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Seminar Overview

1. Legal Principles
• Federal Estate Tax
• California Probate Procedures

2 E Pl i Al i2. Estate Planning Alternatives –
Advantages and Disadvantages

3. Planning Opportunities



Federal Estate Tax

1. Separate from Income Tax

2. Tax on Assets

3. Applies to:
U.S. Citizens and Residents: all property worldwideU.S. C e s a d es de s: a p ope y wo dw de
Non-Resident Aliens: U.S. property only



Federal Estate Tax Cont.

4. Estate Tax Rates:



Federal Estate Tax Cont.

5. Exemptions:5. Exemptions:
Annual Gift: $12,000/Year (Per Donee)

*Does not include education expenses.

Lifetime Exclusion (Per Donor)
2006 $2,000,000
2007 $2,000,000
2008 $2 000 0002008 $2,000,000
2009 $3,500,000
2010 No Estate Tax
2011 (And beyond) $1,000,000( y )

Marital: Any distribution to surviving spouse



Federal Estate Tax ContFederal Estate Tax Cont.

6. Step-up in tax basis to full fair 
market value on all assets owned 
at date of deathat date of death.

*No Capital Gains Tax



California ProbateCalifornia Probate

1 S i d b S i C t1. Supervised by Superior Court
- Takes approximately one year

Public Record- Public Record

2. Process
- File Petition for Appointment of Personal Representative

and Probate of Will
- Provide Notice to Creditors
- File Inventory listing all Assets
- File Personal Representatives Report and Petition for Distribution



California Probate ContCalifornia Probate Cont.
3. Costs

- Filing Fees 
Under $500,000 $  274.50
$500 000 - $750 000 $ 346 00$500,000 - $750,000 $   346.00
$750,000 – 1,000,000 $   456.00
$1,000,000 - $1,500,000 $   621.00
$1,500,000 - $2,000,000 $1,171.00
$ $ $$2,000,000 - $2,500,000 $2,271.00
$2,500,000 - $3,500,000 $2,821.00
Over $3,500,000 $3,921.00 plus .22%

4. Shortens Statute of Limitations on some Claims
• Four months after appointment of personal representativepp p p
• Effective if there is concern over a will contest



No Estate Planning

Advantages
- Inexpensive

Disadvantages
- Must be probatedp
- Government chooses who 

receives property
- Government chooses who will- Government chooses who will 

be administrator
- Government chooses who will 

be guardian of minor childrenbe guardian of minor children
- Distribution of assets at age 18
- Significant adverse estate 

consequences in large estatesconsequences in large estates



Joint Tenancy

Advantages
- Inexpensive

Disadvantages
- Cannot get property back 

ith t t- Simple
- Can avoid probate if one joint 

tenant survives

without consent
- Subject to creditors of all joint 

tenants
- Only effective if one joint 

tenant survives
- Can cause disputes among 

children



Simple Will

Advantages
- Can choose executor and 

di

Disadvantages
- Must be probated

guardian
- Can choose beneficiaries

- Distribution of assets at age 18
- Adverse estate tax consequences 

for married couple



Will with Testamentary Trust
Advantages

- Can choose trustees, executors 
and guardians

Disadvantages
- Must be probated

and guardians
- Can choose beneficiaries
- Can defer distribution

S i

- Probate will last the entire term 
of the trust

- Annual accountings must be 
- Some asset protection filed with the court



Revocable Living Trust
Advantages

- Choose trustees, executors 
and guardians

Disadvantages
- Additional cost to set up

and guardians
- Choose beneficiaries
- Defer distribution

A id b

- Requires additional administration 
between first and second death

- Avoids probate
- Significant estate tax savings 

for married couples



How a Trust Works
Settlor Trustee

Contributes Assets Provides Management

Trust

Distributions of income 
and/or principal

Beneficiaries
“EquitableEquitable 

Owned”



Diagram of a Revocable Living Trust
Sato Family 

TrustTrust
Death of first 
spouse No estate tax Excluded from 

estate tax
No estate tax marital 
exemption

“A” Trust 
Survivor’s Trust 

bl (1/2

“B” Trust 
Bypass Trust   “C” Trust 

estate tax

Revocable     (1/2 
of Estate)

yp
Current Max $2,000,000

Irrevocable
Irrevocable Qtip Trust

Al dDeath of second S bj l S bj

Combined

Already 
taxed

Death of second 
spouse Subject to estate tax less 

exemption
Subject to 
estate tax

Child’s Trust Child’s Trust



Use a Limited Liability CompanyUse a Limited Liability Company 
(LLC) to Hold Assets

Set up LLC to Hold Assets (Particularly Real Estate)
• Obtain Liability Protection
• Make use of annual gift exclusion

– Can give membership interests (shares)
Still maintain control of LLC– Still maintain control of LLC

– Transfers future appreciation

• Take advantage of minority interest discounts and 
lack of marketability discounts at death

• LLC must file its own tax return and pay a 
California minimum tax of $800/yearCalifornia minimum tax of $800/year



Use a Life Insurance Trust to 
Prepay Estate Taxes

Life insurance proceeds are included in the taxable p
estate of the owner
Can exclude proceeds with a life insurance trust
Settlor

(Insured)
Trustee 
(must be independent

Annual gifts of

Irrevocable 

Annual gifts of 
$12,000 per 
beneficiary

-Buys life insurance policy

-Sends out “crummy” letters

Beneficiaries have 10 days to request
life insurance 

trust

-Beneficiaries have 10 days to request 
gift

-Uses annual gifts to pay premiums
Distribution of proceeds (no 

i d b

Beneficiaries

estate tax since owned by 
beneficiaries not included)



Charitable Remainder Trust

Settlor Trustee
(Charity)

Appreciated PropertyAppreciated Property
- No Capital gains Tax
- Charitable 
Deduction

Trust Sells property and 
invests proceeds

I Remainderman

Annual income 
distribution for life

Principle distribution 
at death

Income 
beneficiary

Remainderman
Charity


