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IMPORTANT DISCLAIMERS AND NOTICES

These materials are intended for educational purposes only. They are designed to provide
accurate and authoritative information in regard to the subject matter covered. However,
Attorney Robert G. Alexander is not offering legal, accounting, or professional advice in these
materials. If legal advice or other expert assistance is required, the services of a competent
professional person should be sought.

The forms and sample language have been developed and are included herein exclusively for
purposes of illustration and discussion and are not designed or intended to be utilized (or adapted
for uses) in any Will, Trust or other dispositive instrument.

These materials are provided solely for educational purposes and are to be distributed
without any cost, charge, fee, tuition, etc. whatsoever. These materials cannot be sold,
copied, reproduced or distributed for any cost, fee or charge, etc. or in any commercial
form or manner whatsoever.

No claim is made to original work herein. These materials include a compilation, summary,
revision, and commentary from other source material, most of which is cited in the
bibliography.

IRS Circular 230 Disclosure:

To ensure compliance with requirements imposed by the U. S. Internal Revenue Service, we
inform you that any tax advice contained in this document (including any attachments) was not
intended or written to be used, and cannot be used, by any taxpayer for the purpose of (1)
avoiding tax-related penalties under the U. S. Internal Revenue Code or (2) promoting,
marketing or recommending to another party any tax-related matters addressed herein.
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1|NAEPC Projects

NAEPC Current Projects

. Providing the highest quality training, education, products and
services to America's leading estate planning professionals.

. Increasing public awareness of estate planning and the advantages

of using a"team" of qualified estate planning professionals.

Academic Programs

A. LLM Programs

B. Masters Programs

C. CLE

D. Conferences/Webinarg Audio Broadcasts

National Estate Planning Conference-Annually Recognized as One of the
Nation’s L eading Estate Planning Conferences

Forms/Documents-Blattmachr's Wealth Transfer Planning

. Estate and Financial Planning Software
. Prestigious Publications-NAEPC Journal of Estate and Tax
Planning

Newsd etters-CCH/Blattmachr/NAEPC
Research Libraries and Technical Information-CCH Publishing
Leimberg Informational ServicesdLISI

. Nationally Recognized Experts-Speakers/Teachers

. Networking and Concurrent Projects Among the Nation's
Leading Estate and Financial Planning Organizations

A. NAEPC/Synergy Summit
1 Society of Financial Service Professionals
2. American Ingtitute of Certified Public Accountants
B. American Bar Association-Real Property, Probate and
Trust Law Section
1. American Bar Association-Tax Section/Gift and Estate
Tax Committee
2. NAEPC
3. NAELA-National Academy of Elder Law Attorneys

Referral’Networking-Locally and Nationally

Charitable Foundation-Public Awareness and Education Regarding Estate
Planning

National Recognition of America's Most Distinguished Estate
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Planning Professionals

A. Distinguished Accredited Estate Planner Awards
B. Hart Axley Distinguished Service Award
C. Awards for the Nation's best tax and estate planning articles

published during the year.
Nationally Recognized Estate Planning Designations
A. Accredited Estate Planner Designation (AEP)
B. ABA Board Certified Estate Planning Law Specialist (EPLS)

Business Exit Planning -BEI -Business Enterprise Institute
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Our Three Study Goals

E  Understand the dynamics of modern wealth, tax, and
asset protection planning

£ Learn how to apply the income, gift and estate tax
grantor trust rules

e Learn how to super-charge comprehensive wealth
planning with grantor trusts

Alexandor & Klemmer, 5.C. 2

Understanding the Dynamics of Modern Wealth Planning

E What our clients need is also what our clients want!

E The eight essentials of advanced weaith planning — the
“pipe dream” plan:

1. Freeze the size of the estate

2. Transfer wealth on a leveraged basis

3. Income tax planning
E The “tax burn”
E Family income tax planning
& State income tax planning - situs

AMexander & Klsmmer, 5.C.




Understanding the Dynamics of Modern Wealth Planning (Cont.)

Muiti-generational/dynasty planning
Family wealth management and control
Protect assets from predators, creditors, and divorces

Fiexibility to modify or change the plan downstream —
changing circumstances

8. A‘“no-risk” plan

N e oo

E In other words — / want to have my cake and eat it too!

Alexander & itemmer, S.C. 4

A Critical Component!

Key - Develop a Comprehensive Financlal Analysis
~ Mathematical proofs and spread sheets
—~ Compare
© All possibliities
& All probabilities
r. Risk tolerance
— Sophisticated Mante Carlo modeling
— “What If” strategies
~ Willit cash flow?
— Hedging your bets

~ Blending and layering the decuments to oplimize the financialitax strategies

Alaxander & Kiemmar, 5.C. 5

Key Planning Strategies

e Creatively integrate estate, tax, asset protection and
financial planning techniques:

— Select the best entities to use

- Valuation discounts

— Leverage/freeze strategies

— Various types of trusts

— Creatively integrate the various tax rules
— Select the best trust situs

Alexander & Klemmar, S.C. L]




Key Planning Techniques

m

Lifetime Gifts

— Annual exclusion gifts

- Applicable exclusion amount gifts

Dynasty Trusts — GSTT exemptions

Grantor Retained Annuity Trusts — GRATSs

Intentionally Defective Grantor Income Trusts — IDGITs
Self-cancelling Installment Notes ~SCINs

Beneficiary Defective Inheritor's Trusts - BDITs

Alaxander & Klommar, S.C. 7

Grantor Trust Rules

m

Income tax rules — IRC §§ 671-679

Estate tax rules — IRC §§ 2036-2038 and 2041
Gift tax rules — IRC §§ 2501-2514

Often similar

— But there are important differences

You get to decide how each set of rules will apply to
each trust

Properly integrating these rules can create amazing results!

Alexonder & Klemmer, 5.C. 2

“Defective” Trusts

: So who screwed up?

Better yet — better resuits with better planning

— Purposely “defective” trusts

: Income tax effective/estate tax defective

Income tax defective/estate tax defective

+ Plan to obtain different results for gift and estate tax

purposes

Aloxandar & Klemmer, 3.C. e




What is a Grantor Trust?

Estate Trusts

Estate

Inciuded in | Revocable 0
Giftf Excluded

© Copyrighyi9dndbiakRitmainer, 5.6, AT Rights Reserved

[
Completed Irrevocable
Trust

Trust Estate
Always a Grantor [—‘—\

Trust
Income Grantor Non-Grantor
Trust Trust

Tax Only

During IRC 678
Life Trust

Determining Who Pays
The Income Tax

Estate Trusts
"~ Created Created

At Death of During Life
Grantor of Grantor

|
[ =] =
Taxed to Taxed to Non-Grantor
Grantor Beneficiary Trust

© Capytightlifidndor & Klommer, 5.C. tork Meric, "

So Why Do We Care About the Grantor Trust Rules?

e Trustincome - taxed at very high rates
— 35% at $11,150
E 2009

~ Quch!
& Individuals - much broader bracket spread

— 35% at $357,700

E 2009
E So - trusts can be very poor tax and wealth planning
vehicles from an income tax perspectivel

Alezander & Klommer, 5.C.




So Why Do We Care About the Grantor Trust Rules?

e Grantor trusts
— All items of income, deductions and credits are taxed

to the grantor at his/her individual rates

- The trust does not pay income tax
— Transactions between the trust and the grantor are

income tax free

Alexander & Klemmar, 5.C.

So Why Do We Care About the Grantor Trust Rules? (Cont.)

& Grantor trust rules allow us to super-charge wealth
transfer and asset protection planning
— Trust assets continue to grow in value undiminished
by income taxes
— Creates the "tax burn” for the grantor
— There is no additional gift to the trust or the
beneficiaries

u Together these concepts exponentially compound
planning benefits

Alexander & Klammar, 5.C.

Displacing the DNI Rules

e Generally, trust income is taxed based on the DNI rules
of IRC §§ 651-662
-~ Spouse
— Beneficiaries

— Trust
g Displace the DNI rules so that all income is taxed to the

Grantor, even if not distributed
— Trustincome is taxed under the grantor trust rules

— IRC §§ 671-679

Alexandor & Klemmer, 5.C,




Planning Opportunities

m

™

”
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¢ Insurance trusts
— Sales and exchanges
— Taxation of investment income
— No "transfers for value”
: Supercharge the credit shelter trust
© GRAT planning
Sales/exchanges of remainder interests

Aloxander & Klemmer, 5.C. 16

Planning Opportunities (cont.)

e

™

Tax free sales/exchanges between frusts and the grantor
Disregarded entities planning

— Partnerships

—LLCs

r Enhance leveraged freezes and valuation discount

planning

Alsxandar & Klemmer, 5.C. "

Planning Opportunities (cont.)

hiiid

> Installment sales/gifts to an IDIT

: S corporation planning

: Create the "tax burn”

z State income tax planning

2 Medicaid and support trust planning
: Special needs trusts

IRA planning

Alexander & Klermmer, 5.C. 18




Planning Opportunities (cont.)

& Asset protection planning for “hot " assets

m

. Inheritor's trusts

m

Beneficiary defective inheritor's trusts
- BDITs
& Charitable lead trusts — CLTs

™

- Many others

Aexander & Klemmer, 5.C. 1

Summary of Code Provisions

: IRC § 673 — Reversionary Interests
: IRC § 674 — Comparison To Estate Inclusion Rules
IRC §675- Control Issues
: IRC § 676 — Revest in Grantor
- IRC § 677 - Income For Benefit of the Grantor
: IRC § 678 - Person Other than Grantor Deemed Owner
. IRC § 679 - Transfers to a Foreign Trust

m M o momomom m

Alexander & Klemmos, 5.C.
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Important Definitions

E Adverse party — § 672
— Any person who has a beneficial interest in the trust;
— Whose interest is substantial; and

— Whose interest would be adversely affected by the

exercise or non-exercise of the power

Alexander & Klommer, 5.C.

2




Important Definitions (Cont.)

e Related or Subordinate Trustee — § 672
— Parent
- Brother or sister
— Spouse
— lssue
— Employee, but not a director
& Independent trustee — anyone not a related or subordinate

trustee

Aaxander & Klemmer, §.C.

Important Definitions (Cont.)

e Attribution Rules —§ 672(g)
— The grantor is treated as holding:
E Any power or
E Any interest

& Held by the spouse of the grantor

Alaxander & Klemmor, S.C.

Achieving “Defective” Grantor Trust Status

e IRC §§ 671-679
- Specify powers that will cause a grantor or another

person to be treated as the owner of all or a portion of

a trust for income tax purposes

Mexander & Klemmer, §.C,




Power to Control Beneficial Enjoyment - § 674

v §674
— Grantor will be treated as the owner of any portion of
a trust in which the beneficial enjoyment of the corpus
or income there from is subject to a power of
disposition exercisable by the grantor and/or a non-
adverse party without the consent of any adverse

party.

Alaxandor & Klemmer, 5.C. 25

Power to Control Beneficial Enjoyment - § 674 (Cont.)

& This power will also cause estate tax inclusion
— §§ 2036-2038
v Except~ where the grantor's discretion as trustee to
distribute income or principal is limited by an
ascertainable standard
e Grantor trust if any person has the power to add a beneficiary
to receive trust income or principal
- This power retained by the grantor may result in the gift to
the trust being treated as incomplete

Alexandor & Klernmat, §.C. %

Power to Control Beneficial Enjoyment - § 674 (Cont.)

E The power to add beneficiaries is often limited to

charitable beneficiaries

Alexandor & Klemmer, 5.C. 2




Administrative Powers - § 675

i Power to reacquire trust corpus by substituting other
property of an equivalent value — § 675(4)
— Power held in a fiduciary vs. non-fiduciary capacity

E Power to borrow without adequate interest or security —
§ 875(2)
— Watch estate tax inclusion

— Power to obtain trust assets for less than full and
adequate consideration

Alexandor & Kiammer, 5.C. 28

Administrative Powers - § 675 (Cont.)

m

Safer approach — authorize a non-adverse party to lend
trust assets to the grantor without adequate security

=]

. Also, make sure the power is for both trust corpus and
income to ensure the entire trust is a grantor trust

E: Grantor borrows either trust corpus or income and does

not completely repay the loan, including any interest,

before the beginning of the year

Alaxandor & Klammar, S.C. 28

Administrative Powers - § 675 (Cont.)

E in order to trigger grantor trust status, the loan must not

provide for adequate interest or security

Alaxandor & Klammer, 5.C. 30
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Income May Be Distributed for the
Grantor’'s Spouse - § 677(a)(1)

e Trust assets will not be included in the spouse’s estate
as long as the spouse did not contribute assets to the
trust

B Grantor trust status only as to income?

Atsxander & Kiemmer, 8.0, N

Payment of Life Insurance Premiums
-§ 677(a)(3) -

& Grantor will be treated as the owner of any portion of a trust in
which the income of the trust may be used to pay premiums
on policies of insurance on the life of the grantor or the
grantor's spouse

— Does the trust actually have to own life insurance?

— Does the trust actually have to use trust income to pay
premiums?

— Is this sufficient to cause grantor trust treatment as to both
income and principal?

Alaxander & Klemmer, S.C. 32

Selected Planning Issues With Grantor Trusts

e Question 12(e) on the estate tax return
® You must identify and report any:
— Trusts created by grantor
— Trusts in which the grantor held beneficial interests

~ Trusts to which the decedent made lifetime transfers
or sales of interests in partnerships, LLCs or closely

held corporations

Aaxander & Klemmer, 5.C, a3




Selected Planning Issues With Grantor Trusts (Cont.)

E Tax Reimbursement Clauses ~ Rev.-Rul. 2004-64
~ Requiring or permitting the trust to distribute funds to
the grantor to pay the income tax liability of a grantor

trust
E Not a gift by the grantor to the beneficiaries of the

trust
E Not a gift by the beneficiaries of the trust to the

grantor
E Assets of the trust are not included in the grantor's

estate if the reimbursemt is discretionary with the
frustee.

Alexander & Klemmer, 5.C,

Selected Planning Issues With Grantor Trusts (Cont.)

E An altemative to a tax reimbursement clause
- Include the grantor's spouse as a discretionary income

beneficiary
~ Same flexibility as the reimbursement clause
— No risk of inclusion in the grantor’s estate
Electing out of installment sales treatment in the year of sale ~

§ 453(d)
— Installment sales to intentionally defective trusts

35

Alexandor & Kiammar, 5.C.

Crummey Powers

£ IRC § 678

— A person other than the grantor will be treated as the
owner of any portion of the trust with respect to which
such person has the power to vest trust corpus or
income in him/herself

— The rule does not apply with respect to a power over
income if the grantor is treated as the owner under

other sections of 671-678
E§ 678(b)
® This Is a drafting error - Congress intended this to
apply to both income and principal
38

‘Aaxander & Klemmer, 5.C,




Crummey Powers (Cont.)

B A trust remains a grantor trust as to the grantor even
when a Crummey withdrawal power is given to

beneficiaries of the trust

— See the series of PLRs in 2007

Alexander & Klemmer, 5.C,
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Toggle Switches

E Grantor trust status may be turned on and off by
changing grantor trust status
— If the grantor turns the status off, a third party can
have the power to turn grantor trust status back on
E Independent trustee
E Trust protector

Alsxandor & Klemmer, 5.C.

Toggle Switches (Cont.)

k. Examples:

— Relinquish the trustee’s power to make loans to the
grantor without requiring adequate security

— Cancelling the grantor's right to substitute trust assets

— Borrowing assets and not repaying

~ Adding or removing trustees

- Changing foreign income tax status - § 691

— Watch issues of tax avoidance or evasion

Alaxander & Klammer, 5.C. a9

13



Other Planning Opportunities

E Asset swaps
~ Substituting assets with high basis for trust assets
with low basis

— Obtains basis step-up at death ~ § 1014
p: Partnerships between grantor and grantor trusts

E Single person LLCs -SPLLC
— Both SPLLCs and partnerships are legal entities for
state law purposes, but disregarded for income tax
purposes

Alexander & Klsmmer, §.C. 40

Creative Uses of Grantor Trusts

- Super-charged credit sheiter trust
— Structure the CST as a grantor trust as to the surviving
spouse for income tax purposes

— Credit shelter trust for transfer tax purposes
~ Creates the best of both worlds
» Estate tax avoidance
- Tax bumn for the spouse
— Requires sophisticated planning
~— See: Jonathan Blattmachr

Alszander & Kiommer, 5.C, 41

Creative Uses of Grantor Trusts (Cont.)

£ Charitable Lead Trusts
— A CLT pays a designated charitable beneficiary a
unitrust or an annuity amount for a fixed number of
years or for the life of an individual
— After the term of the trust, the remaining trust assets
are distributed to designated non-charitable

beneficiaries

Alexander & Klemmer, §.C. 42

14



Creative Uses of Grantor Trusts (Cont.)

Charitable Lead Trusts
— Non-grantor

© The CLT receives an annual charitable income tax deduction
each year for the distributions made to charity

E Subject to income tax for any trust income in excess of the
portion distributed to charity

© Beneficial for a taxpayer who is already making significant

charitable contributions each year and is unable to utilize any

additional charitable contributions him/herself

Alexandor & Klommor, 5.C, 43

Creative Uses of Grantor Trusts (Cont.)

g Charitable Lead Trusts
~ Grantor CLT

© Provides the grantor with an immediate charitable income tax
deduction equal to the value of the entire value of the
charitable lead interest

~ The charitable deduction is front-end loaded

& Grantor is liable for the income tax liability for all CLT income
each year during the charitable term

& Neither the trust nor the grantor will qualify for a charitable
income tax deduction for the annual distributions to the
charitable beneficiary

Aloxander & Klemmer, S.C. 44

Creative Uses of Grantor Trusts (Cont.)

E Charitable Lead Trusts

~ When to use a grantor CLT
e Grantor with unusually high income in the year the CLT is
established

— Allows the grantor to take the entire charitable income tax
deduction in the first year

e Grantor who plans to be in a lower income tax bracket in future
years

® Lower tax rates on dividends and capital gains may make
CLTs more altractive to grantors
— Charitable deduction offsets income taxes at higher rates
- Trust income will be taxed at lower rates

Aexander & Klommer, 5.C. e
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Planning with Charitable Lead Trusts

& Drafting to obtain CLT grantor trust status
— Trustee or other non-adverse party could be given the
power to add a charitable beneficiary to the trust after the
expiration of the charitable term — § 674(b)(5).
— Grantor is given the power to substitute assets of equal
value - § 675(4)

& Watch “self dealing” rules

Alexandor & Klemmer, 5.C. 48

Funding Intentionally Defective Irrevocable Trusts

[

: IDIT - gifts and sales to dynasty trusts

& Funding the trust with 10% or more of the assets sold to

the trust
e Maintaining 9:1 debt-to-equity
& The incomplete equity strategy

— Increase the equity of the trust without triggering
additional gift tax liability when funding the IDIT

Alexander & Klemmer, 5.C. 47

Funding Intentionally Defective Irrevocable Trusts (Cont.)

£ The incomplete equity strateqy
— Divide the IDIT into two shares

— Each share will be a defective trust

- One share gives the grantor a LPOA (limited power of
appointment) and the other share does not

- The gift to the share with the LPOA is an incomplete gift or
gift tax purposes

— The initial gift is allocated between the two shares

Aexander & Kiemmer, §.C, a8

16



Funding Intentionally Defective Irrevocable Trusts (Cont.)

e The incomplete equity strategy
- The assets allocated to the LPOA share are not a
completed gift, but are equity for purposes of
determining the debt-to-equity ratio of the trust

— The assets subject to the LPOA are included in the
grantor's taxable estate

E Give the spouse the LPOA in order to postpone
estate tax

Alexander & Klemmar, 8.0,

48

Funding Intentionally Defective Irrevocable Trusts (Cont.)

E Planning with disregarded entities
~ Single person LL.C
— Recognized for gstate tax purposes
— Disregarded for jncome tax purposes
- If gifted/sold to separate trusts, valuation discounts
apply
— Income from the LLC funds trust payments

~ Grantor can purchase assets at undiscounted FMV
(to substitute cash for assets) and there is no income
tax recognition on the transaction

Alaxandar & Klommer, S.C. 50

Grantor Irrevocable Life Insurance Trust

»

¢ Use in place of a non-grantor ILIT with Crummey
withdrawal rights

e |LIT/IDIT is funded with income producing assets
— Income is used to pay annual premiums

— Tax free income generated by the ILIT reduces the
future gifts needed from the grantor

Alaxander & Klsmmer, 5.C,

17



Grantor Irrevocable Life Insurance Trust (Cont.)

E Cleaning up a “Bad” ILIT
- Rev. Rul. 2007-13
£ The sale of a policy from one wholly-owned ILIT/IDIT to

another wholly-owned ILIT/IDIT is not a transfer for
income tax purposes

]

Sale from a non-grantor trust to a grantor trust is treated
as a transfer to the grantor

~ No income tax — §101(A)(2)(B)

Alexander & Klsmmior, 5.C.

Grantor Irrevocable Life Insurance Trust (Cont.)

E The sale of a life insurance policy between two grantor

trusts is not subject to “transfer for value” rules - PLR
200228019

Sell the policy to a new trust with updated trust
provisions

- Requires specific drafting

— Need sufficient funding in the new trust in order to
purchase the policy for its cash vaiue

~ Consider a loan from the policy to the grantor prior to
the sale

Alaxandor & Kiemmer, 5.C.

Medicaid and Special Needs Trusts

E A grantor trust is a powerful alternative to Medicaid
divestment planning for elderly clients

— No income tax on the transactions
~ Control over income and assets
— Powers to rewrite the trust

— Flexibility in planning for changed
circumstances

~ Power to substituted assets
— Change beneficiaries
— Change trustees

Alsxandor & Klommer, §.C.
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Support and Asset Protection Trusts

w

Support trusts
- Same issues and planning opportunities
IRA asset protection

— These types of trusts can be recipients of IRAs without
triggering immediate income tax

: Homestead asset protection trusts

Asset protection for “hot” assets, annuities and instaliment
notes

Alaxander & Klemmer, S.C. 55

Designated Beneficiary Grantor Trust

"

m

=

i An alternative to Conduit trusts

Approved in PLR 200620025

© A hybrid between a conduit and an accumulation trust

The goal is to allow the use of the life expectancy of the

trust beneficiary to measure the RMD

— While allowing accumulation within the trust of RMDs

not needed for the beneficiary’s care

Alaxander & Klommer, 5.C. 58

Grantor Trusts and S Corporation Shareholders

e Grantor trusts qualify as eligible S corporation

shareholders without having to make a special election
— GRAT, IDIT or a BDIT

& Planning to avoid inadvertent termination of the trust as

an eligible S corporation shareholder
~ Crummey withdrawal rights
E Trust can have only one deemed owner
—Husband and wife are treated as one

Alexander & Klemmer, 5.C, 57

19



Grantor Trusts and S Corporations Shareholders (Cont.)

— A trust which gives other beneficiaries withdrawal
rights could violate this rule if the power is released

e Also watch where the contribution to the trust
exceeds the gift tax annual exclusion - $12,000

~ Trust ceases to be an eligible shareholder if the
grantor relinquishes the powers that make the trust a
grantor trust
~ Death of the grantor
E Trust continues to be an eligible shareholder for
two years
& Then eligibility terminates unless the trust
otherwise qualifies

Alaxander & Klemmer, 5.C. 58

Foreign Grantor Trust Status - § 679

g Foreign trust with one or more US beneficiaries
— These are special rules that only apply to foreign
trusts
e Apply only if three requirements are meet:
~ A US person transfers property to
— A foreign trust with
— Any US beneficiary

Aexandor & Klammor, S.C, 58

The Ultimate Trust
A Beneficiary Defective inheritor's Trust

& Combining:
— A third-party settled trust with
— Grantor trust income tax status for the beneficiary

e Finessing the “pipe dream”

Alexander & Kiommer, 5.C. 0
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So What Is A BDIT?

& A dynasty trust set up for my descendants which avoids
their

— Transfer taxes
— Creditors, including divorcing spouses
& A beneficiary “controlled” trust

e Allows gifts and sales to a trust that is income tax
defective as to the beneficiary

— Crummey power of withdrawal — § 678
E Wealth transfer leveraging with discounted entities

Aloxander & Klommer, 5.C, 61

So What is a BDIT (Cont.)

E: Combines the planning opportunities of:
— Chapter 13 — GSTT rules
- IRC § 678 — beneficiary income tax status
- Rev. Rul. 85-13 — non-recognition of sales to
IDITs
-~ Rev. Rul. 93-12 — no family attribution rules for
purposes of discounting

— Rev. Rul. 2004-64 — no additional gift on
payment of income tax

Alexander & Klemmer, S.C, 62

BDIT Design

& Established and initially funded by a third party
E Fully discretionary distribution standards
e Controlled trusteeship
— Family trustee
— Independent trustee
E The "use” concept
B Broad SPA —a “re-write” power
£ Perpetual

e Beneficiary has the functional equivalence of outright
ownership of the trust assets

Aleeander & Klemmer, 5.C. &

21



BDIT Tax Results

¥ Estate freeze

— Installment notes in the estate

— Post-transfer appreciation shifted
: Estate squeeze

— Discounted assets removed from the transfer tax
system

E Income “tax burn” — the beneficiary pays the tax on the
income generate by the trust

E Section 678
E Crummey power of withdrawal

m

Alpzandor & Klammer, §.C. 54

BDIT Non-tax Results

™

: The client/beneficiary is in control of the BDIT

m

Assets are creditor protected for the client/beneficiary
and his/her family

E Assets are available after the "tax burn”
& Client/beneficiary has a “re-write” power with a SPA
— Protects against potential family conflicts

— Protects against inadvertent gifts to the trust

Alexandar & Klammer, 5.C, 65

BDIT Non-tax Results (Cont.)

e Opportunity shifting
~ Business and investment opportunities
— Giving free advice or managing trust assets

¥ Quintessential life insurance trust
— Life insurance on a beneficiary who is also a trustee
— Decision must be made by an independent trustee
— Beneficiary cannot have a SPA over life insurance

Alexander & Kiemmer, 5.C. 68




Seeding the Trusts

Gifts to ‘Tru st
$1 .+s
TrustB
FBO
Client Client
and Katie and Bob

¥
Client— Power of Withdrawal
Atoxander & Klammot, 5., $5,000 &7

Who is the Grantor?

Owner for Income Tax Transfer Tax
Purposes - IRC § 678(a) Creditor rights

Caveat: Client has a Power of Withdrawal over all gifts to BDIT
Caveatt..Glientnever makes a gratuitous transferto BDIT e

Tax-Free Sale to BDIT

BDITs

Assets
TrustA Trust B Trus! C

Installment Notes

Wealthy client sells discountable income
producing assets for an Installment Note

Alazander & Klemmer, 5.C.
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That's All Folks!!

Any Questions?

Alexander & Klemmer, 5.C.

Contact Information

Robert G. Alexander, Esq
Alexander & Klemmer, S.C.
933 N. Mayfair Road, Suite 301
Milwaukee, Wisconsin 53226
Tel: 414-476-5020

E-mail: bob@alexander-klemmer.com

Atexander & Klemmer, §.C.

n

,24



Robert G. Alexander, JD, LL.M., AEP, EPLS
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Georgia. France Publications.
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4, The Beneficiary Defective Inheritor’s Trust (BDIT) — Finessing the Pipe Dream. CCH
Practitioner’s Strategies, Nov. 2008. Co- authored with Attorney Richard A. Oshins.

Significant Books include:

1. Trust Administration and Trustee Selection. Chicago: Guarantee Trust Company, 2003. Rev. Ed.
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