





¢ How are voting rights affected?

» How does the disability/death impact the voting blocks of power?
* What does your agreement provide with respect to buy/sell agree
ments or the transfer of clients and assets from the disabled or
deceased party to the remaining partners, members or shareholders?
¢ Does your personal will carry a power of attorney that desig-
nates and enables a specific person to transact business on your
behalf in the event of an unexpected disability or death?

Discuss these issues with all interested parties, and modify both
your personal will and your management agreement to adequately
consider and reflect the actual handling as identified by the busi-
ness owners according to management requirements. Again, con-
sult a business and estate/trust attorney to address key tax and
legal issues that may not otherwise be contemplated and addressed.
O Review special insurance coverages. Review insurance cover-
ages maintained by both the business and key employees. There
are many unique coverages available specifically geared to unex-
pected disaster planning. These policies can range from busi-
ness-document destruction and replacement to loss of income
and key-employee life insurance.

Meet with your agent to discuss coverage options in the event
of a short- or long-term disability or death. Have him or her
specifically identify the options, including business-interrup-
tion coverage, short- and long-term disability coverage and key-
employee life insurance.

Clearly understand what constitutes an occurrence, or the trig-

gering factor under each of these coverages. Ask your agent specif-
ically about what would not be considered an occurrence. This
discussion will enable you to determine how much special cov-
erage is needed and is financially justified. In most instances,
the policies guarantee an income stream to the business and/or
your family while concerned parties sort out events and address
an unexpected illness or death. The coverage price often is more
than justified in the financial—and emotional—benefits these
policies bring to your partners, shareholders, clients and family.
O Provide written instructions. Even the best-laid plans don't help
much if no one knows of their exisience or location. Once you've
taken care of the above, put your instructions and the documents
implementing those decisions and instructions in a known and
accessible location. (Mine are located in two places: my corporate
minute book and my bank safe-deposit box.) Include in this list
instructions to your business partners and family that identifies:
¢ All agreements indicating your business and personal prop-
erty, and your instructions for disposition of same. Ideally, this
should be covered in a current and regularly updated will or
trust document. (An old and outdated will sometimes can be
more troublesome than no will atall.)
* Your written directions in the event of a disabling injury (i.e.,
instructions concerning business continuation or transfer, as
well as your specific instructions concerning health decisions in
the form of a living will directive).

¢ All business documents that specifically address your prop-
erty rights in the event of an injury or death.

¢ Names and contact information for key people necessary to
effect your plans and wishes,

* All current insurance policies, including your agent’s name
and contact information, policy type, policy number, policy
limits and beneficiary information.

These steps don't lessen the grief and disbelief that accom-
pany catastrophicillness, injury or death. What they do address
is your peace of mind. Once you've implemented a cleat, con-
cise directive, you'll help relieve your business partners and
family from having to guess at your wishes and fight through
difficult transfer or sale decisions that they may not feel quali-
fied to handle, either intellectually or emotionally,

BUSINESS-ESTATE PLANNING
The following outline references planning techniques to con-
sider with respect to your personal and business-estate plan-
ning,. They're separated into three categories: basic planning,
advanced planning and business-ownership-related planning,
Note: This outline addresses only commonly used techniques
and isn't intended to incorporate all available tools. Rather, it's
intended to provide a reference to determine whether you've prop-
erly addressed your estate-planning needs. Individual circumstances
may call for application of other techniques. As always, consult
with an attorney licensed to practice in your state.
Basic-planning techniques.
s Establish a living will with health-care directives.
* Establish a durable power of attorney.
o Establish a revocable trust and a pourover will. Transfer own-
ership of property to your revocable trust.
¢ Execute proper beneficiary designations on life-insurance policies.
¢ Coordinate your basic estate planning with your Individual
Retirement Account and qualified retirement plans. Execute proper
beneficiary designations on all [RA and qualified retirement plan
accounts. If married, be sure you and your spouse each use your
separate $2,000,000 tax exempt amounts ($2,000,000 in 2006;
$3,500,000 in 2009). Note that the estate tax is scheduled for
repeal in 2010; in 2011, it’s reinstated, at which time we return to
$1,000,000 exemnptions. Become familiar with possible strategic
uses of these tax exemptions. Review your existing planning in
light of the new rules and uncertainties resulting from the new
tax law, Consider using your $10,000 gift tax annual exclusions.
» Provide for the disposition and care of your business during
mental incapacity, permanent disability and/or following your death.
Advanced-planning techniques.
* Consider utilizing generation-skipping tax (GST) planning
techniques (with your $1,060,000 GST exemption) to save transfer
taxes and provide asset protection planning in subsequent gen-
erations. Note: Each spouse has a $1,060,000 GST exemption.
¢ Establish tax benefits from an irrevocable life-insurance trust.
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Q & A: THE ECONOMIC GROWTH AND TAX RELIEF RECONCILIATION ACT OF 2001

1. What was the effective date of the Tax Rehef Act?

Is it true that there’s a permanent repeal of gift and
estate taxes under the new act?

For gift- and estate-tax purposes, most of the changes took effecton
January 1, 2002.

No. The repeal of the estate tax only occurs for individuals dying durrng the year 2010.
Under the act, all changes made are void after December 31, 2010, which means that the
now-existing estate, gift and generatlon skipping tax rules will be back.

3. Does the grft-tax annual exclusion amount of $10,000
change under the act?

No. The gift-tax annual exclusion amount remains $10,000 per donee, indexed for inflation.

Does the amount that can be gifted during one’s life-
time change under the act?

Yes. In 2002, the amount increases from $675,000 to $1 million.

Does the amount that can be gifted durmg one’s life-
time ever increase beyond $1 million?

No. The maximum amount that can be gifted during one’s lifetime without the gift tax is
$1 million.

6. Does the current $675,000 exclusion from the estate
tax at death change?

Yes. As detailed on the chart below, the estate-tax exclusion amount
gradually increases and is then repealed for one year (2010).

Year Estate/Generation-Skipping Transfer Taxes Exemption Amount
2002 $1 million
2003 $1 million
2004 $1.5 million -
2005 $1.5 million
2006 $2 million
2007 $2 million
2008 $2 million
2009 $3.5 million
2010 One-Year Repeal
2011 and years thereafier %1 million
7. Have the gift- and estate-tax rates changed? Yes. The rates have changed and will gradually decrease as detailed on the chart befow.
Year Top Estate Tax Rates Top Gift Tax Rates
2002 50% 50%
2003 49% 49% _
2004 48% 48%
2005 47% 47%
2006 46% 46%
2007 45% 45% _—
2008 45% 45%
2009 45% 45%
2010 0%
{One-Year Regeal) 35% .
2011 and years thereafter 55% 55%

-

8. Have the “step-up” rules heen rewsed under the new act?

Yes. In 2010, the only year of actual estate-tax repeal, the current Iaws providing for fair-
market value basis of property acquired from a decedent don’t apply. But keep in mind
that under the new act, the repeal of the estate tax lasts for only one year.

9. What are the new hasis rules7

Generally, each person can step up $1.3 million on assets, plus another $3 million for
property Ieft to a spouse.

10 Pm currently making the maximum amount of
deductible contributions to my IRA of $2,000 each year.
Does this amount change under the act?

Yes, The maximum deductible amount is increased from $2,000 to $3,000 in the years 2002,
2003 and 2004; increased to $4,000 in 2005 and 2006; and a final increase to $5,000 in 2008.

11. How were income-tax rates changed under the new act?

As detailed on the chart below, the present income-tax rates will gradually be reduced over
the next five years.

39.6% rate

Calendar Year 15% rate 28% rate 31% rate 36% rate

reduced to: reduced to: reduced to: reduced to:
2001%-2003 10% 27% 30% _35% 38.6% .
2004-2005 10% 26% _29% 3% 37.6%
2006 and fater 10% 25% 28% 33% 35%

*Effective July 1, 2001

12, Should I have already received an income tax refund
check from the United States government this year?

Yes. Generally by September of thls yeat, single taxpayers should've recelved a $300 check,
heads of household a $500 check and married couples a $600 check. However, check
amount may be less in some limited circumstances.
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¢ Strategically use gift-tax returns with insurance policies and
other assets.

* Establish and obtain tax benefits from an irrevocable trust for
children’s education.

* Consider other techniques for reducing estate taxes through
payment of descendants’ tuition expenses.

* Establish a charitable remainder trust (CRT), charitable lead
trust (CLT) or other charitable organization, such as a charitable
foundation. Consider a CRT in connection with the sale of appre-
ciated property-

¢ Establish a family limited partnership for possible estate and
gift-tax reduction.

* Establish a qualified personal residence trust (QPRT).

* Establish a grantor retained annuity trust (GRAT).

¢ Address asset-protection issues. Assess risks and what assets
you can protect, and assess possible protection provided by your
business entity (or entities), retitling of assets and qualified retire-
ment plans. Consider spend thrift trusts.
Business-ownership-related planning.

* Restructure your business entity or entities (corporation, part-
nership, LLC, etc.) for income-tax savings and asset protection.
¢ Establish a shareholder agreement (buy/sell agreement) or
its equivalent for your business.

¢ Fund the buy/sell portion of the shareholder agreement.

¢ Evaluate having your business fund the purchase of some or
all of your life insurance.

¢ Determine the benefits to be realized, if any, from the cre
ation of a deferred compensation plan. +

Denise E. Farris is a litigator practicing equine, insurance, defense
and construction law in the Kansas City, Kansas, area. She's a
nationally known equine-law attorney and, i addition to writing
numerous articles. has been a featured speaker at local, state and
national symposiums, including the National Equine Law Practi-
tioner's Conference, the National Farrier's Convention, the National
Multiple Trail Users Conflict Symposium and the North American
Trail Ride Conference. She's an avid equestrian who competes in
endurance and competitive-trail-riding events.

DISCLAIMER: This article provides general coverage of its subject area. It's pro-
vided free, with the understanding that the author, publisher and/or publication
don't intend this article to be viewed as rendering legal advice or service. If legal
advice is sought or required, the services of a competent professional should be
sought. The author and publisher shall not be respansible for any damages resulting
from avy error, inaccuracy or omission contained in this publication. ®Denise E.
Farris, sq. All righis reserved. This article may not be reprinted or reproduced in
any manner without prior written permission by the author. Contact: The Farris
Law Firm, LLC, 20355 Nall, Stilwell, KS 66085; 913-685-3192; fax, 913-685-3292;
e-mail, dfarris@farrislawfirm.com.
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