor or
special needs children

v
Prowvisions to fund a CST at death -
Provizions to fund a ATIP at death -

r

Provigions to fund a QDOT at death

I s o (B |

Frovisions dealing with generation- r
zkipping transfer tarkes

Indicate if the following documents are part of the clients' estate plan.
‘wiitten medical directives ™ ™

Powers of attomey - -
Dielete thiz Wwill | LCloge |

Include in Analyzis?

Figure 7: Case Data — Estate — Select link next to Will

This screen provides a checklist for your clients” wills. Note that selections made here will not
automatically implement any tool. You can use the S1 Wills Details audit page, located under Client
Presentation — Estate - Scenario 1 (Active) - Current Estate Plan, to quickly confirm client information.
Text pages are also available to educate your clients about using wills.

It is very simple to establish a revocable living trust in Profiles Professional. Creating a revocable
living trust has the following benefits:

* avoids the probate process

* reduces probate costs

* maintains privacy instead of passing through probate court
* property is managed during incapacity or inability

* reduces delay in distributing the clients” estate
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On the Estate screen, clicking the Select link next to Revocable Living Trust opens the Revocable Living
Trust screen.

Revocable Living Trust

Include in Analyzis? Current Estate Plan

RLT Details

Asset Mame Held in RLT Transfer to RLT

Savings Account

Schwab Maoney Market
Jamig's 4070 (k)

John's 401(k]

Jokin's IRA

Jamie's Investment Account
John's [mvestment Account
Joint Imvestrment Accaunt
Cameron's Schwab Acct,
Feal Estate

‘Yacation Home

225 Chesterfield Late

RROOKMRKROOORR
NROOEBEOOOMA

QeletethisHLTl LCloze |

Include in Analpsiz? |

Figure 8: Client Data — Estate — Select link next to Revocable Living Trust

This screen lists all the clients” assets and indicates whether they are already held in a revocable living
trust or are to be transferred into one. If the Held in RLT check box is already selected, it means the
trust was established when the asset was entered, and the asset can’t be edited here. If the asset is
already held in an RLT, the Transfer to RLT check box is also automatically selected.

To transfer an asset, select the Transfer to RLT check box beside the appropriate asset.

Model wills and revocable living trusts 11
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Revocable Living Trusts - Summary
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Figure 9: Client Presentation — Estate — Scenario 1 (Active) - Current Estate Plan — S1 Revocable Living Trusts - Client A
presentation page

The S1 Revocable Living Trusts presentation page provides the following information:
* Under Data and Assumptions, you can see basic probate-related inputs in the case

The RLT Results table shows probate with and without RLT for Client A’s and Client B’s death
The graph displays the same information as the RLT Results table in graphical format

The audit page gives a detailed account of each asset and its associated probate expense or savings. A
text page is also available.
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Profiles Professional offers several primary estate output pages that help you assess the clients’
current situation, such as the S1 Estate Flowchart - A Dies First, S1 Estate Tax - A Dies First, and the S1

Estate Liquidity Analysis - A Dies First output pages.
First let’s take a look at the Estate Plan Flowchart presentation page.

Estate Plan Flowchart
'I'ud.l_r [2O0TH Jekno Daez (2I1L) Jarmis Drsx (2017) Fezaliz
[ s B e Pttt et -

preey 3 5
Jumid's
36N (e Eataie
51517

e |

BEITE: Settlesment costs at Breo death mclude $153,639 of deductble debit not acosally paid off ar Fost death.

John and Jamie Taylor
FPresented by: Jog Planner

Figure 10: Client Presentation — Estate — Scenario 1 (Active) - Current Estate Plan — S1 Estate Flowchart - A Dies First
presentation page

This page uses graphics to show the clients’ overall situation, based on the estate planning tools they
currently have in place. The dates of death are based on the hypothetical entries on the Estate screen.
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The Today column shows the current ownership of the Taylors’ assets. Any gifting or trusts that have
been established are listed here. The Client A Dies column shows the asssets transferred via the
unlimited marital deduction. The Client B Dies column shows settlement costs and transfers to
beneficiaries. The Results column shows totals for settlement costs, and how much goes to
beneficiaries and charities, if applicable. In all graphs, solid lines represent asset transfers and dotted
lines represent income transfers.

The audit page explains the values in the flowchart and also references other useful audit pages.

Esta}e ;Ta; ) S}lgl{]%nmy Estate Tax - Summary
ohn Dies First Jamie Dies Second

At John's death in 2012
estate
to gross estate
rrlement costs incurred
Rednctions for allowsble tax-free wransfers of property
Adiustments to taxable este
Minus: adjustments fo gress estate fofal
Eguals: tentative tax base

32,609,875 At Jamie's death in 2017.
ros

33,013,740
0 grocs astate
costs incurred (3161,323)
Rednctions for allowable tax-free mansfers of property
Adjustments to taxable estare 50
Minus adjusments 10 grocs actate toral sl
Eguals: tentative tax base $TET

[Esrats rax caleularions
Ectare tax caleulations

Faderal estars tax payable
State deatk tax payatle Faderal estats tax payable 31,588,759
Tortal estats tax payable Stata deatl: tx payable £375.071
RARCERRY

Toial estate tax payable

Estate Distributions at First Death
Estate Distributions at Second Death

m Tor! Property Transfers Senlemen: Costs
M Fadenal Esiate Tazes W State Estate Taxes M Tonal Property Transfers Senlement Costs
W Faderal Esmate Tazes W Stae Estate Tases

Continues.

John and Jamie Taylor John and Jamie Taylor
Presented by- John A Smith Presentad by John A Smith

Figure 11: Client Presentation — Estate — Scenario 1 (Active) - Current Estate Plan — S1 Estate Tax - A Dies First presentation page

The Estate Tax - Summary presentation pages provide a summary of key estate planning values like
gross estate, adjustments to gross estate including settlement costs and tax-free transfers, tentative tax

base, and tax payable.

The pie chart on the Estate Tax - Summary page for the second to die shows the portion of the client’s
wealth that is distributed versus lost to taxes. This is a good page to review with clients before adding
planning strategies, and then again after, for an easy, quick, and dramatic comparison.

Obviously the Taylors have a tax problem. How would you address it?

14  Model wills and revocable living trusts
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You can use the Estate Liquidity output pages to illustrate whether the clients currently have enough
liquid assets to pay estate costs at the assumed dates of death.

Estate Liquidity Analysis
John Dies First

At John's death in 2012

Liguid Assets $105,998
Minus: Settlement cost roral ($163,639)
Egualz: Liguidity shortage (S57,642)
Plus: Encumbered asset total §2,503,877
Egual:z: Remaining encumbered azsets 52,446,235

Estate Liguidity

33,000,000

52,500,000

52,000,000
$1,500,000—]
51,000,000
5300,000—
| I P /7
50 T
Assers Settlement Costs
Encumbered Assers M Liguidity Shortage
M Lignid Assers Setrlement costs coverad by lignid assets

Continued...
John and Jamie Taylor
Presented by: John A Smith

Figure 12: Client Presentation — Estate — Scenario 1 (Active) - Current Estate Plan — S1 Estate Liquidity Analysis - A Dies First

On this graph, the Liquid Assets value is the value of assets available at death. Settlement costs are the
total amount of costs. Encumbered Assets are assets not generally available because they are jointly
owned or retirement assets, for example, a residence asset, personal property, or the decedent’s
401(k); they can be redeemed if absolutely needed. Liquidity shortage or surplus shows whether there is
a deficit or a surplus. In the Taylor’s case, there is a deficit because many assets are encumbered. A
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deficit suggests a need for additional liquid assets or even life insurance. You can use the
corresponding audit page to see a detailed listing of assets and costs.

You've now completed the third learning objective, modeling wills and revocable living trusts.

Now that the current estate situation has been analyzed, you can start examining how to model
suggestions and strategies. It’s a good idea to select File — Save As to create the suggested case and to
keep the original data for comparison purposes.

16  Model wills and revocable living trusts
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Model credit shelter trusts
In cases like this one for the Taylor family, a credit shelter trust (CST) might be beneficial.

You can use concepts and text pages to help explain an estate tool. The Credit Shelter Trust concept
page is especially useful. To open the Credit Shelter Trust concept page, select the page and double-
click, or drag the page across to the right-side column. Click Display the first time you generate the
concept so that you can enter concept details, like estate value.

Credit Shelter Trust

Estate Walue 3,500,000

Ok
LCancel |
|

Estate Valus

Figure 13: Client Presentation — Estate — Credit Shelter Trust concept page

Many concept reports like this one are interactive. Enter an approximate estate value and the concept
page illustrates the effect a credit shelter trust would have on the estate.

- <, ot X o
Credit Shelter Trust
Size of Estate: $3.500,000
| Without CST | | WithCST |
At death Qﬁﬁf‘-ff Trgnsfer up to 100% of Tragslf?otg Sgguse
adjusted gross estate to Canat
YR surviving spouse estate-tax Transfer to CST
free. $2,000,000
Federal estate tax on amount
transterred to spouse
Federal estate tax on amount £0
At death of surviving transferred to spouse
spotise $675,000 Federal estate tax on ameount
transferred to CST
50
[Net to beneficiaries | | $2.825.000 | | $3,500,000 |
| Federal estate tax savings | $675.000 |

Figure 14: Credit Shelter Trust concept report (text portion)

The graph explains the flow of funds over time, and the table shows what happens if you enter a CST
and if you don’t. This concept page shows that, without a CST, the beneficiaries receive $2,825,000 but

with a CST, the beneficiaries receive the full $3,500,000.
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If you want to know what assumptions were used for the concept page, look at the footnotes at the
bottom of the Credit Shelter Trust concept page (you will have to scroll down on the page to see them).

Please keep in mind that the CST has not yet been entered into the case.
To add a CST to the case, go to the Estate screen, and then click the Select link beside Credit Shelter
Trust. The Credit Shelter Trust screen opens.

D]
Credit Shelter Trust

Current E state Plan

<l

Include in Analyzis?

CST Mame IJohn and Jamie Taplor - C5T
CST Details

Annual Income Payout

Trust Rate of Retun

1

ad

Trust Tax Rate

Funding Information

Clignt & Digs First Clignt B Dies First
CST Funding Objective |Use Ful Federal Credit x| |Use Full Federal Credit = |
User Entered CST I $1.000,000 I $1.000,000

Targeted Estate Tax I 30 I $0

Delete this CST | LCloze |

Trust Rate of Fieturn

Figure 15: Case Data — Estate — Select link — Credit Shelter Trust

Use the fields under CST Details to define the annual return on trust assets and the annual income
payment to the surviving spouse. In tax-sensitive cases, you can also define the trust tax rate.

Four funding options are available:

* Use Full Federal Credit — CST should be funded up to the federal limit in the hypothetical year of
death (depends on the option you select from the Federal Tax Law to Apply list)

* User Entered — Allows you to define the funding amount
* Targeted Estate Tnx — Allows you to define the estate tax amount you want to pay

* Minimize Estate Tax — Trust is funded using as much of the federal credit as possible without
incurring a state death tax liability (State Freeze must be selected from the State Death Tax to Apply
list)
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Profiles Professional automatically determines which assets will be used to fund the CST based on
the liquidation order of eligible assets defined in the case.
The following assets are not eligible to fund the credit shelter trust:

* Assets with Other as the beneficiary designation

Joint assets (pass to the survivor automatically)

* Assets used for estate adjustments like settlement costs and tax-free transfers

Survivor’s half of community assets

Now let’s review the Credit Shelter Trust - Summary presentation and audit pages.
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Data and assumptions
CST information
Scenario name
C5T name
Anmuzl meome payout percent
Funding informarion
C5T findmg objective
Trust growth information
Trust ammual rate of retum
Trust tax rate
After-tax rate of returm

CST results
Year frust 15 funded (vear of John's death)

Actual amount transferred to CST
Total income paid to Jamie

Flowchart

Amount distributed to beneficiaries at tust termmation

Credit Shelter Trusts - Summary
John Dies First

The information below shows summary data for Toln and JTamie Tayler - CST.

Current Estate Flan

John and Jamie Taylor - CST

25.00%

Use Full Federal Cradit

6.00%
0.00%
6.00%

2012
$100,998
$86,555
$35.216

Flowchart Legend
Asset transfers (solid lines):
Income Transfers (dotted lines):

—— -

At First Death At Second Death Resnlts
John's Jamie's
Gross Estate I Gross Estate
$2.609.875 $4,924,928
i
!
i

John and Jamie Taylor
Presented by: John A Smith

Figure 16: Client Presentation — Estate — Scenario 1 (Active) - Current Estate Plan — S1 Credit Shelter Trust - Client A

presentation page

The Data and assumptions section on this page shows the data input for the CST. Under CST results, the
hypothetical year of death, funding amount, and distributions to beneficiaries are listed. The
flowchart shows the flow of assets at first death and second death. It starts with the value of Client A’s
gross estate at death, followed by the amount transferred to the CST. The dotted line represents
income to the survivor, while the solid line shows trust assets transferred to beneficiaries.

To determine what the gross estate is made of, you can look at the Goss Estate audit page which
provides an itemized account of each asset and life insurance policy (the Goss Estate presentation

page only shows subtotals).
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Credit Shelter Trust - Details

John Dies First

Data and assumptions
CET information
Scenario name

Funding information
C5T funding elyective
Timeframe information

Current Estate Plan
Jobn and Jamie Taylor - CST
25.00%

Uze Full Federal Credat

Estate planning

Trust termination event Jamie's death
Trust term (years) 5
Trust growth information
Azsumed trust anmal rate of retum 6.00%
Azsumed tru rata 0.00%
After-tax rate of retum 6.00%
Eats of retum compounding timeframe End of paried
Federal and state estate tax assumptions
Faderal estate tax law to apply Sunsat
Faderal qualified family-owned business interast deduction in year of death 30
State death tax law to apply Faderal Pick-up
CST funding details
Yaar s finded (vear of first death) 2012
Asset lable to fimd CST $100,998
Taxable estata that would use full faderal credit in 2012 §1,000,000
Tentative tax base before implementation of CST 30
Full faderal credit in 2012 $345,800
Tentative federal astate tax before fimding of CST 30
Remaining federal cradit n 2012 $355.800 Note the target amount
LoT san-far fon-a ine federal credic SLO00 000 8 .
Target amount to transfer to CST $1,000,000 | 4——Was not met in this case.
Actual amount transferred to CST §100,998
CST cash flow model
Date ar
start af John's Amount Assumed Truse  Distribured
period Jamie's Beginning  mansferred retnvested income rust Endinge
{Jan 15} ages balance to must FEmirns paymient proceeds balance
2012 30 $100,998 $6.060 $0 $81.808
2013 $81.808 $0 $4.908 $0 .
2014 $66. $0 $3.976 $0
2015 5 $0 $3.220 $0
2016 $0 $2.609 $0
2017 $0 50 216)

John and Jamie Taylor
Fresented by: John A Smith

Figure 17: Client Presentation — Estate — Scenario 1 (Active) - Current Estate Plan — S1 Credit Shelter Trust - Client A audit page

The Credit Shelter Trust - Client A/B audit page provides more specific information such as the CST
funding objective, the trust term, the available assets amount, federal and state tax assumptions, the
federal credit limit in the year of death, and target vs. actual transfer to the CST amount.

The CST cash flow model table shows an audit trail that illustrates the growth of the CST between first
and second death, including reinvested returns, trust income payments, and the final amount
distributed.

The trust term only last for five years because of the hypothetical life expectancy dates entered on the
Estate screen.
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Assets are divided into individually-owned assets and joint property. Qualified assets are listed with
the individually-owned assets but the CST is not funded by qualified accounts because the spouse is
the beneficiary. Joint property is tranferred directly to the survivor, so it is not available to fund the
CST. If there are liquidity issues affecting funding of the CST, and the CST is not funded to the full
amount, an option would be to split the joint assets into Client A and Client B owned portions.

The Taylors” case had a liquidity problem due to encumbered assets, remember? This is why the
actual amount to transfer to the CST does not meet the target amount in this case. You could solve
this problem by changing the ownership of their real estate property from Joint to Client A on the Real
Estate Property Entry screen.

This completes the fourth learning objective, modeling credit shelter trusts.
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Model irrevocable life insurance trusts

Clients may want to use an irrevocable life insurance trust to

* keep insurance proceeds out of their estate

* reduce or eliminate federal estate taxes

¢ provide liquidity to the surviving spouse to offset estate shrinkage due to settlement costs
* provide income to the survivor

* control distributions to remainder beneficiaries

To model an irrevocable life insurance trust (ILIT), go to the Estate screen, and then click the Select
link next to Irrevocable Life Insurance Trust. The Irrevocable Life Insurance Trust screen opens.

Irrevocable Life Insurance Trust

ILIT Mumber A 1] 1af1 Current E state Plan
ILIT Mame IJDhn andJamie Taplor - ILIT Include [n Analysis? i
ILIT Details
Grantor ICIient B j Trust Rate of Return I—D %
Gift Spliting I

Paolicy Details

Funding Options tadel a Policy j Transfer Al I

Gift equals arnual exclus] 11ansfer Policies ‘ Palicy Hame |Jr-,J second o die
Model a Policy
Amaunt [ #1zoo0 Insured T
Duration I 10 Net Death Benefit I $R00,000
Annual Premium I 49,500
Mumber of Premiums Remaining I 10

Beneficiary Information

Remainder Beneficiary Percent

Cameron 100.00 Delete

Add Beneficiany |

ILIT Funding Source |

Delete

Delete thig ILIT | Cloze |

Figure 18: Case Data — Estate — Select link — Irrevocable Life Insurance Trust (showing Funding Options list)

On the left side of this screen, you can enter the details of the ILIT. Under ILIT Details, you can select
the grantor and indicate whether or not he or she will be splitting the gifts to the trust to potentially
double the gift exclusion amount.

Under Policy Details, you can define the details of the life insurance policy. Under Funding Options,
you can select Transfer Policies to transfer an existing policy to the ILIT, or you can select Model a Policy
to model a new policy.

Model irrevocable life insurance trusts 23



Profiles Professional Self-Study Guide

On the right side of the screen, you can define the insured, death benefits, premiums, and payments.
In the Taylors’ case (see Figure 18), gifts are $12,000 annually, $9,500 of which will be premiums, the
rest goes into the trust balance.

Under Beneficiary Information, you can input the remainder beneficiary for the trust.

Once you have entered all of the irrevocable life insurance trust information, you can review the
output.

Note: If the client’s hypothetical death is within three years and you transfer an
existing policy, the look-back rule will not be satisfied and the proceeds will be
included in the case.

24 Model irrevocable life insurance trusts



Irrevocable Life Insurance Trust - Summary

The information below shews summary data for John and Jamie Taylor - ILIT.

Estate planning

Data and assumptions
ILIT information

Scenario name

Current Estate Flan

ILIT name Jobhn and Jamie Tavlor - ILIT
Funding information
Funding date Janmary 15, 2007
Crummey remainder beneficiaries (mmber) 1
Funding option Model a Policy
Trust return information
Aszsumed annual rate of retun 6.00%
Azsumed tax rate 0.00%
Azsumed after-tax rate of retum 6.00%
ILIT results
Total value of property gifted to ILTT §60,000
Amount passing estate-tax frae to beneficiaries upon frust termination 5689104
Flowchart
Today At Termination Results
Toln's Flawchart Legend
& Jamie's Asset transfers (solid lines): ——
Assers Pramium Payments (dotted lines):— - =
John and Jamie Taylor - ILIT
Amount gifted to ILIT: $60,000 —_—

Trust termuination event: Jamie's death

Trust term (years): 10

| | | |

‘l Ve 1 (palicy issued) ‘IL\'eME ]:. Year 10 l{ (Daath bensfit paid o must)
Insurance Company

Total premmms: $47,500

Total insurance benefits paid: $500,000

John and Jamie Taylor
Presented by: John A Smith

Figure 19: Client Presentation — Estate — Scenario 1 (Active) - Current Estate Plan — S1 Irrevocable Life Insurance Trust - Summary —

S1ILIT - <case name> - ILIT presentation page

The Irrevocable Life Insurance Trust Summary shows summary data for the ILIT you modeled. The

flowchart illustrates the flow of

* assets and cash from the clients to the trust

* premiums to the insurance company from the trust (green dotted lines)

* Dbenefits to the trust (green solid lines)

* remainder to the beneficiaries (green solid lines)

Model irrevocable life insurance trusts
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An ILIT audit page is also available with more detailed information, including an ILIT cash flow
model table.

Comparing key output pages like the flowchart or presentation pages for both the current client case
and the suggested case is a good way to see if the suggested strategies you added are working.

The Advanced Estate Planning feature is available for purchase and includes the following:

* ability to create multiple estate scenarios within one case and compare within output pages
* wealth replacement trusts

¢ family-owned business trusts

* qualified terminable interest property trusts

* qualified personal residence trusts

* special needs trusts

* four charitable trusts

* two grantor retained trusts
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Exercises

Exercise 1: Define estate assumptions
1. Which of the following is not an option on the Planning Preferences — Estate Preferences screen?

a) Federal Estate Tax Law to Apply

b) State Death Tax Law to Apply

c) Annual Gift and GSTT Exclusion Index Rate
d) Default Hypothetical Age of Death

2. List two options within the Account Entry screen that affect estate output.

Exercise 2: Enter gifting during life
1. Why should you enter a rate of return for each beneficiary in the case?

2. Which of the following reports displays the total amount of all gifts made by the client on a
year-by-year basis?

a) 51 Gift Tax Timeline - Client A/B audit page

b) S1 Gift — Gift to <beneficiary> presentation page
¢) S1 Gift — Gift to <beneficiary> audit page

d) None of the above

Exercise 3: Model wills and revocable living trusts
1. How can you ensure the Held in RLT option is selected on the Revocable Living Trust screen?

a) On the asset’s Account Entry screen, select Account Held in Living Trust.
b) Select Held in RLT.

¢) Select Transfer to RLT, and then select Held in RLT.

d) Select Transfer to RLT (the Held in RLT option is selected automatically).

HANDS-ON EXERCISES
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2. Which of the following reports would you use to explain to your clients the general benefits of a
revocable living trust?

a) 51 Revocable Living Trusts - Client A/B presentation page
b) 51 Revocable Living Trusts - Client A/B audit page

) Revocable Living Trusts text page

d) None of the above

Exercise 4: Model credit shelter trusts

1. Which of the following reports compares the Target amount to transfer to CST with the Actual
amount to transfer to CST in the case?

Hint: A credit shelter trust must be included in the case for all the CST output pages to be
available.

a) S1 Credit Shelter Trust - Client A/B presentation page
b) S1 Credit Shelter Trust - Client A/B audit page

c) Credit Shelter Trust text page

d) Credit Shelter Trust concept page

2. What do the green dotted lines in the flowchart on the S1 Credit Shelter Trust - Client A/B
presentation page represent?

a) Asset transfers to the trust
b) Asset transfers to the beneficiaries
¢) Income transfers to the surviving client

d) Income transfers to the beneficiaries

Exercise 5: Model irrevocable life insurance trusts

1. On the Irrevocable Life Insurance Trust screen, what is the default selection in the Funding Options
field?

a) Model a Policy
b) Transfer Policies
¢) <blank>

HANDS-ON EXERCISES
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2. When you model a policy in an ILIT, the gift amount and the annual premium for the policy must
be equal. Is this statement true or false?

a) True
b) False

3. If your clients asked you to demonstrate a growth projection of excess gifts over premiums within
the trust, which report should you generate and present to the clients?

Hint: Including an existing ILIT in the case might make the report easier to present.

a) S1 ILIT — <trust name>— ILIT presentation page
b) S1 ILIT — <trust name>— ILIT audit page
c) Irrevocable Life Insurance Trusts text page

d) Irrevocable Life Insurance Trusts concept page
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Answers to exercises

Exercise 1: Define estate assumptions
1. d) Default Hypothetical Age of Death is not an option.

2. Possible options for an asset that can affect estate output:
* Owner
* Disposition at Death
* Account Held in Living Trust

* Beneficiary

Exercise 2: Enter gifting during life
1. The return rate helps to show in the output the future value of assets removed from the estate.

2. a) S1 Gift Tax Timeline - Client A/B audit page displays the total amount of all gifts made by the
client on a year-by-year basis.

Exercise 3: Model wills and revocable living trusts

1. a) On the asset’s Account Entry screen, select Account Held in Living Trust to ensure the Held in
RLT option is selected on the Revocable Living Trust screen.

2. c) The Revocable Living Trusts text page can be used to explain the general benefits of a revocable
living trust to your clients.

Exercise 4: Model credit shelter trusts

1. b) S1 Credit Shelter Trust - Client A/B audit page compares the Target amount to transfer to CST with
the Actual amount to transfer to CST in the case.

2. c¢) Income transfers to the surviving client are represented by green dotted lines in the flowchart
on the S1 Credit Shelter Trust - Client A/B presentation page.

Exercise 5: Model irrevocable life insurance trusts
1. b) Transfer Policies is the default selection in the Funding Options field.

2. b) False. When you model a policy in an ILIT, the gift amount and the annual premium for the
policy do not have to be the same.

3. b) The S1 ILIT —<trust name>— ILIT audit page can be used to demonstrate a growth projection of
excess gifts over premiums within the trust.

30 Answers to exercises



	Estate planning
	Learning objectives
	Learning tools
	Define estate assumptions
	Enter gifting during life
	Model wills and revocable living trusts
	Model credit shelter trusts
	Model irrevocable life insurance trusts
	Exercises
	Exercise 1: Define estate assumptions
	Exercise 2: Enter gifting during life
	Exercise 3: Model wills and revocable living trusts
	Exercise 4: Model credit shelter trusts
	Exercise 5: Model irrevocable life insurance trusts

	Answers to exercises
	Exercise 1: Define estate assumptions
	Exercise 2: Enter gifting during life
	Exercise 3: Model wills and revocable living trusts
	Exercise 4: Model credit shelter trusts
	Exercise 5: Model irrevocable life insurance trusts



