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Investing involves risk including possible loss of principal. Information is current as of the date of this material.

Any opinions expressed herein are from a third party and are given in good faith, are subject to change without notice, and are considered
correct as of the stated date of their issue.

Merrill Lynch, Pierce, Fenner & Smith Incorporated is not a tax or legal advisor. Clients should consult a personal tax or legal advisor prior
to making any tax or legal related investment decisions.

Bank of America Corporation (“Bank of America”) is a financial holding company that, through its subsidiaries and affiliated companies,
provides banking and investment products and other financial services .

Merrill Lynch, Pierce, Fenner & Smith Incorporated (also referred to as “MLPF&S” or “Merrill”) makes available certain investment products
sponsored, managed, distributed or provided by companies that are affiliates of Bank of America Corporation (“BofA Corp.”). MLPF&S is a
registered broker-dealer, registered investment adviser, Member SIPC and a wholly owned subsidiary of BofA Corp. Merrill Lynch Life Agency
Inc. (“MLLA”) is a licensed insurance agency and a wholly owned subsidiary of BofA Corp.

This material does not take into account a client’s particular investment objectives, financial situations, or needs and is not intended as a
recommendation, offer or solicitation for the purchase or sale of any security or investment strategy. Merrill offers a broad range of
brokerage, investment advisory (including financial planning) and other services. There are important differences between brokerage and
investment advisory services, including the type of advice and assistance provided, the fees charged, and the rights and obligations of the
parties. Itis important to understand the differences, particularly when determining which service or services to select. For more
information about these services and their differences, speak with your Merrill financial advisor.

Nothing discussed or suggested in these materials should be construed as permission to supersede or circumvent any Bank of America,
Merrill Lynch, Pierce, Fenner & Smith Incorporated policies, procedures, rules, and guidelines.

Investment products offered through MLPF&S and insurance and annuity products offered through Merrill Lynch Life Agency Inc.:

Are Not FDIC Insured May Lose Value Are Not Bank Guaranteed

Are Not Insured by Any Federal
Government Agency

Are Not a Condition to Any

Are:Not Depastts Banking Service or Activity




Why is Now the “Perfect Storm” for Planning?

» Doubled Estate Tax Exemption (“Use It or
Lose It”)

* “Squeeze Planning” with Valuation Discounts
(FLP Planning)

* “Freeze” Planning (Gifts and Sales to Grantor
Trusts)

lﬁl-
* Lock in Interest Rates (Before They Rise More) /. i

» The “Golden Age” Won’t Last Forever (Lessons
from 2021 Legislative Proposals)




Ideas for Business Owners to Harvest
and Leverage $12,920,000 Exemption

Outright Gifts to Heirs

Gifts to Trusts for
Benefit of Heirs

Estate Freeze Gifts/
Sales to Defective
Grantor Trusts (DGTSs)

Estate Freeze Gifts/
Sales to Spousal
Lifetime Access Trust

(SLAT)

Estate Freeze Sales to
“678 Trust”

Gift of Undivided
Interest in Real Estate

Irrevocable Life
Insurance Trust (ILIT)




1. Outright Gifts of Business Interests to Heirs

» Gift $12,920,000 Outright to Descendants

o Drawbacks

o Assets subject to descendants’ creditors and
divorces

o Estate and GST tax exemptions not preserved

for future generations (“Generation Skipping”/
Dynasty Planning)

o Fails to take advantage of leveraging and
optimal use of discounts




2. Gifts to Trusts for the Benefit of Heirs

» Traditional, Non-Grantor Trust

» Defective Grantor Trust (DGT)

o Gift is “supercharged” by grantor’s payment of income tax
on trust income

o Can toggle off grantor trust status later, if desired




3. Estate Freeze Gifts/Sales of
Business Interest to DGT

 First explore optimizing valuation discounts (FLP
Planning; or non-voting stock)

» Make a “seed gift” to DGT

» Sell assets to DGT in exchange for promissory note
(long-term AFR for April is 4.02%)

» Freezes client’s estate at value of the note

» All post-gift/sale appreciation is in the DGT for benefit
of beneficiaries




4. Spousal Lifetime Access Trusts (SLATS)

» Husband creates trust for Wife, and Wife creates trust
for Husband; trusts must be substantially different and
should be created at different times; make gifts/sales of
discounted assets to SLAT's

* Benefits
o Uses both spouses’ gift tax exemptions (“Use It or Lose It”)

o Assets owned by SLATS not subject to estate or GST taxes
for generations

o Assets owned by SLATS not subject to creditors

o Spouses continue to have access to assets in SLATS




5. Estate Freeze Sales to “678 Trust”

» Client’s parent/sibling/close friend establishes 678 Trust with
$5,000 gift; Client sells discounted business interests to 678 Trust
in exchange for promissory note (Note will be partially guaranteed)

» Benefits

o Assets owned by 678 Trust not subject to estate or GST taxes for
generations

o Assets owned by 678 Trust not subject to creditors

o Client continues to have access, control, and flexibility
over assets in 678 Trust

o “Cadillac Plan” combines 678 Trust with
SLATS (Gifts to SLATSs use gift tax exemptions; SLATSs
sell assets to 678 Trust to freeze SLATSs and shift
appreciation to 678 Trust)




6. Gift of Undivided Interest in Real Estate

» Example
o Client owns real estate under business worth $5,000,000

o Client deeds an undivided 1/16 interest in equal shares to
Son and Daughter; the value of each gift is $156,250 minus
a 20% discount, which is $125,000

o When Client dies and the real estate is still worth
$5,000,000, Client’s 15/16 interest is reduced by a 20%
discount ($4,687,500 minus $937,500 equals $3,750,000)

o That single deed removed $1,250,000 from Client’s estate




7. Irrevocable Life Insurance Trust (ILIT)

 Client gifts money to ILIT to use to pay premiums

» Trustee uses money to purchase policy and stay current
on premiums

» Upon Client’s death, life insurance proceeds are paid to
ILIT

» Client saves approximately $400,000 in estate tax for
every $1 million of insurance by removing policy from
Client’s estate




Considerations for Gift-Giving

Loss of basis step-up when gifting/selling low basis
assets (consider “Upstream” gifts/sales to parents)

Explore ways to qualify for optimal discounts
Benetits of trusts over outright gifts

Use Caution with hard-to-value assets

o Leave a cushion

o Obtain a qualified appraisal

o Adequately disclose the gift on gift tax return

o Use a Wandry formula clause




THE BLUM FIRM, P.C.

Don’t Hesitate to Contact Me

Marvin E. Blum
The Blum Firm, P.C.
777 Main Street, Suite 550
Fort Worth, Texas 76102
817-334-0066
mblum@theblumfirm.com
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