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Opening Up To SLAT Opportunities

Estate tax planning can
become complicated when
multiple parties are involved.
For example, you may be con-
cerned about providing assets
to a surviving spouse of a sec-
ond marriage, while also pro-
viding for your children from
your first marriage. Of course,
you also want to take advan-
tage of favorable estate tax
provisions in the law.

Fortunately, there’s a relatively
simple way to meet your objec-
tives with few dire tax conse-
quences. It's commonly called
a spousal lifetime access trust
(SLAT).

A SLAT In Action

Essentially, a SLAT is an irrevoca-
ble trust established by a grantor
spouse for the benefit of the other
spouse — called the beneficiary
spouse — plus other family members, such
as children and grandchildren. The benefi-
ciary spouse is granted limited access to
the trust’s funds.

As a result, the assets generally are pro-
tected from the reach of the beneficiary
spouse’s creditors. This ensures that the
remainder beneficiaries — namely, the chil-
dren and grandchildren — will have a nest
egg to rely on.

According to the SLAT terms, lifetime
distributions are made to the beneficiary
spouse to meet his or her needs. Preferably,
if other funds are available to the ben-
eficiary spouse outside of the trust, those
funds are used first instead of making
regular distributions to the spouse.

Otherwise, distributions from the SLAT to the
beneficiary spouse will reduce the trust’s
effectiveness over time.

Favorable Tax Provisions

One of the primary attractions of a SLAT is
that it's designed to minimize federal tax
liabilities. First, the transfer of assets is
treated as a taxable gift, but it can be
sheltered from gift tax by a combination of
the annual gift tax exclusion ($15,000 for
2021) and the gift and estate tax exemption
($11.7 million for 2021).

However, be aware that use of the
exemption during the grantor spouse’s
lifetime reduces the available estate tax



shelter at death. In addition, remember that
the exemption is currently scheduled to
revert to $5 million (adjusted for inflation)
after 2025. And the new administration in
Washington could further dilute this benefit.

Second, assets transferred by the grantor
spouse to a SLAT are removed from his

or her taxable estate. Thus, estate taxes
aren’t a concern, thereby allowing the
remaining estate tax exemption to be used
for other assets.

Third, a SLAT is considered to be a “grantor
trust” for income tax purposes. In other
words, when a grantor spouse estab-
lishes a SLAT for the benefit of the benefi-
ciary spouse, the trust’'s taxable income

is reported on the grantor’s personal tax
return, but the trust entity pays zero tax. This
may be advantageous because the assets
can compound inside the trust without any
income tax erosion. On the death of the
grantor spouse, the trust is required to pay
income tax.

One of the primary
attractions of a SLAT

Is that it's designed to
minimize federal tax
liabilities.

Other Planning
Considerations

If the beneficiary spouse dies first or you
get divorced, you won't have access to the
funds in the SLAT, regardless of your needs.
Because of this possible scenario, it's usu-
ally best to transfer only those assets that
you can reasonably afford to live without. In
this way, you're protecting yourself without
harming your spouse.

Be Careful With
Reciprocal Trusts

Typically, a spousal lifetime access
trust (SLAT) is established by a grantor
spouse for a beneficiary spouse. It's

a one-way street. But SLATs may also
be used on a reciprocal basis. In other
words, each spouse can set up a SLAT
for the benefit of the other.

However, bear in mind that under spe-
cial tax rules for reciprocal trusts, the
SLATs must be different in a meaning-
ful way. If they’re identical, the assets
will be included in the taxable estate
of the grantor. Typically, this result can
be avoided if the trusts are set up at
different times with varying provisions
and are funded separately.

As mentioned above, the transfer of assets
to a SLAT is a gift, so the grantor must file

a federal gift tax return. Because his or her
spouse is a beneficiary of the trust, gifts
generally aren't eligible for gift splitting
where one-half of the gift is reported by
each spouse. Accordingly, you might fund
the trust with an amount no higher than the
lifetime gift tax exemption, which still gives
most people plenty of leeway.

Finally, don't forget that a SLAT is an irrevo-
cable trust. Thus, once the grantor spouse
transfers assets to the trust, he or she can’t
get them back.

Look At The Big Picture

Estate planning is about more than just
taxes. Factor in all the relevant financial
and personal factors before you commit to
a SLAT. Your estate planning advisors can
provide guidance as to whether this tech-
nique makes sense for your situation. ¢



Thinking Of Moving Abroad?

Consider The Estate Tax Planning Implications

Before Relocating

Suppose you're contemplating a bold
move — literally: pulling up stakes and
moving to a foreign country. There are
many possible reasons for this drastic
change of scenery. For example, you may
be enticed by a new career opportunity,
looking to retire to a warmer climate or
wanting to live closer to loved ones.

Regardless of whether you're targeting

a move “across the pond” or to a tropi-
cal paradise or elsewhere, be aware of the
estate tax planning implications.

Income And Estate Tax
Ramifications

The main thing to know is that you’ll still owe
U.S. income tax if you're a U.S. citizen, even

if you're earning the money abroad. The
reason: The United States taxes you on your
worldwide income, not just your U.S. income.
Because you'll likely also owe income tax to
the foreign country where you reside, you're
effectively facing a double tax hit.

At least you can usually offset some U.S.
income tax with a credit for taxes paid to a for-
eign country. Furthermore, you may qualify for
a foreign earned income exclusion of $108,700
in 2021. To qualify, you must spend at least
330 days out of the country during a 12-month
period. Further, you may be eligible for a for-
eign housing exclusion. And, if the country
where you're residing has a binding treaty
with the United States, you may benefit from a
reduced tax rate there.

Similarly, you can’t avoid gift and estate tax
consequences just by moving abroad. As
with income tax, your worldwide assets are
still subject to federal gift and estate tax. So,
if you buy a home abroad and suddenly die,
the home is included in your taxable estate.

Again, depending on the law of the foreign
country, it's a double tax whammy.

Renouncing Your Citizenship

One possible way to avoid double taxation
is to renounce your citizenship. This isn't a
decision to be made lightly, especially if you
envision returning full-time to the United
States at some point. But it does put you in
position to obtain some tax relief.

When you become an expatriate, you no
longer have to pay income tax on worldwide
income. Your U.S. tax obligations are limited
to earnings from sources within or connected
to the United States. This may reduce your
overall income tax exposure. Comparable
rules apply to your taxable estate. But you
don't simply get a free pass if you're treated
as a “covered expatriate” for tax purposes.

Notably, you’'ll be assessed an exit tax if
you're still earning a living and you were

a U.S. citizen or permanent resident for at
least eight of the last 15 years. For 2021, the
exit tax applies to an expatriate who:

+ Has had, for the last five years, an aver-
age income tax liability exceeding
$172,000,

« Has a net worth of $2 million or more, and

+ Fails to certify compliance with all U.S. tax
obligations for the preceding five years.

Briefly stated, covered expatriates are
treated as if they’d sold all their worldwide
assets at fair market value. It's as if you
passed away just before moving day. This
can result in a significant tax liability, espe-
cially when you add in the value of retire-
ment accounts.



Saving grace: There are several key excep-
tions to the exit tax. The most prominent is
a generous inflation-indexed exclusion on
unrealized gain ($744,000 for 2021).

Finally, if you renounce your citizenship,

you forfeit the benefit of the gift and estate
tax exemption. For 2018 through 2025, the
exemption is $10 million, indexed for inflation
($11.7 million in 2021). Instead, you're stuck
with a relatively paltry $60,000 exemption for
non-residents.

Other Considerations

Renouncing your citizenship may have other
implications unrelated to or tangential to
taxes. Depending on the jurisdiction, a will cre-
ated and executed in the United States may no
longer be legally binding in the foreign country.
Plus, other estate planning documents might
be affected by foreign laws, defeating your
intentions. This could also have an impact on
gift and estate taxes.

Another potential consequence is that trusts
often don’t travel well. For instance, in some
countries trusts may be taxed at both the
recipient and trust levels. Accordingly, you
may need to investigate alternative planning
opportunities such as use of direct gifts, 529
plans or other vehicles suitable to the par-
ticular jurisdiction.

Don’t Make Any
Rash Decisions

Conduct a thorough review of your

assets — including earnings, real estate,
retirement accounts and other holdings —
and determine the repercussions of a move
abroad. Contact your estate planning
advisor for assistance. «

Family Advancement
Sustainability Trust

A Flexible Trust That Can Achieve Many Estate

Planning Goals

While, ultimately, you create an

estate plan to meet technical objectives,
such as minimizing gift and estate

taxes and protecting your assets from
creditors’ claims, you should also consider
“softer,” yet equally critical, goals. Because
you've spent a lifetime building your

wealth, it's important to educate your
children or other loved ones on how to
manage wealth responsibly. In addition,
you may want to promote shared family
values and encourage charitable giving.
Using a “family advancement sustainabil-
ity trust” (FAST) is one option to achieve
these goals.



Creating A Leadership
Structure

It's not unusual for the death of the older
generation to create a leadership gap. A
FAST can help fill this gap by establish-

ing a leadership structure and providing
resources to fund educational and personal
development activities for younger family
members.

For example, a FAST might finance fam-
ily retreats and educational opportunities.
It also might outline specific best practices
and establish a governance structure

for managing the trust responsibly and
effectively.

Dissecting A FAST

Typically, FASTs are created in states that
1) allow perpetual, or “dynasty,” trusts that
benefit many generations to come, and 2)
have directed trust statutes, which make

it possible to appoint an advisor or com-
mittee to direct the trustee with regard to
certain matters. A directed trust statute
makes it possible for both family members
and trusted advisors with specialized skills

to participate in governance and manage-
ment of the trust.

A common governance structure
for a FAST includes four decision-making
entities:

1. An administrative trustee, often a corpo-
rate trustee, that deals with administrative
matters but doesn’t handle investment or
distribution decisions,

2. An investment committee — consisting of
family members and an independent, pro-
fessional investment advisor — to manage
investment of the trust assets,

3. A distribution committee — consisting of
family members and an outside advisor —
which helps ensure that trust funds are spent
in a manner that benefits the family and
promotes the trust’s objectives, and

4. A trust protector committee — typically
composed of one or more trusted

advisors — which stands in the shoes of the
grantor after his or her death and makes
decisions on matters such as appointment
or removal of trustees or committee mem-
bers and amendment of the trust document
for tax planning or other purposes.

It's not unusual for the
death of the older

generation to create a
leadership gap.

Exploring Funding Options

It's a good idea to establish a FAST

during your lifetime. Doing so helps ensure
that the trust achieves your objectives and
allows you to educate your advisors and
family members on the trust’s purpose and
guiding principles.



FASTs generally require little funding

when created, with the bulk of the funding
provided upon the death of the older
generation. Although funding can come
from the estate, a better approach is to
fund a FAST with life insurance or a properly
structured irrevocable life insurance trust.
Using life insurance allows you to achieve
the FAST's objectives without depleting the
assets otherwise available for the benefit
of your family.

ESTATE PLANNING PITFALL

You Haven’t Provided A Password List To Relatives

If you're like most people, you've probably
encouraged your elderly relatives to list
all of their assets and contact information,
including passwords to online accounts.
This will enable you or other family mem-
bers to access vital information at times
when you must act on their behalf.

But what about yourself? If you're relatively
young and in good health, you may have
ignored the possibility that you could sud-
denly and unexpectedly become incapaci-
tated or even die. In a worst-case scenario,
your loved ones will be locked out of your
accounts. Don’t make this mistake.

Typically, you can supplement your will

by providing a list of instructions or a
similar document. Use this opportunity to
list passwords for logins to email accounts,
websites, financial and retirement accounts,
and social media accounts. This will save
your family members a lot of hassle at a
time when they're likely to be emotionally
wrought or grieving.

If you want to go the extra mile, use a pass-
word manager so that they’ll have “one-
stop shopping” for all your logins. You can

Not So Fast

If your children or other family members
are in line to inherit a large estate, a FAST
may be right for you. Properly designed
and implemented, this trust type can help
prepare your heirs to receive wealth and
educate them about important family val-
ues and financial responsibility. Your estate
planning advisor can help determine if a
FAST should be part of your plan. -

find a number of reputable options at a
reasonable cost for year-round protection.
Alternatively, you might use a password-
protected spreadsheet. In either event,
make sure this important information is
available to the people who will need it
the most.

Finally, keep the information updated. It
won’t do anyone any good if the passwords
are obsolete.
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Weinstock
Manion

PRESERVING YOUR LEGACY

For over 60 years, the attorneys and staff of Weinstock Manion have focused on providing personalized,
high-quality legal counsel in the following practice areas to individuals, business principals, beneficiaries,
fiduciaries, and charitable organizations, in a wide range of industries, including real estate, entertainment,
and sports:

Business Succession Planning
Charitable Planning and Family Foundations

m Estate Planning

® Wealth Transfer Planning .

® Estate and Trust Administration Comprehensive

® Estate and Trust Litigation Estate Planning Services
|

| |

Working with our clients’ other trusted advisors, our team of specialized attorneys and paralegals create
and implement comprehensive, creative and practical estate plans with the goals of maximizing wealth
transfer in accordance with our clients’ wishes and reducing taxation.

Estate and trust administration can have significant financial consequences for both current and future
beneficiaries. In an effort to minimize income and estate taxes while maximizing estate and trust income
for beneficiaries, our process involves extensive collaboration between our estate planning, taxation and
transactional attorneys.

Weinstock Manion'’s litigators represent both fiduciaries and beneficiaries in estate and trust disputes. Our
litigators are skilled at handling claims for breach of fiduciary duty, beneficiary disputes, disputes regard-
ing the validity of wills and trusts, undue influence and all aspects of conservatorships and guardianships.

For many clients, ensuring the future of their family business through a well-structured succession plan is
an essential component of their estate plan. Our team of transactional, tax and estate planning attorneys
work with our clients’ other trusted advisors to develop plans for retirement, management transition and
liquidity events.

Supporting charitable causes is important to many of our clients. We help our clients support the causes
they are passionate about in a tax-efficient manner through thoughtful charitable planning, including the
creation of family foundations.

At Weinstock Manion we understand that significant wealth can lead to complex personal and financial
issues that may result in family conflict. Our goal is to help implement wealth transfer plans that minimize
potential conflicts while promoting enduring legacies for generations to come.

We invite you to explore our team and services, and to contact us to learn more about how we may
collaborate to preserve your legacy.



