Estate Tax Analysis Case Study
Basic Estate Planning and
Roth IRA Conversions

Background

Roy Estrada- age 55
Connie Estrada - age 54
Roy and Connie are married.
2 Children: Joan Estrada - age 28
Adam Estrada - age 22
Current Gross Estate - $2,700,000
Current Value of Retirement Plans — $625,000
Retirement: Roy - age 67

Connie — age 66

Concerns: Roy and Connie are concerned about how much of their assets will be received by their
children at their death. They believe their current assets are sufficient right now to produce the

income they will need when they retire in about 11 years. Since the current financial situation is so
uncertain, they are also concerned about future income tax rate increases affecting their assets and

income during retirement.

Goals: Roy and Connie want their children to receive the maximum amount of their assets
after death. They also want to minimize the amount of estate and income taxes their children

will have to pay at their death.

Considerations: Roy and Connie are interested in simple planning strategies that address their
concerns. They have wills that give all of their assets to the surviving spouse, and the children
receive the remaining assets at the surviving spouse’s death. Roy expects his internet business to
grow in the future, and Adam wants to continue the internet business after Roy’s death. Roy and
Connie are high-income earners and make the maximum allowable contributions to their qualified
plans every year. Approximately, forty per cent (40%) of their investable assets are in qualified

retirement accounts.



Preparing an Estate Tax Analysis Presentation

Prepare an Estate Tax Analysis Presentation on PlanLab Web using the Quick Estate Plan Online Fact Finder

to illustrate Roy and Connie’s current planning, and proposed strategies to address their concerns.

SCREEN 1 — PlanLab Web/My Site: Analytical

Producer |logout  PlanLab’

Clients
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Create a New Client
Choose a presentation style:

Prospecting Tools = Training ~ Support ™

Conceptual
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- PlanLab News

Analytical 5 Estate Tax Certainty with PlanLab

You can count on your PlanLab®
ilustrations to provide the proper

View all my possibilities
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QPDA Sales Idea

...0r go directly to Detailed Analysis Convert to a Roth - Use Life Insurance to Pay the Taxes

H Update Profile

Use RMD's (that are otherwise unwanted) to purchase 1st to die life insurance. Then use the death
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That is exactly what QPDA's Roth Conversion at Death presentation shows! Read Full Article »

SCREEN 2 — Analysis Fact Finders: Quick Estate
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Generally takes only about 15-20 minutes to complete a fact
finder
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Wealth Distribution | mors info creates very detailed, analytical presentations
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SCREEN 3 — Quick Estate PlanFacts

Current Situation

PlanFacts :-

Quick Estate

First Mame:

Client A Roy

. First Name:
ClientB -~ ..
Street Address:

222 Main Street

Home Phene: Work Phone:

Last Name:

Last Name:

Birth Date:
5/28/1955 [&1

@ Male

Birth Date:

3/9/1956  [&]

) Male

City:
Charlotte

Email Address:

Female 67

@ Female 66

Collection Date: 10/10/2010%]

Retirement Em:ial_ Married
Age: SECurIt'f
Retirement  Social

Age: EECIJrit'f

State: ZIP:

NC - 28262

Incomes

Salary

Roy ABC Corp

$18,000 monthly

Employer Retirement Plan
Roy Current Value $150,000
5% Growth

9% Employee Contribution

5% Employer Contribution

Salary

Connie Widget Inc.

$12,000 monthly

Employer Retirement Plan
Connie Current Value $100,000
5% Growth

13.5% Employee Contribution
5% Employer Contribution

Other Income
Connie Dad’s Trust
$1,000 monthly 2% Increase
Internet Business

$1,000 monthly 5% Increase

Roy

L Click here to remove a Salary

Salary

Employer

Employes

Gross Monthly Salary |&nnual Increase

ABC Inc.

i Click here to remove Employer Retirement Blan

Employer Retirement Plan
Current Value:

150000

Growth Rate:

3 %o

Employee Contribution:
9 %o

Employer Contribution:
5 %o

Client &

- | 18000 0 %

Widget Inc
L Click here to remove Employer Retirement Plan

Employer Retirement Plan
Current Value:

100000

Growth Rate:

E %o

Employee Contribution:
13.5 %

Empleyer Contribution:
5 L

Client B

- (12000 0 L1

Add Salary
UClick here to remove Other Income
‘Other Income

Ciescription

Recipient

Monthly Income |Annual Increase

Trust Income from Connie's Dad

Client B -

1000 2 £ x|

Internet Business

Client A -

1000 5 % (]




Assets

Liquid Assets
Checking Acct
Value $10,000
Mutual Fund 1
Value $300,000
Mutual Fund 2
Value $225,000
Savings Acct
Value $100,000
Stocks

Value $300,000
Fixed Assets
House

Value $700,000
Loan

Payment $2,027
Beach House
Value $350,000
Business

Value $100,000
IRAs

Roy IRA
5% Growth
Connie IRA
5% Growth

Joint
0% Interest
Joint
4% Interest
Joint
4% Interest
Joint
1% Interest
Joint

5% Interest

Joint

2% Growth
$400,000
4.5% Interest
Joint

2% Growth
Roy Owner
5% Growth

Value $200,000
No Contribution
Value $175,000

No Contribution

ot

CClick here to remove Liquid Assets
Liquid Assets

Description

Use

Owner

Type

Current Value

Interest

Checking Account

Use For Any Need

Joint

A

Primary Checking -

10000

0

L]

Mutual Fund 1

Use For Any Need

Joint

L

Mutual Fund

w | 300000

4

L]

Mutual Fund 2

Use For Any Need -

Joint

Mutual Fund

w | 225000

Savings Account

Use For Any Need -

Joint

Savings

« (100000

Stocks

Use For Any Need

Joint

Stock

w | 300000

B B B EH B

CClick here to remove Fixed Assets
Fixed Assats

Description

Use

Owner

Type

Current Value

Growth Rate

House

CClick here to remove Associated Loans
400000

2027

4.3 %

Loan Balance:
Menthly Payment:

Interest:

Do Not Use *

Joint

Residence

A

+ (700000

2

Y%

Beach House
< Click here to insert Associated Loans

Do Not Use -

Joint

A

Residence

~ | 350000

Internet Business
& Click here to insert Assaciated Loans

Do Not Use

4

Client A

Buziness

4

» | 100000

CClick here to remove IRAS
IRAs

Diescription

Owner

Current Valuz

Growth Rate

Annual Cantribution

Roy IRA

Clientd =

200000

3 %

0

Connie IRA

Cliente -

175000

3 %

0




Expenses & Liabilities

Expenses

Living Expenses

$9,000 monthly

After First Death — 100%
After Disability — 100%
After Retirement — 100%

Insurance

Existing Life Insurance
Roy Life Insurance

Face Amount $200,000
Insured & Owner - Roy
Beneficiary - Connie
Monthly Premium - $150
Type-Permanent

Connie Life Insurance
Face Amount - $300,000
Insured & Owner - Connie
Beneficiary - Roy

Monthly Premium - $140

Type-Permanent

Estate Assumptions

Final Expenses

Roy $15,000 Connie $15,000
Administrative Expenses
Roy 1% Connie 1%
Probate Fees

Roy 4% Connie 4%

General Planning Info

Income Tax: 35%

Prior Taxable Gifts:

Roy $0 Connie $0

Gift taxes Paid:

Roy $0 Connie $0
Applicable Credit Used:

Roy $0 Connie $0
Assumed Death in Year:

Roy 2025 Connie 2030
Current Will Assumptions
Spouse inherits the estate using a

will.

Expenses & Liabilities

Enter all client expenses as one expense, or list their expenses individually, Contributions te qualified plans, payments for liabilities and mortgages, premium|
payments, and income taxes are accounted for elsewhera,

Oclick here to remove Living Expenses

Expenses
Description Manthly Expense |% After First Death (% After First Disability |% After Retirement |
General Living Expenses - | 000 100 % 100 % 100 % ‘E!

D Click here to insert Loans
2 Click here to insert Credit Cards

O click here to remowve Existing Life Insurance
Existing Life Insurance

Mame of Policy Face Amount Insured Cwner Beneficiary

Roy Life Insurance 200000 Client A » | Client & ¥ | Client B -

Proposed Scenario Change Manthly Premium |Insurance Type  |Years Mumber of &nnual Gift [x]
Exclusions Assumed

Transfer ownership to an (ILIT) * | 150 Permanent 1

MName of Policy Face Amount Insured Cwner Beneficiary

Connie Life Insurance 300000 Client B v | Client B - | Client A -

Proposed Scenario Change Manthly Premium |Insurance Type  |Years Mumber of &nnual Gift x|
Exclusions Assumed

Transfer ownership to an (ILIT) v | 140 Permanent ‘ 1

@ Click here to insert Disability Insurance

2 Click here to insert Lang-Term Care Insurance

Other Goals

2 Click here to insert Future Purchase

L ——

Estate Assumptions

OcClick here to remove Estate Assumptions
Final Expensas

Client A: Client B:

15000 15000
Administrative Expenses

Client A: Client B:

1 Yo 1 Yo

Probate Fees

Client &: Client B:

4 % 4 %o

General Planning Information

Income Tax Bracket: 35 %o

Client & Client B

Prior Taxable Gifts: 0 Prior Taxable Gifts: 0
Gift Taxes Paid: 0 Gift Taxes Paid: a
£pplicable Credit Used 0 Applicable Cradit Used o
Assumed Assumed

Dizath in Year S Dieath in Year At

Current Will Assumptions
Upon the death of you or your spouse, who inherits your property?

([T} Don't know - there is no current will.

@ Spouse inherits the estate using a will,

() A Family Trust. &ll other property passes to the spouse using a will,

 Utilize the Applicable Credit Amount {ne trust). All other property passes to the spouse using a will.
A marital trust and a family trust are used to transfer the estate,

100 % to surviving spouse -all other property passes to others using a will.

| Someone other than spouse inherits the estate using a will.
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Client Goals and Concerns

Reduce Estate Taxes and Expenses. Roy and Connie are interested in simple estate
planning strategies that may reduce estate taxes and expenses, and maximize the amount the

children receive at their death.

Proposed Strategy 1:

Roy and Connie restructure their wills to create a Family Trust (also known as “Bypass Trust” and
“B Trust”) at the first spouse’s death that receives the lesser of the federal estate tax applicable
credit equivalent amount of assets at the first spouse’s death, or $1,000,000. (Until the federal
estate tax laws are more certain, estate planning specialists may recommend putting a limit on
the value of assets intended to qualify for the federal estate tax unified credit at the first
spouse’s death.) Both spouses’ full (or partial) federal estate tax unified credit amount is used
at their deaths, which reduces the federal estate taxes due nine (9) months after the second

spouse’s death.

Proposed Strategy 1: Quick Estate PlanFacts

Proposed Scenarios

L Click here to remove Proposed Will Assumptions

Proposed Will Assumptions Proposed Will Assumptions

Upen the death of you or your spouse, who inherits your property?
A Family Trust - All other property (") Don't know - there is no current will,
passes to the spouse using a will. () Spouse inherits the estate using a will.

@ A Family Trust. All ather property passes to the speuse using a will.
"1 Utilize the Applicable Credit Amount [no trust)., All other property passes to the spouse using a will.
) A marital trust and a family trust are used to transfer the estate.
V] % to surviving spouse -all other property passes to others using a will,

“1 Someone other than spouse inherits the estate using a will,

) Click here to insert Proposed Annual Gifting

Proposed Strategy 2:

Roy and Connie purchase a new survivorship life insurance policy owned by an irrevocable trust
(also known as an “ILIT”). At the second spouse’s death, their children receive federal estate
and income tax free death proceeds to provide liquidity (without having to liquidate estate
assets) to pay estate taxes and expenses. Joan and Adam graduated from college and do not
rely on Roy and Connie to support them. Roy and Connie no longer need the existing life
insurance policies for survivor needs. Roy and Connie transfer the existing policies to the ILIT

(federal gift taxes may apply), which will reduce the face amount of the new survivorship policy.



Proposed Strategy 2: Quick Estate PlanFacts

Life Insurance [osvrance

O Click here to remove Existing Life Insurance
Existing Life Insurance | ting Life Insurance
Name of Policy Face Amount Insurad Owner Beneficiary
Roy Life Insurance Roy Life Insurance 200000 ClientA = | ClietA v | ClientB =
Proposed Scenario Change: Proposed Scenario Change Manthly Premium |Insurance Type  |Years Number of Annual Gift a
Exclusions d

Transfer to ILIT Transfer ownership to an (ILIT) ¥ (150 Permanent 1
Annual Gift Exclusion - 1 Name of Policy Face Amount Insured Owner Beneficiary
Connie Life Insurance Connie Life Insurance 300000 ClientB  « | ClientB  « | ClientA
Proposed Scenario Change. Proposed Scenario Change Manthly Premium |Insurance Type  [Years Number of Annual Gift (|

) Exclusions Assumed
Transfer to ILIT Transfer ownership to an (ILIT) - (140 Permanent ¥ 1
Annual Gift Exclusion — 1
Proposed Life Insurance Proposed Life Insurance

. L Name of Palicy Face Amount Insured Crwner Beneficiary
New Survivorship Life Insurance - . -
New Survivorship Life Insurance 1000000 Survivar  w | Trust(ILIT) «
Face Amount $1,000,000 - - -
Manthly Premium |Insurance Type |Years Mumber of &nnual Gift Exclusions X]

Insured-Survivor Owner-(ILIT) Assumed
Monthly Premium $700 700 Permanent = 2
Type-Permanent ¥ Add Palicy

Annual Gift Exclusions - 2

Ready to Print [ Save ] l Print Preview | Fm‘ || Prine Planner Version

TIP 1: Promote the case to Detailed Analysis to use the new and improved Super Ledgers (IE8 needed).

Client File

Estrada, Roy and Connie

Household Information

Roy Estrada 5/28/1955 Age: 55 Male
Connie Estrada 3/9/1956 Age: 54 Female
Roy and Connie are married.

Contact Information

Home Phone:

Work Phone:

Fax:

Roy's Email:

Connie's E-mail:

Address: 222 Main Street
Charlotte NC 28262

Financial Information

Total Assets: $2,460,000
Total Liabilities: 30

Net Worth: 2,460,000

—— Promote Fact Finder data for more advanced data entry and "what-if" scenarios. Click on the Analysis Tools button to view your
Detailed Analysis tool capabilities.

producer [lsgut | PlanLab’

Recently Used Fact Finders

i

Quick Estate

Client Profile
Net Worth
Middle ~ EStere
Market it Il
Sensitive
o Family Years
 Near Retirement v

fe Stal

'S Retirement Years

Opportunities & Recommendations

QPDA - Using Distributions for Retirement Income

Show a client how they can take distributions from their qualified plan
before age 59% without paying the 10% early distribution penalty with 72
(t) distributions. Or shew a client how much they will be forced to take
from their plan at age 70V2 to avoid late distribution penalties.




Tip 1: The Super Ledgers show the details of most of the calculations in the ETA presentation. This

information is very helpful to explain the effect of proposed strategies

estate plan during their lifetime and at their death.

on the Estrada’s financial and

O Insurance

Estate Tax Analysis
Wealth Destributicn |
Retrement Test Dove

Weakh Strategeas

Wiho s assumed to die first? @ Roy Connia
O Transactions y =
© Planning vear of First Death: 2025 (Lifa Expactancy: 2040)
0 coals Year of Second Death: 030 (Life Expoctancy: 2041)
Plamning Scenacios Analysed
Curent Plan = Current Situation
Proposed Plan = Proposed
Nt Th
M you sel urree? SHuakion” as the Adive Scanaria. the presantabion wil sot prink 8 croposed 5
Fpant AN | Callapss Al
Cash Flow Graphs

tabiom wBaem you b CEMpar yase Cument Siestion b 8 Prapsssd Soenssin, S48 e “Artive Erensrin” shave ks tha Dropassd Sransria yau wewid b o llustrts

Click on the figure to produce Ledger Details of the calculation as shown below.

Proposed Planning and Insurance ~ § Load Estrada, Roy and Connie (Proposed)

1l cashflow overview Transaction Overview Create PDF ~
End of Year 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Incoming Cash Flow ]
Salary =
ABC Inc. 54,000 216,000 216,000 216,000 216,000 216,000 216,000 216,000 216,000 216,000 2
Widget Inc @ 144,000 144,000 144,000 144,000 144,000 144,000 144,000 144,000 144,000 1
Other Income
Trust Income from Connie's Dad 3,000 12,240 12,485 12,734 12,989 13,249 13,514 13,784 14,060 14,341
Internet Business 3,000 12,600 13,230 13,892 14,586 15,315 16,081 16,885 17,729 18,616
Social Security
Roy & Connie's Social Security Income 0 1] 4] 0 0 1] 1] 0 0 1]
Earnings (Cash Dividends)
Stocks 0 [} o 0 [} [} ] 0 [} [}
Mutual Fund 1 0 o o 0 0 o o 0 0 o
Mutual Fund 2 0 0 o 0 0 0 o 0 0 0
Internet Business 0 o o} 0 0 o o} 0 0 o
Other Distributions
Family Trust 0 0 0 0 0 0 0 0 0 0
Retirement Plan Distributions
Roy's Retirement Plan 0 1] 1] 0 o] 1] 1] 0 o] 1] =
T m ] B
For illustrative purposes in this ledger only, the values shown for Federal Estate Taxes Paid include any amounts paid for state inheritance taxes and any IRD payable due to the death
of this client.

ABC Inc. - Ledger Details

||| View Chart View Transactions
Year Gross Income Pre-Tax Deductions FICA Withholding After-Tax Deductions Net Income =
2010 54,000 4,860 4,131 20,633 ] 24,370
2011 216,000 13,440 3,754 82,555 ] 104,251
2012 216,000 19,440 9,754 82,555 ] 104,251
2013 216,000 13,440 3,754 82,555 ] 104,251
2014 216,000 19,440 9,754 82,555 ] 104,251
2015 216,000 13,440 3,754 82,555 ] 104,251
2016 216,000 19,440 9,754 82,555 ] 104,251 3
2017 216,000 13,440 3,754 82,555 ] 104,251
2018 216,000 19,440 9,754 82,555 ] 104,251
2019 216,000 13,440 3,754 82,555 ] 104,251
2020 216,000 19,440 9,754 82,555 ] 104,251
2021 216,000 13,440 3,754 82,555 ] 104,251
2022 72,000 6,480 5,508 27,518 ] 32,494 s
2023 o ] ] o ] o
2024 ] ] o o ] ]
2025 o ] ] o ] o




TIP 2: The ETA presentation produced in Detailed Analysis contains numerous supporting

details pages and individual ledgers regarding assets, income, expenses, taxes and gifts.

Gift Summary

|Roy Dies in 2025, Connie Dies in 2030

Proposed Plan with New Life Insurance
Beginnir?egi

$2.710,000
2,759,203
2957342
3,155.312
3.357.398

3,563,849
3.774.928
3,990,912
4,212,092
4438779

4,671,298
4,909,991
5,176,649
5,318,805
5,406,472

5,510,536
4593819
4,584919
4,546,908
4,499,594

Asset Summary
All Assets
Roy Dies in 2023, Connie Dies in 2030
Proposed Plan with New Life Insurance
End of Net Assets
Change in Yeor U End  Life Insurance Non
Asset Values Asset Value' Cash Flow® o Prersiom Tramn Tuan Exchution
$37.550 $2,759,203 $0 7;1: svugl'mb % 5150 prcin
154323 2.957.342 0 ! 2 -

: sl 2011 11,880 0 8400 3.480
161,154 31155312 0 el g . 0 2D
168,304 3.357.398 g 2013 11,880 0 2,400 3,480
175,791 3.563.849 0 2014 11,880 0 8400 3,480
183,628 3.774.928 0 54
151834 3900012 N a0 o $100 380
200427 4212,092 0 [ y y
200324 438,779 o | Bm 0 3400 Yaon
218,846 4,671,298 0 2019 11,880 o £.400 3480
228,712 4.909.991 2020 11,880 0 8,400 3480
239,045 5,176,649 2001 11880 0 8,400 3480
142,156 5.318,805 64.474 201 11880 0 8,400 1.480

87.667 5,406,472 112,964 2003 11,880 o 8,400 3480
104,064 5.510,536 105411 2024 11,880 0 5,400 3,480
916,717 4,593,819 193,164 2025 10230 0 2,400 1.830
-8.900 4.584.919 101,509 2006 10,080 o 8,400 1,680
38,011 4,546,908 125.084 2027 10,080 0 5,400 1,680
47314 4.499,594 128,269 2008 10,080 ] 8,400 1,680
-56,808 4.442,785 131,053 029 10,080 0 5,400 1,680

g
i

ccoocs soccoe scose cocofF

Total Gafts

TIP 3: In Detailed Analysis, print resource pages to educate Roy and Connie about the

proposed strategies included in the presentation.

How a Life Insurance Trust Works

Using an Irevocable Life Insurance Trust

Trust
- e insuranca
‘ ——
|I Trust receives
PO . m‘ﬂ‘"‘ death proceeds
proceeds Irrenncable
Ai Jsth Life Insurance:

o icianes
of the Trust -
famil

An Irrevocable Life Insurance Trust (ILIT) can be designed for many special
purposes.

Al there are mimerous ways to create and fund these trusts, usnally you make annual gifts to the

ased upon current withdrawal rights glmmbeneﬁmmes,theseglgu are designed to qualify for
tbeg:ﬂhxmnﬂmdusm]htnﬂpmdmmhfemmmmyﬂmhfeusmgnglﬁsmmythe
premiums. The gifts will help to reduce your taxable estate.

At your death, the hife msurance proceeds are paid to the trust as beneficiary. The irevocable hife
insurance trust generally receives the policy proceeds free of income taxes (see IRC 101(a)), and with
proper planmng, the proceeds may be excluded from your estate for estate tax purposes. The trust may
use the proceeds to purchase assets from your estate, or to make loans to your estate that
there is no obligation to make such loans). The executor uses this cash to help pay estate taxes and

es. The assets the trust then be distributed to the trust benefician
mhw&u&emmmhmemh&ebmeﬂofmebmeﬁm&mﬁ?m provided

i the trust agreement.




Estate Tax Analysis Presentation

At the next meeting with Roy and Connie, present the
Estate Tax Analysis (ETA) printed presentation
produced by the Quick Estate Plan Fact Finder. The
ETA presentation contains the results of their current

situation, and the proposed planning strategies.

Current Situation:

Estate

TAX

Analysis

[Roy and Connie Estrada

by
[Producer Full Name, CLU, CHFC
[For Evaluation
[puite 350 Univessity Research Pasic
10735 David Taylos Drive
otie, North Carolina 28262
[Phone. 704.977.5555
le Phone: 704-549.5555
[Fax: 704-549-6666
[Email: producemame@email.com
[Branch Name Hese

[Unversity Research Park
10735 David Taylor Drrve
[Chartotte, North Carolina 28262

Results

In the ETA presentation, use the flowchart titled “Your Current Situation” to explain the

estimated estate tax and other transfer costs for the Estrada’s current plan, if Roy dies in

2025 and Connie dies in 2030. This flowchart shows net distributions to their children at

Connie’s death, in year 2030, are $2,970,171. The result is the children receive an estimated

45% of their assets remaining at Connie’s death.

Y our Current Situation

Combined Gross Estate
$6.087.9035

Rov Dies in 2025, Connie Dies m 2030

n 2025

Taxes, Expenses,
Probate and Debts

$191.556*

b

$5.896,349
Remaining Estate
at Connie's death

$6.547 262

in 2030

o

Taxes, Expenses,
Probate and Debts
$3.002.570

b

Net Distributions to Heirs
less: Income Tax on Income in Respect of
Decedent

Total to Family

$3.454.602

(3484.521)
52.970.171
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Proposed Strategy 1: Results

The “Effects of Additional Analysis” flowchart in the ETA presentation demonstrates how the
proposed strategies reduce estate tax and other transfer costs without purchasing new life
insurance. This flowchart shows net distributions to the children at Connie’s death, in year 2030,
are $4,103,106. The value of all assets at Connie’s death ($6,641,357) is equal to the remaining
estate at Connie’s death ($4,802,391), plus the amount of the Family Trust at Connie’s death
($1,283,359) and the value of the ILIT with the proceeds from existing insurance ($555,607). The

results are almost 62% of their estate at Connie’s death is received by the children.

Effects of Additional Analysis

Roy Dies in 2025, Connie Dies in 2030

Combined Gross Estate
$5.887.005

Irrevocable Life Taxes, Expenses,
Insurance Trust Probate and Debts
] £183,5301

§4.704.366 F$1:Q{}p__1@m
Remaining Estate amily Imust
i $1.283.359

at Conmie's death
$4.802 301

in 2030

Taxes, Expenses,
Probate and Debts
$£2.057.776

o] Irrevocable Life Insurance Trust £555.607
Family Trust $1.283.350
Net Distributions to Heirs 52,744 615
less: Income Tax on Income in Respect of

Decedent
Total to Family

11



Proposed Strategy 2: Results

Estate planning strategies can reduce estate transfer costs, but in many cases, they do not
eliminate all of them. The “Effects of Analysis and New Life Insurance” flowchart shows how new
survivorship life insurance in the ILIT increases net distributions to the children at Connie’s death
to $5,017,283. Also, the $1,000,000 federal estate and income tax free death proceeds from the
new survivorship life insurance provide additional liquidity to pay over 78% of the estimated estate
taxes and expenses. The result is almost 78% of the assets in Roy and Connie’s estate are
received by their children at Connie’s death. The information in this Flowchart can help Roy and
Connie understand how much and why they need to purchase new survivorship life insurance to

reduce their concerns and achieve their goals.

Effects of Analysis and New Life Insurance
Rov Dies in 2025, Connie Dies in 2030

Combined Gross Estate
£5.767.505

Irrevocable Life Taxes, Expenses,
Insurance Trust Probate and Debts
] $182 037

$4.584.568 $1:E_}D_D_.00{}
ini Family Trust
e $1.283.350

at Conmie's death
£4.614 821

in 2030

Taxes, Expenses,
Probate and Debts
£1,953,760

Irrevocable Life Insurance Trust
Fanuly Trust
Met Distributions to Heirs
less: Income Tax on Income in Respect of
Decedent

Total to Familv

$1.555.607
$1.283.359
$2.661.053
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SUMMARY OF RESULTS

The Executive Summary in the ETA presentation is helpful to summarize the results of Roy and Connie’s

Estate Tax Analysis with the following information:

a. Under Current Situation is a summary of the information provided by the Estrada’s shown
in blue;

b. The Effects of Current Situation includes the total net distributions to their children after
their deaths shown in red;

c. The increases in the total net amounts to their children by implementing the proposed

strategies with and without new life insurance shown in green.

Executive Summary

for Roy Estrada, age 55, and Conmie Estrada, age 54

(Current Situation )
This analysis uses the information yvou provided.

Liquid Assets $935,000

Retirement Plans $625,000

Business $£100,000

Besidences $1.050,000
\ Your total value if death occured today: £2,710,000 )

Effects of Current Situation

Using the estimated rates of return you provided, the

combined gross estate in 2025 would be $6.087 005
Asgsuming Roy dies i 2025,
Estimated taxes, expenses, probate, and debts $191,556
Assuming Connie dies in 2030,
Estimated taxes, expenses, probate. and debts $3.092.570
Income tax on income in respect of decedent’ $484.521
Shrinkage $3,768.647
Total to family after both deaths $2,970,171
Total distribution to family and charity $2,970,171
Portion of the estate in 2030 45%
Proposed Strategy
The proposed strategy. without the recommended new life insurance, would
increase the portion going to the family to $4,103,106

The proposed strategy, including the recommended new life insurance, would
increase the portion going to the family to $5,017,283
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Estate Tax Analysis Case Study

Additional Strategies

And

Considerations
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ETA Basic Estate Planning Case Study

Roth IRA Conversion

Client Goals and Concerns

Minimize Income Taxes. Roy and Connie are interested in simple strategies that may reduce

the amount of income taxes the children will pay at their death, and possibly, during their

retirement.

Proposed Strategy 3:

In 2011, Roy and Connie convert their traditional IRAs to Roth IRAs. The taxable amount of

the traditional IRAs converted to Roth IRA is subject to income tax for tax year 2011, and

any income taxes due will be paid in 2012. Roy and Connie can receive income tax free

qualifying distributions after age 59%2, and they do not have to take required minimum

distributions when they are 70%%. At their death, the children will also receive income tax

free qualifying distributions.

Proposed Strategy 3: Quick Estate PlanFacts

Proposed Roth IRA
Conversions

Roy IRA

Convert Date: 1/1/2011
Connie IRA

Convert Date: 1/1/2011

Ready to Print

©CClick here te remove Proposed Roth IRA Conversions

Plan Owner |Conwert to Roth IRA At Age |Conw, Date

ABC Inc, ClientA| pg Nt Convert -

Widget Inc ClientB | mg Mot Conwvert -

Roy [RA ClientA| conyvert Date - 01/01/2011 [&]
Connie IRA ClientB | —gnyert Date - 01/01/2011 [&]

I:‘Assign ownership and print on behalf of another user: Select User

[ Save ] [ Print Preview ] [ print Planner version
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Proposed Strategy 3: Results

Roy and Connie do not have to take required minimum distributions from the Roth IRAs, so the value
of the Roth IRAs may be higher at their death. At Connie’s death, the qualified plans and the
traditional IRAs (except for any after-tax amounts) are considered “Income in Respect of a Decedent”
(also known as “IRD”). The children pay income taxes on the IRD when they receive withdrawals from
the traditional IRAs and other qualified plans. In the ETA presentation, “Your Current Situation”
flowchart shows the estimated amount of IRD income taxes paid by their children at Connie’s death, in
2030, is $484,521. The “Effects of Analysis” flowchart demonstrates how converting Roy and Connie’s
traditional IRAs to Roth IRAs reduce the estimated IRD income taxes paid by their children at Connie’s

death 2030 to $316,741.

Your Current Situation Effects of Additional Analysis
Roy Dies in 2025, Connie Dies i 2030 Roy Dies m 2025, Connie Dies in 2030
Combined Gross Estate Combined Gross Estate
$6,087,905 $5,749,634
in 2025 in 2023
Imevocable Life Taxes, Expenses,
Taxes, Expenses, © .
Prob;lt; lm';‘;?eb“ | Inswrance Trust Hﬂtgﬂ{gﬂigfbfs
v e $1,000,000
5 3 $4,566,787 Family Trust
$5.896,349 Eemaining Estate $1.283 330
Remaining Estate at Connie's death Ea
at Connie's death $4,701,904
$6.547.262
in 2030
in 2030
Taxes, Expenses,
Taxes, Expenses Probate and Debts
i : ) 705
Probate and Debts $2.002.056
$3,092,570 v
v y] Imevocable Life Insurance %rust $355.607
Family Trust $1,283359
Net Distributions to Heirs $3.454 692 Net Distnbutions to Heirs $2.600 848

less: Income Tax on Income in Respect of
Decedent
Total to Familv

less: Income Tax on Income in Respect of
Decedent
Total to Family
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The Executive Summary shows the increases in the net amounts to the children by converting their

traditional IRAs to Roth IRAs with and without new life insurance.

Executive Summary
for Roy Estrada, age 55, and Connie Estrada, age 54

Current Situation
This analysis uses the information you provided.

Liquid Assets $933,000
Retirement Plans $625.000
Business $100,000
Residences $1.050.000
Your total value if death occured today: 52,710,000

Effects of Current Situation

Using the estimated rates of return you provided, the

combined gross estate in 2025 would be $6.087 905
Assuming Roy dies in 2023,
Estimated taxes, expenses, probate, and debts $191,556
Assuming Connie dies in 2030,
Estimated taxes, expenses, probate, and debts $3.002,571
Income tax on income in respect of decedent’ $484.521
Shrinkage $3.768 647
Total to famuly after both deaths $2,970,171
Total distribution to family and charity $2,970,171
Portion of the estate i 2030 4509

Proposed Strategy

The proposed strategy, without the recommended new life insurance, would
merease the porion going to the family to @

The proposed strategy, including the recommended new life insurance, would
merease the porion going to the family to ( 55,132,823 )
N——
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Alternative Roth Conversion Strategy

Alternative Proposed Strategy 3:

Roy and Connie want to convert their traditional IRAs to Roth IRAs. However, if they convert both
of the traditional IRAs to Roth IRAs in 2011, they are concerned about reducing their other assets
to pay the income taxes in 2012. As an alternative strategy, Connie converts her traditional IRA to
Roth IRA in 2011, and after Roy’s death, Connie (as surviving spouse) converts Roy’s traditional
IRA to Roth IRA. Roy keeps his existing life insurance policy, and Connie remains beneficiary at
Roy’s death. Connie uses the $200,000 income tax free death proceeds from Roy’s existing life
insurance policy to pay the income taxes due on the conversion of Roy’s traditional IRA to Roth
IRA. The ETA presentation produced with the Quick Estate Plan Online Fact Finder demonstrates

this alternative strategy with the following changes:

Existing Life Insurance
Roy Life Insurance $200,000 Face Amount Insured-Roy Owner-Roy Beneficiary-Connie
No change Monthly Premium $150  Type-Permanent
Proposed Scenarios
Proposed Roth IRA Conversions Roy IRA Convert Date: 2/1/2025 (Roy’s death)
Connie IRA Convert Date: 1/1/2011
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Other Considerations

Wealth Distribution Analysis (WDA)

Roy and Connie want to know how the costs of the
proposed strategies in the ETA presentation will

affect their income and assets during their lifetime. A n a 1 y S 1 S

A Wealth Distribution Analysis presentation will

show the effect of the proposed strategies on their

assets and cash flow to meet their needs during Roy and Connie Estrada

lifetime. Produces ol Name, CLU. CHFC
[For Evaluation Purposes Only
[Suite 350 University Research Park
10735 David Taylor Drive
[Charlotte, North Carolina 28262
[Phone: 704-927-3555

[Mobile Phone: 704-549-5555

[Fax: 704-549-6666
: producername(@email com
Name Here
[University Research Park
10735 David Taylor Drive
ICharlotte, North Carolina 28262
Prepare a Wealth Distributions Analysis  |PlanFacts =
presentation using the Wealth WealthiDistnbution Collection Date: 10/22/2010 5]
. First Name: Last Name: Birth Date: @ male ::::E"'E"t z::arl‘w = Mamed
Distributions Online Fact Finder that will LT i 5281955 B Cpamae 67
i . . ~ First Name: Last Name: Birth Date: ® male :!::'E’"E"t z::arl‘w —
contain most of the same information Client 8 connie Estraca 3091556 B © rama 55
entered on the Quick Estate Plan Online  [5oiezs Pt s
Home Phone: work Phone: Email Address:

Fact Finder.
ncomes

[CClick here to remove a Salary

Salary
Employer Employee [Gross Manthly Salary [Annual Increase
ABC Inc. Client A « | 18000 0 %

. Click here to remove Employer Retirement Plan
Employer Retirement Plan

Current Valua:

150000

Growth Rate: [x]
5 %

Employes Centribution:
9 %

Employer Contribution:
5 %

Widget Inc Client B ~ | 12000 0 %
. Click here to remove Employer Retirement Plan
Employer Retirement Plan

Current Value:

100000
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The WDA presentation page “Impact of Your Strategy” shows the effect of the Current Situation,

Proposed Strategies, and Proposed Strategies with life Insurance on Roy and Connie’s net worth.

Impact of Your Strategy
Net Worth. Living Expenses, and Net to Heirs

Every action has a price. The key to a good strategy is that it accomplishes your objectives. The
financial decisions regarding your stratezy should compare the value of accomplishing your objectives
with the price of the strategy. Consider the impact of your strategy on your worth, your life style, your
retirement living and the orderly transfer of assets to vour heirs.

Proposed Strategy
Current Situation Proposed Strategy and Mew Life
Insurance

Your Net Worth'
The value of your assets less
any liabilities after 20 years

Reduced by $263,158 or 4.2%

§5.046,039

Your Living Expenses!

Sum of all expenses used to
maintam your lifestyle over 20
years

No Difference

$2.821.000 $2.821,000

$2.821.000

Net to Your Heirs'

If you both die m year 20, the
net distribution after federal
estate taxes and expenses

Increased by 31,960,757 or
63.9%
$3,006,848 < $4.107,764 = $3,027,605
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The “Cash Flow Analysis — Outgoing Payments Vs. Expected Income” pages in the WDA presentation

provide detailed information to show the Estrada’s their Current Situation and the effect of the Proposed

Strategies with New Life Insurance on the cash flow required to maintain their lifestyle.

Cash Flow Analysis

Assumes Roy and Connie are both living

End
of
Year
2010
2011
2012
2013
2014

2015
2016
2017
2018
2019

2020
2021
2022
2023
2024

2025
2026
2027
2028
2029

Total
Cash Flow
Required
$76,627
300,917
317.036
320,897
324,879

328,086
333222
337,592

346,747

351,543
336,490
245,686
214,945
212594

218,963
252,205
273,796

282,227
290,946

Co000 o000 0 o000

45214
86,449
90,589

99,450

cCoOoOoOD o000 OOoODOoD o0 O

Outgoing Payments Vs. Expected Income

Liquid

g
4

@
oD ococooo ooooo

85
8!
23

02725

19,967
37913
51,181
50,938
50,629

Assets
Used For
Cash Flow

CODOo0 DD o0 DOoooo OO

Net

Assets
Used For
Cash Flow

co coooo coooh

g8
EE

92725

19,067
37.923
51,181
50,938
50,629

Total
Cash Flow
Provided
$76.627
300,017
317.036
320,897
324879

328986
333222
337,592
342,008
346,747

351,543
356,490
245,686
214945
212,504

218,963
252205
273,796
282207
290,946

Cash Flow Analysis

Assumes Roy and Connie are both living

Outgoing Payments Vs. Expected Income

@ Strategy with New Life |n@

End
of
Year
2010
2011
2012
2013
2014

2015
2016
2017
2018
2019

2020
2021
2022
2023
2024

2025
2026
2027
2028
2029

Total
Cash Flow
Required
$78,727
697,920
461,176
329,157
333,125

337,231
345833
350338
354,985

359,779
364.725
253,019
223177
220,688

227,054
253430
271,648
279,510
202031

Retirement
Plan

Income Distributions

$96,000
384,840
385,715
386,626
387575

388,564
389,595
390,669
391,790
392,957

394,175
116,872
198,970
116,089
119,869

123,782
127,833
132,027
136,370
140,867

3

SO0 oo ooo%g

30,585
57,678

63,329
66,352

Hew
Loan
Proceeds

$0

CoOoOoD COoO0OoOD COoOC0D COoO00

Liquid
Assets
Used for
Cash Flow
$0

0

75,461

oo

oo cocooo

54,040
107,088
100,819
72.687
67,919
79,182
79.811
85713

Other
Assets
Used For
Cash Flow

o
CO000 O0000 CO000 OO0 OO

Net
Assets
Used For
Cash Flow
$0

0

75,461

Lh
p4
EQQ ocoooo oo

107.088

100,819

72,687
67.919
79,182
79,811
85,713

Total
Cash Flow
Provided

$78.727
697.920
461,176
320157
333125

337231
341,465
345833
350,338
354,985

359,779
364,725
253919
223177
220,688

227,054
253,430
271,648
279,510
292931
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Qualified Plan Distribution Analysis (QPDA)

ETA shows the effect on the estate of converting a traditional IRA to Roth IRA Roy and Connie want
additional information before they make a decision to keep their traditional IRAs or convert to Roth
IRAs. They are also concerned about the amount of income taxes they will have to pay for tax year
2011 if they convert all of their traditional IRAs to Roth. The QPDA Roth IRA conversion modules
illustrate different options for converting a traditional IRA to Roth IRA. The QPDA illustrations show
comparisons of keeping a traditional IRA and converting to Roth IRA. In addition, the QPDA Stretch
Roth IRA module also shows how the children can continue a Roth IRA as an inherited Roth IRA, and

receive income tax free qualified distributions over their lifetime.

QPDA |

Roy and Connie Estrada
Household Information Multi-Generational Planning QP Distribution Options
Choose Objective ‘ © éStretch IRA 30 | © Early Distributions (pre-59%) (

(0 Stretch Roth IRA '0 |© Basic Minimum Distributions

‘O Stretch 403(b) '0 |© Lump Sum vs. Rollover

Roth Conversion Leveraging QP Distributions

() Convert to Roth IRA during Lifetime > '0 | © Using Distributions for Retirement Income

Convert to Roth IRA at Death > '0 | © Using Distributions for New Life Insurance

|@ Using Distributions for Charity

This PlanFacts is fully functional; however, to protect the < Back MNext = Preview / Print Save
information in the Detailed Analysis section that has been < Back - = -
created, information processed with this fact finder will not

change any information in the Detailed Analysis screens.
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