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CHAPTER 3

Estate Planning
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In the last chapter, we defined the different kinds

of estate planning elements and the importance of
trusts. In this one, it’s time to act. Define your goals
and create an estate plan that works best for you.
By focusing on how you can keep your eye on your
plan’s objectives.
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Before you develop your plan, you must first determine your overall objective.

The good news after careful consideration, it can be pretty straightforward.
The bad news, it’'s not always so easily achieved. Basically, everyone’s main
objective is simply this - get your assets across the dotted line (see image)
with the minimal amount possible claimed by the IRS.

It’s also important to remember that most assets owned by the husband and

wife are exposed to the leaks outlined in Chapter 2 including, creditors or
predators, divorce/lifestyle choices, and spendthrift beneficiaries.

Gross or Taxable Estate Net Estate/Net to Heirs

Husband

Children

8

Wife

1. Unlimited spousal transfers are allowed.
2. The red line represents probate and/or taxes of the state/federal variety.
3. Taxes that may be included are:

Income

Gift

Estate

Generation-skipping
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What it all means

Most wills are referred to as

“I-love-you” wills because the

husband leaves everything to
the wife, the wife leaves everything to the
husband, and when the last spouse passes
away, the remainder is left to the children.

This can be inefficient for multiple reasons,
including financial concerns in cases where a
child (for example) comes into a large sum of
money - spending it all relatively quickly. We
often describe this as the too-much-too-soon
risk. Chapter 1 cited data about how quickly
many inheritances are spent. This also doesn’t
plan for any state-level, estate taxes.

It’s common for someone
who doesn’t feel wealthy
to nevertheless have a
taxable estate.

Oftentimes, estate planning focuses so much
on federal estate taxes that it overlooks the
planning to minimize state estate taxes. State
taxes are as high as 20 percent in some
areas. In some states, estate taxes start at a
$1 million threshold, and since that includes
everything (e.g., your primary residence),

it’'s common for someone who doesn’t feel
wealthy to nevertheless have a taxable estate.
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Important:

The green assets above are assets where your will does not control what happens to them. However,
the blue assets are assets where the disposition will be controlled by your will. In addition, some green
assets could turn blue because of the unknowns of life, such as where a beneficiary pre-deceases the
account holder.
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You jointly own an asset with someone, a small business for instance.

1. That person dies before you. You are the beneficiary of the account that was payable
upon death to you. Now, that asset is owned completely by you.

2. What if you and the person you jointly own an account with dies in a common
accident? This instance could make dividing up your assets between your loved ones

very messy.

For people claiming, “I don’t really need a will,” they may assume things go well and that
their accounts pass by beneficiary designation, as intended, but ignore the possibility of

complications.

Assets not covered by your will

It’s also important to note there are other assets your will has
no control over. That’s right - your will has no control over
some of the largest assets you own.

It’s important to coordinate those accounts with your overall
financial plan because the failure of a beneficiary designation
can be avoided. Sometimes the issue is administrative when
the account is opened. Other times, no one remembered to
name a contingent beneficiary and the primary beneficiary
had already passed away. Sometimes, divorce may terminate
the beneficiary designation, by operation of state law, leaving
an account with no beneficiary at all. The importance of
beneficiary reviews cannot be overstated.

It’s important to coordinate beneficiary designations in

advance - particularly if those assets are left to different
people, perhaps as a means of equalizing the estate.
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Be sure to also coordinate those assets that will pass by
beneficiary designation (and not through your will), such as:

= Retirement accounts

= Life Insurance

= Annuities

= Property owned jointly with another individual

These property types are not impacted by changes to

your will or trust, and the beneficiary designations should
be reviewed periodically, especially whenever there is a
significant change in the family - such as a death, marriage,
divorce, birth, etc.

Review Mof your beneficiary
designations periodically.




Why Estate Planning fem//y is for Everyone

Unless you like giving money to the IRS, careful planning for your estate can make all of the difference.

22 | Estate Planning for E




valing o NMeve Effective Hlan

If you purchase Life Insurance via a trust, you can then establish that the eventual
death benefit is to replace or replenish assets used for Long-Term Care (LTC). Both
you and your spouse could also consider Life Insurance for income replacement,
even if it’s only to replace Social Security checks lost when you or your spouse die.
Life Insurance is also often used to cover final expenses.

In addition, Survivorship Life Insurance, which covers two insureds at once, may
offer a better value for you as a couple, especially if one of you has health problems
that prevents them from qualifying for Life Insurance. These policies are typically
owned by a trust to protect assets from estate taxes. This approach also allows

the insured (you or your spouse) to maintain control “from beyond” via the trust’s
instructions for how beneficiaries may use the death benefit.

Life Insurance features and benefits

m
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Death benefit Survivorship policies Tax-free death Viable option to replenish
exceeds protect couples at benefit, may, in some lost wealth for clients who
premiums paid second death policies, be used to cannot qualify for traditional
fund LTC needs LTC policies or riders
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The importance of longevity planning

Longevity should always be a careful consideration. People generally balance assets among their
heirs, but if one of those assets needs to be spent down (or an asset needs to be liquidated) in
order to pay for LTC after an unexpected event - it’s nice to already have a plan in place.

There are even insurance solutions that you may find more flexible than traditional LTC insurance.
Linked Benefits (sometimes called LTC-hybrid solutions) offer great value and benefits as part of
your overall financial plan.

These products are life insurance contracts integrated with LTC benefits. In these types of policies,
the death benefit is not the primary focus - but the policy enables a way to ensure you don’t lose
your premiums should you not have a care need. However, if you do need care, Linked Benefit
products include care coordination resources from your insurance carrier.
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Estate planning complemented with a plan for the
unexpected including LTC solutions or Linked Benefits

is a great way to cover all of your bases.

Imagine if you’re incapable of managing your affairs.
Your family would need to scramble to figure out where
your estate plan is located. Then, they would need to
bring the estate under the control of a conservator.

If you planned in advance, your trustee would continue
to control your property, even if you were disabled. And
because you took care of this in advance, you could
establish the exact terms and wishes for your assets.
There would be some forethought to which assets are
going to be liquidated first to pay for your care, where

to provide for care, and so much more particular to your

exact situation.
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High-net worth clients don’t
have the affordability objection.
But there’s the likelihood that
they could experience an
unexpected health event as
they age. There’'s simply no
guarantee that their need for
care would come at a time
that’'s either convenient to them
or to the performance of their
portfolio,” Nancy Simm, Director
of LTC and Longevity Planning,
Highland Capital Brokerage said.

Congider coupling ectaie
plarning with planning for
the untnewn - éy m{a/my
LTC Incurance te Your
ftmmcm/ picture.



Annuities are often used in estate planning, either inside or outside of a trust,
and several approaches may be beneficial for what you want to accomplish. For
example, a lifetime income annuity gives you the “permission to spend” other
assets, knowing you have the annuity to rely on.

In a trust, a beneficiary will be forced to cash out the annuity within five years

of the annuitant’s death, which could compress all the taxable gains into a short
period of time, particularly if the annuity has significant growth. The trustee could
use those proceeds, after cashing out the annuity to buy lifetime-income annuities
or other products to secure an annual income for the trust’s beneficiaries.

Annuities are sometimes used, if owned by a trust, to fund a life insurance policy
using lifetime income from the annuity. Appreciated annuities that have lifetime
income riders may see those riders “turned on” to generate income that the
grantor will use to buy life insurance after gifting the income to a trust.

A traditional fixed annuity, with its guarantee of principal, can provide some
significant advantages in an overall investment plan. Acting as a fixed asset in

an allocation model, it can provide balance to the equity portion of the portfolio
while substantially lowering the potential risk of a traditional bond allocation. In
addition, at the death of the owner, the annuity’s proceeds would pass directly to
the beneficiaries without the delays and cost of probate.

Annuities can represent an invaluable part of your estate plan, or if you're
looking for guaranteed income. Some annuities even offer enhanced payouts for
LTC needs. Fixed annuities may potentially offer you better rates of return when
compared to your current savings, especially if the savings are in traditional bank

products, such as savings accounts, CDs, and money market accounts. With a
principal guarantee and tax deferral, you essentially receive triple compounding:
Interest on your principal, interest on your interest, and interest on the funds you
would otherwise would’ve paid in taxes.
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Consumers’ concerns over finances may be growing, given current inflation rates and
the lingering effects of the pandemic. Here are some things to consider:

Linked Benefit/

Life Insurance Annuities Hybrid LTC

Tax-deferred growth

LTC benefits

Tax-free death benefit

Available lifetime
guaranteed income

Available supplemental
retirement income

Avoid ‘use it or lose it’ of
LTC insurance
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The wrap

There’s no time like the present to start
planning, especially since the current

planning environment is favorable with high
estate-and-gift tax exemption, wide income
tax brackets, and availability of favorable
estate-planning techniques. An estate plan
doesn’t just protect you - it protects your loved
ones. We’'ve all read stories of heirs who blow
through their whole inheritance - quickly.

Leverage and planning are the name of the
game. Modest gifts, leveraged in a trust, can

help secure the legacy you want to leave behind.

Oftentimes, this leverage and planning affords
you the freedom to spend other assets, knowing
you still secured a legacy for your family. Always
remember - it’s never too soon to start to plan.
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Centact your financial advicor

for more information about estate planning today.

This material was created to provide accurate and reliable information on the subjects covered but should not be regarded
as a complete analysis of these subjects. It is not intended to provide specific legal, tax or other professional advice. The
services of an appropriate professional should be sought regarding your individual situation. Neither Highland Capital
Brokerage nor affiliates offer tax or legal advice.

Please note that the comments herein do not constitute legal or tax advice or a legal or tax opinion. Any decision to
implement the ideas or concepts discussed herein shall be made solely by the client on the advice or his or her legal and
tax advisors. Any guarantees in the Insurance policy/annuity referenced here are subject to the claims-paying ability of the
issuing insurance company. Annuities are not a deposit, are not insured by the FDIC or by any government agency and may
lose value.
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