Estate Planning Workshop

Our presentation today is klerry Broadhurst and Pdugchner, Esq.CPA, an
Adjunct Professor at the Graham School of Management of Saint Xavier
University.



Paul Lechner

*+ B.S., Accounting

+» lllinois Certified Public Accountant
+* MBA (Finance)

+»» Juris Doctorate

+» Attorney, Admitted lllinois

“+ LLM (Tax)

+» Admitted U.S. Tax Court

Hell o, and thank you for coming. l 6m pl
important presentation. If you are like the thousands of people before you who
have heard this presentation, then | prc

entertained, informed and motivated to take charge of a critically important
issue: financialand estate planning during theseertaint i mes wedr e
experiencing. Before we begin, let me give you a little background dboyt

and myself (key highlights oprofessional careejs

My experience in this field working with our clients and other professionals has
impressed upon ntle importance of preservingaa mi léggcd Our firm is
dedicated to that mission and our program today presents timely inforrtreton
will allow you to make bettedecisions.



Procrastination

This image visually shows the number one
procrastination.

| can tell this is a smart audience, so no one out there is thinking what a man said
awhile ago, fAYes, procrastinationé 106ve

Unlike him, you know that procrastination means putting off until tomorrow
i mportant tasks you should do today. The
always in the future.

Unfortunately, no one i s guaranteed enoud
late to make plans and our entire estate may go to pay for Nursing Home

expenses. If we die before we settle our affairs, our family is stuck with the

sometimes disastrous consequences. If we blindly leave our retirement assets

alone, the IRS could be the biggest beneficiary of our lifetime worth of work. We
simply candét take it for granted that we



Lack of Knowledge

Thereds a second reason many peopl e don¢
house in order and plan their estates: it has to do with a lack of knowledge.
Clients often come to me in confusion. T
financi al pl anning, therebs insurance, ¢
management, 401(k), IRAs and a thousand other ways to invest or lose your

money. On the estate planning side, there are gifts, wills, joint tenancy, living

trusts, limited partnerships, insurance trusts and charitable trust plans. With this

glut of information, they have no idea which options are best for them and their

situation.

Ourjob today? To give you an overview of what we believe are the keys of
financi al and estate planning. Wedl | des
works and to help you pinpoint the right approach for you.



% Planning Issues:
1. Life Care
2. Retirement

3. Estate Planning
4. Asset Protection

+* Questions & Answers

Today, we will present our workshop in the following order. In the first part of

our program, weoll go over the three ke
discussKey#dA what i s the proper estate plan fc
Key #2 ways to protect yourself frofdursingHome expenses or other long

term care costs. Then, Keydt3ow to rescue the funds in your retirement plan

from heavy taxation.

After wedbdbve reviewed t hhewtdtchaoea keys, we
financial and estate planning advisor.

Finally, weodoll wrap up with a question &
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Before we get started, | just want to go over a few ground rules for this

workshop. First, | want to assure you that we welcome questions. But to keep our
program running smoothly and to get you out on time, we request that if you

have a question, please jot it down and ask it during the question and answer
period. Wedll stay as |l ong as needed to
of you brought your cell phones with you today, please turn them off.



APlan

% Surveys of how Americans plan
* 67% no written plan

* 33% written plan

* 50% of those planning use Trusts
* 50% use Wills

% Do you have
« A Will ?
* A Trust ?
* No plan ?

The first key we need to address today is the estate plan itself. Surveys have

shown that only about 1/3 of Americans have done any conscious estate planning

at all. That means that 2/3 of American
will, a trust or any scrap of paper that will tell the world how their estate is to be
distributed. May | ask by a show of hands how many of you here have some kind

of written estate plan? Now dondét be shy
a written plan, how many have a living trust? Hands up. Thank you. How many

have a will based plan? Great. Thank you. According to the AARP, about one

half of those who have a plan use a trust instead of a will. This is a remarkable

change from many years ago when virtually nobody, but the very wealthy, used a
trust to plan their estates. What shoul c
in detail today. For those of you who have living trusts, you may be surprised to

learn that most living trusts fail for one important reason.



Life Care Protection

s Strategies to protect your life, your assets

The second key in our workshop addresses the important issue of long term care
costs, commonly referred to as Nursing
learn about the huge numberAoherican Familiesvho are left destitute because

of Nursing Home expenses. You can have the best estate plan in the world, but it

will be worthless if all your assets are eaten up by these devastating expenses.

So, wedll show you practical ways to prc



Retirement Planning

+» Qualified Retirement Plans
« Maximize deferral of income taxes
* Minimize income taxes at distribution

* Provide guaranteed tax-free
income to your heirs

Finally, the third key of our program is a strategy to protect your retirement plan.
Most people with retirement plans are not aware of the huge income and estate
taxes that are waiting for them and their heirs down the road. There are several
strategies to avoid these costly taxes.
popular, the IRA Rescue Plan.



The Proper Estate Plan

The first key is creating the proper estate plan.
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Most Common Options

*» Joint Tenancy
s Will
¢ Living Trust

Bill & Mary Jones

Here are the three most popular options people use. One is joint tenancy. How
many of you hold the deed to your home or some other asset as joint tenants?
Many married couples do. But if you take home anything from our talk today, |
hope it will be the fact that joint tenancy is a very poor way to hold title, married
or not. Another option is the will, a legal document that names who will handle
your estaté your Executod and it identifies who your estate will go to, and

what they wil/ receive. Wi lls are very c
with them lots of problems. The third option we are going to discuss today is the

Living Trust. But before we get to that,
To demonstrate these concepts, weoOre goli
wedbl |l <call Bi |l | and Mary Jones. What harg

Mary create a will?
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Bill Has a Stroke

Lifetime Chances of

Nursing Home Stay
** Those over 65

* 43% will enter Nursing
Home

* 21% will stay for at least
5 years

After they create their wills, Bi | | and
to protect their family. However, one day, out of the blue, Bill has a stroke that
leaves him physically and mentally disabled.

You know, most people never consider disability when they plan. They only think

of what happens at deat h. Do you know wt
disabled and need some long term care? Actually, the odds are strong. Consider

this: People aged 65 or older face a 43% lifetime chance of entering a Nursing

Home, according to the Agency for Healthcare Research and Quality. And of

those who do enter a Nursing Home, 21% will remain there for at least five

years.
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Bill Becomes Disabled

** Who handles Bill’s affairs?
« Spouse
* Children
* Friend
*» Court must appoint
* Guardian
+* Mary petitions the Court

Once Mary and the children get over the
qguestion: who wi || handl e Bill s affairs

If you are too ill or disabled, who will handle your financial affairs for you? Who
will make sure that your gas and electric bills are paid? Would it be your spouse?
Would it be one or several of your children? Would it be another friend or

relative or someone that you live with?

It could potentially be any of these people. But before they can step in and handle
your affairs, they usually must first go to court and be appointedgraarndian

So Mary has to go to court.
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Who Will Handle Bill's Affairs?

Guardianship = Probate Court

Court proceedings

- designed to protect those
who are mentally disabled

This is that process we cal i | iprebate: ghe court proceeding to name your
guardian

Normally, we think of probate as that often difficult court process that occurs
when people die. It can drag out a long time. 8guardianship procebsppens
when youore alive and can be as bad or e

Letdos say that you get Parkinsond6s or Hu
Al zhei mer 6s, or I|i ke Bill, you have a st
live for another ten years. And throughout this period, you are not able to handle

your affairs. For this full tetyear period, someone the court chodsaad not

necessarily someone you would have chdskas to go in and out of court to

ask permission to use your own assets or
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** Humiliating
% Court in control
+ Time consuming
*» Aggravating
** Expensive:

* Court fees

+ Attorney fees
* Accounting fees

This living probate is truly a nightmare. First of all, consider the public
humiliation. You wil/ be brought into th
handle your affairs. Secondly, the court
who guardianwill be. The court does that.

And itds time consuming. Anytime that yo
you are going to deal with a lot of paperwork, and a lot of delays. That
paperwork and those delays are extremely aggravating.

And yes, it is also expensive. There ar e
accounting fees. Each year or so, an accounting has to be given to the court
detailing what your money has been spent on.
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Prohate

Bill and Mary finally get through the living probate process, but unfortunately a
few years later, Bill passes away.

At this point, Mary is confronted with the death probate process.
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Probhate

% Is a process of changing title
% A payment of creditors

A lot of people are confused about this probate process and why it is even
needed.

Basically, probateds main purpose is to

If you pass away, and your family wants to spend or sell an asset, or refinance or
|l ease an asset that is in your name, t he
account or asset has been changed into their names.

That s the main purpose of probate.

In addition, historically, probate was created to make sure creditors were paid.

17



Probate Changes Title

But the main purpose is to change title from the name of the person who passed
away to the name of the living beneficiaries.

And when you think about it, if you want to change title on an asset now, you
usually sign a document to transfer title.

But i f youbre not around, who can sign ¢
institution authorized to change title from the name of someone who has passed
away to the living beneficiaries is the probate court.
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What Happens in Probate?

** Forum to resolve disputes
“* Pay creditors

** Inventory / Appraise assets
% Distribution of estate

There are some other things that happen in probate court. First, the court will
resolve any disputes among family members or relatives. Have you all heard of
will contests? What is the most famous will contest you have heartioiafd
Hughe$. The court resolves those disputes.

In addition, the court makes sure creditors are paid. Then a full inventory of all

assets owned by the decedent is completed and an appraisal of the assets is made.

And finally a distribution of assets is made to the rightful beneficiaries.

So, probate takes care of inventorying, appraising, and distributing your assets to
the rightful benef i ci &xrpensige.andWheat 6s s o

b s

consuming) Thatoés right, it can be expensive
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Disadvantages of Prohate

“ May be expensive

** Is time consuming

“* Is public

< May have multiple probates

So, probate can be expensive, time cons.!
you should factor into the equation your exposure to multiple probates, if you
have real estate in more than one state.

Now | etds examine the third problem ar ec
or conservatorship. We have examined deas
taxation.
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Death Taxes

+** Federal Estate Tax
¢ lllinois Estate Tax

RS
il

1] !__!‘!_Uz
N L

Overthe past decade, transfer tax exemptions, rates and planning opportunities have varied from

year to year due to nearly annual changes in the I#vis.important to take a look at what

Federal and lllinois legislatures have told us about Estate, Gift and Gen&hifiping Transfer

(AGSTO) Taxes for 2012 and beyond as well as t he

TheTax Relief, Unemployment Insurance Reauthorization, and Job Creation Act k2910

ifAct o), signed into |l aw by President Obama on De
decedents dying between January 1, 2010, and December 31,2l Act includes a Federal

Estate Tax exemption of $5 million per individual, as well as $5 million exemptions from Gift

Tax and GST Tax for 2011Since the taxes were indexed for inflation, the exemption amounts

will increase to $5.12 million for 2012All three transfer taxes have a maximum tax rate of 35%
through2012. TheAct also introduced us to the portability of the Estate Tax exemption, which

all ows the surviving spouse of a decedent to uti
amount. The portability feature will remain available to the estates of decedents dying in 2012

but has not yet been magermanent. Additionallythe annual Gift Tax exclusion remains at

$13,000 per individual for 2012Mleanwhile, the annual Gift Tax exclusion amount for gifts

made to a spouse who is not a U.S. citizen has increased to $139,000 for 2012.

Regarding Il linoisdéd exemption, Governor Pat Quir
December 16, which increases the lllinois Estate Tax exemption to $3.5 million for decedents
dyingin2012.Thi s i s a significant increase to the sta

for decedents dying in 2011, and will allow greater flexibility in planning for the estates of
lllinois residents
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Federal Estate Tax

Exclusion Year
$5,120,000 2012
$1,000,000 2013

lllinois Estate Tax

Exclusion Year
$3,500,000 2012
$4,000,000 2013

Confusing, isndét 1 t? But you know what ?

under the current law. According to the IRS, only the richest 2% of Americans
pay any estate tax. If you happen to be one of those 2%, we can show you how to
plan to reduce or avoid the estate. tax
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Reasons To Plan

s Second Families

** Medicaid Planning

*» Disabled Heirs

> Control Issues
* Irresponsible children
* Irresponsible in-laws

In addition, there are other significant A@x reasons people plan ahead:
A Second Families
A Medicaid Planning
A Disabled Heirs
A Control Issues Related to Children and Those They Marry
(Thesonin-law or daughtem-law)

Thesessues are very real and venyportant.
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Tax on 1st Spouse’s Passing

+» Unlimited marital deduction

+ Be aware if surviving spouse is not
a U.S. citizen

In addition to the $5,000,000 exclusi@and portability) thats given to

everyone, a married person can pass all of his or her possessions to the surviving
spouse, estate tax free. This is thanks to the unlimited marital deduction. As long
as the property passes to the surviving spouse, there will be no federal estate tax.
This is true whether you use joint tenancy or a simple Wadlvever ifyou or

your spouse is not a U.8itizen theremay be a tax unless you undertake some
additional planning.

Even though thereds no tax when the firs
the unlimited marital deduction lures married couples into a false sense of

security. Why? Because it encourages them to put all their wealth in the
surviving spoused6s estate. The I RS hopes
remaining estate will be taxable.
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Estates LesS Than Exemption

If Your Estate Is Less Than the Exemption
“ No Estate Tax
but...
* You must plan to avoid:
* Guardianship
* Probate
+ Don’t forget:
+ Second marriage
* Long Term Care/Medicaid Planning
* Protecting disabled children
» Controlling children and in-laws

Many people mistakenly think, nlf
have to plan at all . o
But that is amisconception Whi | e it dés true there

currentlaw (except for lllinois Estate Taxypu still must plarfor disability, and
probateat your death!Remembertaxes and probate are two different issues
and each must be addressed in your
second marriages, Medicaid planning, protecting disabled children and
controlling spendthrift children and-iaws.

Peopleplan primarily to protect their families. Tax issues are secondary.

my es

i S n

pl an
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Mary Gets Alzheimer’s

Unfortunately, after surviving Bill for about eight years, Mary develops
Al zhei mer 6s disease and has to be placec

Remember that statistic, people aged 65 or older face a 43% chance of entering

a Nursing Home, and of those who do enter a Nursing Home, 21% will remain

there for at | east five years. Thatods | u
longer able to handle her affairs.
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Mary's Guardianship

Whom will the court appoint?

N

\\ \

Now we have anothdr | i vprobateothe process where the family has to go in
front of the court.

The court wild| appoint the person who wi
have two children. A daughter, Susan, who is a CPA and a partner in a successful
accounting firm. She is happily married to a banker. Her brother, John, has never

quite lived up to his potential. He dropped out of college and is chronically

unemployed. He is heavily in debt and has had several unsuccessful stays at a

drug rehab center. Who do you think the court will appoint? Do you want to

leave it up to a judge, or do you want to determine who will handle your financial

affairs if you are unable to do so?
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Mary's Guardianship

“* Humiliating

% Court in control
“ Time consuming
“ Aggravating

** Expensive

The fact of the matter is that Mary must go througjuardianship proceeding
just as Bill did. As we discussed before, this can be publicly humiliating. It

allows the court to take control of your affairs rather than someone you choose.

It takes a lot of time and is very aggravating. It also involves a lot of expense.
You see, joint tenancy or a will does nothing to avoid this living probate.
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Mary Passes

Probate
** Probate Expenses
$ Court fees
$ Publication & bond fees
$ Executor fees
$ Attorney fees
** Lengthy delays
* Open public record
** Probate in multiple states

After a prolonged stay in the Nursing Home, Mary finally passes away ten years
after Bill. Can Maryods estate just be di

because MaallpfGhend ansss rw go through the death probate
process.

29



Alternatives ?

Your plan can be will based or trust bas&dlving trust is a complete will
Substitute. I n many respects itods very s
sets forth who will manage your estate after your death and how it will be

distributed. All of those things are identical to a will. So what is the big

difference?
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Trust Alternative

Holds title to assets

To understand a living trust, think of it as a box. It is a box we create for you.
And in it, we transfer your assets. To make it simple, a living trust is just another
way to hold title to assets you own.
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How Do You Hold Title, Now?

** Generally, assets held in two ways:
* In your own name
* If married—jointly with spouse

Bill & Mary

Right now, Bill and Mary own their assets jointly. If | went around the room right

now and asked each of you, Ahow do you [
of you would probably answer in one of two ways: You own assets in your own

name or you own assets jointly with your spouse.

| snodt t hat true?
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Alternatives

To holding title to your assets:

% Separate property
+* Tenants in common
< Joint tenancy

% Living Trust

Instead of holding title to your assets in your name or jointly with your spouse,
you will transfer ownership to the name of your own living trust. Remember, the
trust is just another way to hold title to our assets.

So when creatingour trust, we have a twetep process. First, we create the
trus® the box and secondyoumust put each asset into the name of the trust.
This second step is known as funding the trust.
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So, what we need to do is take each asset Bill and Mary own and transfer it to
their living trust.

For exampl e, |l etds start with their resi
transfer the property into the trust. Then we record the new deed with the County
Recorder.

| candt emphasize enough how i mportant t
trusts do not help people as much as they could is simply because the assets were
never transferred into the tru®Remember, at the beginning of this workshop |

told you that most I|iving trusts donot v
work. The people forgot to transfer the title to their assets into the trust. The box

was empty.
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