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LEADING THE FUTURE
OF ESTATE PLANNING:

At Moneytree, financial planning is more than
numbers—it’s about relationships, clarity, and
equipping advisors with the best tools. That's

why we're introducing our Estate Planning Guide,
designed to help advisors navigate one of the most
crucial aspects of their clients’ financial futures.

We extend our sincere gratitude to Jason Hessler
and Hessler Legal Group for their thought
leadership. Their 2025 Estate Planning Booklet
sets a high standard, and we appreciate their
generosity in allowing us to build upon their work.

Hessler

LEGAL GROUP

WHO WE ARE

Moneytree delivers accurate and intuitive
financial planning software that advisors can
trust to grow their business. With a focus on
simplicity, transparency, and precision, we
empower advisors to guide their clients through
financial planning with confidence. By combining
Hessler Legal Group'’s expertise with Moneytree’s
advanced software, advisors can move beyond
transactional relationships and become trusted
partners in their clients’ lives. With tools that
ensure accuracy, advisors can help clients make
informed decisions and focus on living the life
they've always dreamed of—without uncertainty
about their financial future.
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Spousal Lifetime
Access Trust (sLAT)

An asset strategy that will give you access and

income during the beneficiary-spouse’s lifetime

SITUATION

e A married couple (each 50 years old) with
a joint net worth of $20,000,000 is facing
estate tax uncertainty and concerns

¢ Couple desires to retain use of assets
during their lifetimes, to maximize
children’s inheritances, to minimize
estate taxes, and to protect their assets
from creditors

e Foundation estate tax planning allows
a lifetime gift of an asset to remove the
current value and future appreciation
of such asses from one's taxable estate
provided that such person retains no use,
enjoyment, or benefit of or form such
asset or its income

¢ The federal estate tax exemption
of $13,990,000 is set to sunset on
12-31-2025; as of 1-1-2026, such
exception is scheduled to be $7,000,000
(Adjusted for inflation)

¢ Gifts made under the current anti-
clawback regulations will be honored if
death occurs after 2021

SOLUTION

* One spouse gifts separate assets to a
Spousal Lifetime Access Trust (“SLAT") for
the benefit of the other spouse

e The SLAT is irrevocable, therefore:

— Values of assets are removed from gifting
spouse’s estate, utilizing such spouse’s
current applicable estate tax exemption
of $13,990,000

— Values of assets owned by SLAT are not
included in beneficiary spouse’s estate;
AND

— Provides CREDITOR PROTECTION

e The SLAT is a grantor trust, meaning the
annual income the SLAT generates is reported
on the gifting spouse’s person income tax
return

* The SLAT is designed to give the beneficiary-
spouse access to the assets owned by the

SLAT, and the income from such assets, during

the beneficiary-spouse’s lifetime

EXAMPLE

Kade is married to Sloan. Kade and Sloan are
concerned about their estate since it is currently
valued at $20MM and growing. Additionally,
Kade and Sloan are nervous the estate tax
exemption will change prior to the 2025 sunset.
They are also worried about whether currently
gifting assets would limit their abilities to use,
enjoy, or benefit from such assets, or the income
from such assets, during their lifetimes.
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SLOAN
Taxable Gift INDIVIDUALLY
to Sloan that
qualifies for
Unlimited Marital
Deduction

Cash L
!3usmess .s\é'o}Y
interest o
Term é\&
Insurance

Real estate

Settlor: Sloan
Trustee: Kade
Beneficiary: Kade and Children

SECTION 7702 PLANNING
INSIDE KADE'S SLAT

Cash is funded inside SLAT through a gift
e The SLAT buys an IUL on Sloan’s life (Settlor)
e ESTATE TAX EXCLUSION - Death benefit is
now excluded from their estates for estate
tax purposes
e ACCESS: Kade may access loans from policy
during his life
¢ INCOME TAX: Loans from the IUL are tax free
® Assets in the SLAT are CREDITOR PROTECTED

SLAT-THINGS TO
CONSIDER

Gift Tax Returns Required:

¢ For gift from Kade to Sloan; and

e For gift from Sloan to KADE'S SLAT
Post-nuptial Agreement may be required to
split assets and provide proper creditor
protection and estate tax planning

COMPARED TO WHAT:

Husband and wife are each 50 years of age
and have a $10MM investment account that is
growing at a 4% average annual return; in 35

years and assuming current laws, such account
will generate a federal estate tax of an estimated
$11,784,000; SLAT at a current cost of $10,000-
$20,000 may save over $11,784,000 in federal
estate taxes while providing for one spouse’s
maintenance, support, and health and for
children and grandchildren.
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Wealth Replacement Trust

The "Wealth Replacement Trust” is a tool used

to replace assets that have been removed from a
family's estate when assets are gifted, or otherwise
disposed of to reduce the taxable estate. This can
also be useful when there is a desire to assist a
charitable institution, or to remove appreciated
assets for income tax planning.

The vehicle used for this technique is a life insurance
policy, or some form of permanent insurance, that
will persist until the insured's life expectancy. The
basic principal is the policy benefits are used to
replace the assets which were transferred out of

the estate.

Insurance purchased with estate

ESTATE ASSETS

assets or from income sources to
replace the gift value.

LIFE INSURANCE

INSURANCE RECEIVED
BY HEIRS

To avoid the insurance being included in the taxable
estate, it should either be owned by the beneficiary
or be held in an Irrevocable Life Insurance Trust.

If the charitable gift is in the form of a Charitable
Remainder Trust, then an appropriate amount of the
income received from the charitable trust could be
gifted to the insurance trust to make the premium
payments.

Estate owner'’s death

ESTATE RECEIVED BY HEIRS

Because there are significant tax and financial
ramifications, this technique should ONLY be
considered with assistance from appropriate financial
and legal counsel. An additional consideration is the
ability of the potential insured to satisfy the medical
qualifications for the insurance protection.
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Family Limited Partnership (FLp)

A family partnership is an unincorporated entity In a typical situation, the parents transfer assets to a
family partnership in exchange for partnership shares

or units. This is generally a tax-free event. Partnership

created by the transfer of property from one or more
individuals for the common benefit of family members.
Generally, the objective of a FLP is minimizing estate

and gift taxes.
Shares or units gifted or sold to children

J—-h-h

interests are then gifted or sold to the children or to
trusts established for the children’s benefit.

FAMILY ASSETS

FAMILY LIMITED PARTNERSHIP

ADVANTAGES

Shift income and appreciation from higher
tax bracket family members to those in
lower brackets.

Avoid corporate double taxation without
use of an S Corporation structure.

Allow step up of basis in partnership assets
upon death of a partner.

Divert appreciation of assets from older
family members.

Maintain control over assets.

Facilitate a gifting program.

Provide flexibility in managing resources.
Avoid local probate.

Avoid fractionalizing of title, particularly
when real estate is involved.

Provide protection from creditors.
Maintain family control.

Facilitate family communication.

DISADVANTAGES

Increased administration expenses.

Real discounted value may inhibit ability
to borrow or invest.

Potential family disharmony if all
participants do not agree.

IRS scrutiny — when discounts are taken,
the IRS may have a tendency toward
closer examination

Difficult trust administration due to fiduciary
obligations that might run counter to the
grantor’s wishes.

Loss of basis step-up if IRS challenges the
discounts and valuations.

Liquidity concerns.

Estate tax implications for closely held
stocks in partnership.

Operational formalities, if not closely
followed may result in the partnership
being disregarded

BUSINESS PURPOSE ATTACK

The IRS challenges many FLPs on the theory that the
partnership lacks economic substance/business purpose
and is merely an attempt to avoid taxation, especially

if the property is valued at an excessive discount. It is
critical, that if a FLP is used, you must have the proper
motivation and financial and legal assistance.

From the partial list of advantages and disadvantages
shown above, it should be obvious that undertaking
a FLP is a serious consideration and will require an
in-depth degree of analysis and legal consideration.
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Grantor Retained Trusts (GRT)

The Grantor Retained Trust is a device that can
leverage gifts between generations. By placing

the gift value, effectively reducing the value of the

gift to

property into the trust, future appreciation on the

property is not included in the grantor’s estate, but
the grantor retains an income interest in the property.
The property is treated as a gift subject to gift taxes,

however, the terms of the trust result in a discount to

be reported.

Two types of trusts are commonly used - Grantor
Retained Annuity Trust (GRAT) and Grantor Retained
Unitrust (GRUT).

The annuity payment is a fixed dollar amount specified at the time the trust is established.

PROPERTY PLACED

Level annual income amount

INTO

The annual payment is a predetermined percent of the fair market value of the trust assets each
year and will increase or decrease as the trust assets change.

PROPERTY PLACED

_—

Variable annual income amount

INTO

|_l—,_|_|—'_'—'—|

GRAT

Reduce transfer tax cost.

Removal of future appreciation from
estate.

Continued receipt of the income
generated by the property in the trust.

Assets belong to the trust

Inclusion in Gross Estate. (If grantor dies
prior to termination trust)

Additional contributions prohibited

No allocation of Generation Skipping

Tax until end of trust term.

The term of a GRAT or GRUT may be for the life
of the grantor, for a specified term of years or
for the shorter of the two periods. If a GRAT is
selected and the grantor dies before the trust
terminates, some or all the advantages of the
trust arrangement may be lost. For this purpose,
it may be wise to select a short trust term and
then repeat the trust — sometimes referred to as
“re-GRATing."

ADVANTAGES

DISADVANTAGES

GRUT

Reduce transfer tax cost.
Removal of future appreciation from estate.
A hedge against inflation. (If the assets
increase in value, the income increases)
Additional contributions allowed.

Assets belong to the trust

Inclusion in Gross Estate. (If grantor dies
prior to termination of trust)

Unstable income stream. (Amount may
increase or decrease)

Annual valuation of trust assets required
No allocation of Generation Skipping
Tax until end of trust term.

As there are many complex considerations
involved in determining the most effective
selection, it is very important that the options

be carefully reviewed with your financial advisors,
accountant, and/or legal counsel.



Qualified Personal Residence Trust (oPrT)

The QPRT is created by transferring a residence, or of the property at a low gift tax value and shifting
second home, into a split interest trust for a specific future appreciation out of the grantor’s estate,
period, typically between 10 and 20 years. The providing he or she lives until the end of the term.

advantages of the trust arrangement include transfer

PERSONAL RESIDENCE

Residence is gifted to the trust. The value of the gift is discounted using actuarial tables.
Limited additional cash may be included for debt service and maintenance. Grantor may serve as trustee.

Grantor may continue to use the residence through the term of the trust. Appreciation is transferred
outside the estate. Residence reverts to the estate if death occurs before termination of the trust.

When trust terminates, property is transferred to the beneficiary/heirs.
At this time the grantor may rent or purchase the residence and continue occupancy.

The trust may include a contingent reversionary interest, which will cause the
residence to revert to the estate in case of death before the end of the term.

With this provision, the grantor could utilize the marital deduction by passing the
residence to a surviving spouse, postponing the estate tax, and causing the trust to
be classified as a “grantor trust”. This would allow the grantor to deduct property
taxes and mortgage interest on his own tax return during the term of the trust.

7



Credit Shelter Trust

A credit shelter trust is a device used to minimize The amount of the estate exclusion varies depending on
estate taxes at the passing of each spouse by using the year of death. Under current rules, an inflation index
the applicable exclusion amount. It allows the surviving  is applied annually to the applicable credit exclusion
spouse to use and access the assets of the deceased amount. This estate exemption is now permanently
spouse. portable between spouses.

YEAR | EXCLUSIONS

2021 11,700,000

2022 12,060,000

2023 12,920,000

2024 13,610,000

2025 13,990,000

CURRENT ESTATE

First spouse dies

No tax

All assets outside of credit
shelter trust pass outright
to surviving spouse.

Surviving spouse has

e All income

e All principal

e Unlimited power
to appoint principal
to anyone

Surviving spouse dies

Tax on assets
over $13,990,000

No tax

|
REMAINING BENEFICIARIES

Assets may pass outright to beneficiaries or into trust for their benefit

ST



Generation-Skipping Transfers (Gst)

The Federal estate tax system is designed to tax The GSTT is paid in addition to the normal estate
property as it passes from one generation to the next. or gift tax and is applied when property is transferred
The generation-skipping transfer (GSTT) is intended to a person two or more generations younger than
to prevent wealthy families from reducing estate taxes the transferor.

by skipping one or more generations in the passage
of their assets.

GRANDPARENT'S ESTATE

Upon the first grandparent’s death

\4

upn GSTT EXEMPTION

Upon the second grandparent’s death

l Trust assets divided

FOR CHILDREN FOR GRANDCHILDREN

l GSTTexemption

FOR CHILDREN l

SKIPPED
GENERATION TO
GRANDCHILDREN

Although the benefits of using the GSTT transfer
techniques can be substantial for larger estates, its
complexity would indicate that careful and thorough
planning with qualified counsel is required to avoid
unexpected tax consequences.

Note: The scheduled estate tax changes and probable
additional future revisions in the estate tax laws will likely
impact the above illustration.
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Qualified Terminal Interest Trust (aTiP)

The Qualified Terminal Interest Trust (QTIP) is designed
to reduce taxes using marital deduction, yet control who
will eventually receive the property upon the death of the
surviving spouse.

ESTATE ASSETS

Upon first death

Y
ASSETS TO
ESTATE ASSETS PLACED INTO QTIP TRUST “B" TRUST
Executor determines amount of assets
to be treated as marital property
Uses applicable
credit equivalent

to avoid tax
ALL INCOME FROM THE TRUST IS

PAID TO SURVIVING SPOUSE.

Upon second death
\4
REMAINING TRUST ASSETS
\J \J

TO BENEFICIARIES AS SPECIFIED IN TRUST

To qualify for this treatment, the executor must make an
irrevocable election to have the marital deduction apply
to property placed in the trust. This gives the executor the
power to determine how much, if any, of the estate will

be taxed at the first death and provides flexibility for post
death planning.

Note: The scheduled estate tax changes and probable

additional future revisions in the estate tax laws will likely
impact the above illustration.
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Charitable Remainder Trust (crm

Using a charitable remainder trust, allows an individual SOME BENEFITS MAY INCLUDE:

to make a substantial deferred gift to a charity while ¢ Immediate reduction in income taxes
retaining the right to receive payments from the trust. ¢ Increased cash flow
The use of such a trust can have multiple tax and non- ¢ Avoidance of capital gains upon sale of the asset

tax advantages, particularly when the gist is in the form e Eventual reduction of estate taxes
of appreciated property. e Satisfaction of benefiting a favored charity

DURING LIFETIME

GRANTOR

| f

Gives property to trust Grantor receives tax deduction
l plus income from trust

CHARITABLE REMAINDER TRUST

CHARITY BENEFICIARIES

UPON DEATH
|

GRANTOR

CHARITABLE
REMAINDER TRUST
Lower value of estate results in less
estate taxes. Beneficiaries receive
Remaining property given to charity. remaining estate assets.
CHARITY BENEFICIARIES

The charitable trust is sometimes referred to as a double win trust. The grantor wins
by receiving an immediate tax deduction based on the present value of the charity’s
remainder interest. The grantor will receive income, as either a fixed annual amount
in the form of an “annuity trust” or as a percent of the trust values as a “unitrust”.
The charity wins by receiving the remaining assets in the trust when the grantor dies.
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Charitable Lead
Annuity Trust (cLam)

A Charitable Lead Annuity Trust (CLAT) is an irrevocable
trust that supports charitable causes while benefiting
your family’s future. It provides fixed, regular payments
to designated charities for a set period, and once this
period ends, the remaining assets are passed on to
your heirs or beneficiaries.

KEY FEATURES:

1. Charitable Contributions: You specify one or more
charities to receive annual payments from the
trust, making a lasting impact on the causes you
care about.

2. Annuity Payments: The trust generates a fixed
annuity, providing predictable income to the charity
for a set term (often over a period of years or the
lifetime of a person).

3. Tax Advantages: You may qualify for a charitable
deduction based on the present value of the charity’s
payments. Plus, the assets in the trust are removed
from your taxable estate, potentially reducing estate
taxes for your heirs.

4. Beneficial Inheritance: After the charitable
term ends, the remaining assets in the trust
are transferred to your family members or other
beneficiaries.

WHO CAN BENEFIT?

¢ Philanthropic Individuals: If you wish to support
charities while leaving a legacy for your beneficiaries,
a CLAT allows you to do both.

¢ High Net-Worth Individuals: For those with
significant estates, a CLAT can reduce estate taxes
while benefiting charitable organizations.

¢ Families with Financial Goals: A CLAT balances
charitable giving and inheritance, ensuring both
causes you care about and loved ones are taken
care of.

Assets = 2
transferred I

into trust 7~

|

CHARITABLE
LEAD TRUST

1

Income .
Remainder

generated

for charity transferred to

beneficiaries

=y

G)

HOW IT WORKS:

1. Charitable Payments: Designate one or more
charities to receive fixed annuity payments from
the trust for a set term.

2. Tax Benefits: Receive a charitable tax deduction,
and remove the trust’s assets from your taxable estate,
reducing estate taxes.

3. Inheritance for Your Family: Once the charitable
payments are complete, the remaining trust assets
are distributed to your heirs.

CLAT vs. Charitable Remainder Trust (CRT): A CLAT is
the opposite of a Charitable Remainder Trust (CRT). In a
CLAT, the charity receives income first, and the remaining
assets go to family members. In a CRT, the family
receives income first, and the remainder goes to charity.

,+--- 13



Installment Sale to a Grantor Trust

THE CONCEPT

This strategy begins with a client establishing a
trust that will benefit one or more family members.
The client then sells property to this trust, and the
transaction is structured as an installment sale.

To start, the client funds the trust with a gift of
income producing assets, which are offset by the
client’s gift tax exclusion. Following this, the client
enters into an installment sale agreement with the
trust. The trust uses income generated from both
the gifted and purchased assets to make payments
on the installment note, leaving any remaining

trust assets for the intended family beneficiaries.
Alternatively, the trust may acquire life insurance on
the client to pay off the note upon the client's death.

GRANTOR TRUST STRUCTURE

The trust is set up with provisions that designate it
as a “grantor” trust for income tax purposes. This
means that:

e The client does not recognize any gain or loss
on the sale.

e The client is not taxed on any interest payments
received from the trust.

ESTATE AND GIFT TAX
CONSIDERATIONS

From a tax perspective, this transaction is structured
as a sale rather than a gift. This is especially useful

in cases where the client has exhausted their gift

tax exclusions or the value of the property being
transferred exceeds those exclusions. The sale avoids
gift taxes, and if the return on the assets exceeds the
interest rate on the note, the excess is transferred to
the trust beneficiaries gift-tax-free. Since the client,
as the grantor, is responsible for the trust’'s income
taxes, the trust's assets grow free of income tax, and
the client’s payment of these taxes counts as a gift
tax-free gift tothe beneficiaries.

TRANSACTION STRUCTURE

It's important that the sale price reflects the fair market
value of the assets being sold at the time of the
transaction. The installment note should be structured at
arm'’s length with adequate interest to comply with IRC §
7872 and avoid imputed interest. Properly structured, the
sale locks in the value of the note in the client’s estate,
with any appreciation in the value of the sold assets
passing to the trust and the beneficiaries free of estate
and gift taxes.

The note can be set up as either a series of installment
payments or a balloon note with annual interest payments,
maturing at the client’s death. If the client dies before
all installments are paid, the remaining balance will be
included in the client's estate. If this creates an estate
tax liability, the client might want to consider purchasing
life insurance to cover the tax liability. Alternatively, for
a balloon note, the client could make additional gifts to
the trust, which could use those gifts to purchase a life
insurance policy to pay off the note upon the client’s
death.

This strategy allows for the transfer of assets to family
members with minimal tax consequences, helping to
reduce the client’s taxable estate while providing for
future generations.

[
GRANTOR B S
CHARITABLE
LEAD TRUST

|—e‘> LIFE INSURANCE
e COMPANY

GRANTOR TRUST
BENEFICIARIES
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Irrevocable Life Insurance Trust (L)

The Irrevocable Life Insurance Trust (ILIT) is a basic tool Provide income for a family
for estate planning. When an ILIT is funded with life Provide funds for estate settlements costs
insurance it may accomplish the following objectives. * Avoid increasing estate taxes

® Provide for management of assets

® Maintain confidentiality

¢ Take advantage of gift tax laws

DURING LIFETIME
|

GRANTOR

- Establishes trust - Trust pays premiums to

- Makes gift of policies insurance company

(or trust acquires policies)

- Makes gift of subsequent BENEFICIARIES

premiums Have right to
request from trust
UPON DEATH
|
GRANTOR
Pays death benefits to trust
(*no estate tax)
Property
passes to
estate
Insurance proceeds loaned Income and principal for
or used to purchase assets benefit of beneficiari
from estate enefit of beneficiaries
Estate pays
estate tax i
— ESTATE — BENEFICIARIES

* |f existing policies are gifted to trust, insured must live 3 years to avoid tax.
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A significant benefit of making tax free gifts from
your estate is the ability to avoid estate taxes on
the future appreciation of the property gifted.

Gifting Program

NO GIFT PROGRAM

Entire estate is taxed upon death

ESTATE 8% growth ESTATE
VALUE

Tax charged on
entire estate

Death in 10 years

l

ANNUAL GIFT PROGRAM
Gifts made during the donor’s lifetime times the number of heirs, will bypass the
estate and gift tax on the amount given and on the appreciation on the gifts.

oooooooooooooooooooooooooooooo o

Estate reduced
by gifts

ESTATE 8% growth ESTATE
annual gifts VALUE

Tax charged on
estate less gifts

Death in 10 years

l

TO HEIRS = FROM ESTATE

The ability to gift assets to donees without payment  the future benefit to heirs from $10,804,720 to

of gift or estate taxes can substantially increase $10,975,470, an increase of $170,750.

the future values available to heirs. When the

$5,000,000 estate described above is compared Note: The current estate tax rules and probable
with(out) a program of giving $32,000 per year future changes could dramatically affect a gifting
for 10 years, the savings in estate taxes increases program either positively or negatively.
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How Are Estate Taxes Calculated?

HALF OF JOINT
SEPARATE OR COMMUNITY LIFE RETIREMENT

PROPERTY PROPERTY INSURANCE ACCOUNTS

*

GROSS ESTATE

LESS
ADMINISTRATION AND FUNERAL EXPENSES,
TAXES AND DEBTS, AND OTHER ADJUSTMENTS

ADJUSTED GROSS ESTATE

LESS
MARITAL STATUS AND
CHARITABLE CONTRIBUTIONS

TAXABLE ESTATE

TAXABLE ESTATE

TENTATE ESTATE TAX
BEFORE CREDITS

UNIFIED CREDIT AND

OTHER CLIENTS

NET FEDERAL ESTATE TAX

*

NET ESTATE TO HEIRS
PLUS LIFE INSURANCE, TRUSTS AND OTHER ASSETS
PASSING OUTSIDE OF THE ESTATE
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Asset Protection Trust (apT)
WHAT IS AN ASSET PROTECTION TRUST (APT)?

An Asset Protection Trust (APT) is an irrevocable trust designed to shield your
assets from potential creditors, lawsuits, and other claims. By transferring
ownership of your assets to the trust, you ensure they are legally protected
from financial threats and legal actions. An APT is advantageous for individuals
who desire protection for assets from creditors and lawsuits. Additionally, an
APT can offer tax advantages, such as removing assets from the estate for
estate tax purposes.

KEY FEATURES OF AN
ASSET PROTECTION TRUST (APT)

¢ Irrevocable: Once assets are transferred into the trust, they cannot be
reclaimed or altered. This ensures that the assets are protected from
future creditors or legal actions.

¢ Creditor Protection: The primary benefit of an APT is that it shields your
assets from being seized by creditors, lawsuits, or judgments, provided
the transfer was not made with fraudulent intent.

¢ Trustee Control: The trust is managed by an independent trustee,
who holds legal control over the trust's assets. This separation from
the grantor ensures that the assets are not considered part of the
grantor’s personal estate.

¢ Beneficiary Rights: The grantor can name themselves, their spouse,
children, or other family members as beneficiaries, allowing for wealth
transfer and financial security.

¢ Protection from Future Creditors: An APT protects against future

HOW AN ASSET PROTECTION TRUST WORKS

1.  Establishment: The grantor creates an irrevocable trust and transfers
assets into it. These assets are no longer part of the grantor’s personal
estate and are protected from creditors and lawsuits.

2.  Trustee Management: An independent trustee manages the trust
assets according to the terms set out by the grantor. The trustee
has full control over the trust assets, but the grantor can retain some
control through specific provisions, such as receiving income or
having limited access to funds.

3.  Creditor Protection: Because the assets are no longer owned by the
grantor, they are shielded from creditors. However, the transfer must
be made in good faith and not with the intent to defraud creditors.
Some jurisdictions offer stronger protection, such as offshore trusts.

4. Beneficiaries: The trust can benefit the grantor or other family
members, such as children




Beneficiary Defective
Inheritor’s Trust (spim)

WHAT IS A BENEFICIARY DEFECTIVE
INHERITOR'S TRUST (BDIT)?

A BDIT is a type of irrevocable trust that allows the beneficiary to control
the trust assets while avoiding transfer taxes and protecting its assets from
creditors, a divorcing spouse, or the IRS. A BDIT is especially advantageous
for clients who wish to pass a business interest, such as a shareholder
interest in a closely held corporation or a member interest in an LLC, to
their beneficiaries after death while still maintaining control over the trust
property. Otherwise, a BDIT can be used to mitigate capital gains tax when

planning to sell low-basis assets via the step-up in basis tax provision.

KEY FEATURES OF A BENEFICIARY
DEFECTIVE INHERITOR'S TRUST (BDIT)

¢ Grantor Trust: The trust is considered a grantor trust for tax purposes,
meaning that the grantor is responsible for paying income taxes on
the trust’s earnings, not the beneficiary. This can allow the beneficiary
to inherit wealth without being burdened by income taxes on the

trust’s earnings.

¢ Irrevocable Structure: The BDIT is irrevocable, meaning once the
assets are placed in the trust, they cannot be taken back or altered.
This ensures that the assets are outside the grantor’s estate for estate
tax purposes.

¢ Control by Beneficiary: The beneficiary typically has certain powers
over the trust, such as the ability to withdraw income or access
principal under specific terms, or even a power of appointment to
direct distributions upon their death. As long as the beneficiary
does not direct discretionary distributions toward oneself, the
beneficiary may have a special power of appointment to make
broad discretionary distributions to others.

¢ Estate Tax Minimization: The assets in the BDIT are removed from the
grantor’s estate, thus reducing the estate tax liability and allowing

the assets to appreciate outside of the beneficiary’s taxable estate.

¢ Asset Protection: The assets within the BDIT are generally protected
from creditors, as the beneficiary does not have full ownership of the
trust assets until they are distributed.

HOW AN ASSET PROTECTION TRUST WORKS

1.  Creation and Funding: A third-party, generally a parent or family
member (the grantor), creates the BDIT for the beneficiary and
seeds the trust with approximately 10% of the fair market value of
the trust assets. Then, the grantor can purchase assets from the
beneficiary with the seed money and a promissory note based on

the current applicable federal rate.

2. Taxation: As a beneficiary defective trust, the beneficiary is treated

as the grantor of the BDIT, thus also becoming the income taxpayer
of the BDIT.

Third party (parent or sibling) creates
trust and contributes $5,000

y

TRUST $5,000
I

Beneficiary given right to withdraw
$5,000 contribution, triggering 678(a)(1)

STEP2

TRUST $5,000
I

Beneficiary remains deemed
income tax owner of all trust
corpus under 678(a)(1)-(2)

v

STEP 3

TRUST $5,000

Beneficiary relies on grantor trust status
under 678(a)(1)-(2) to sell income-
producing assets to trust for a note,
without gain recognition or a deemed gift

_)
Promissory

note payable

to beneficiary

Assets sold
by beneficiary
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Advanced § 1031 Exchanges:

A Simple Guide for Real Estate Wealth Planning

Section 1031 exchanges help real estate owners save on taxes by deferring
capital gains and reinvesting into income-generating properties. Here's an
easy breakdown of your options and strategies:

INVESTMENT CHOICES

1. Triple Net Leases (NNN):

* You own a single property, collect rent, and the tenant handles expenses
and management.

¢ Tenants are often big companies, making this a stable option but hard to
sell quickly.
2. Delaware Statutory Trusts (DSTs):
* You share ownership of multiple properties managed by professionals.

* Provides steady returns and diversification but locks up your investment
for 7-10 years.

3. Other Syndicated Deals:

* You invest in one property with higher potential returns but more risks
* Requires active involvement and may include financing responsibilities.

GETTING CASH WITHOUT SELLING

Wraparound Loans
e Borrow money using your investment as collateral.

e Keep in mind: you'll report income on taxes even though the money
goes toward the loan.

WHO BENEFITS MOST?

e Owners ready to stop managing properties but want steady income.
¢ Investors looking to reinvest extra money from an exchange.
e Heirs inheriting properties who don’t want to manage them.

ADVANCED STRATEGIES

1. Drop-and-Swap:
¢ Split ownership of a property, so each owner can do their own exchange.

2. Parking Arrangements:
® Buy your new property first and sell the old one later.

3. Combo Exchange:
¢ Combine strategies to get up to 360 days for the exchange process.

4. Other Techniques:
e S-Corp Solutions: Special methods for handling exchanges with
S-Corp properties.
¢ |easehold Improvements: Use exchange funds to build on
property you already own.
¢ Land-Building Splits: Exchange into just land or a building,
not both.

By using these § 1031 exchange strategies, you can build a strong,
tax-smart real estate portfolio tailored to your goals.
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Bring Estate Plans to Life with...

BB money

If you're a financial advisor looking to bring
clarity and confidence to your estate planning
conversations, MONEYTREE is here to help.
Our trusted financial planning software gives
you the tools to build accurate, data-driven
projections—so you can support your clients
through life's biggest decisions.

Need the software to help with estate planning?

Start your free trial of Moneytree today.
Or find more info online: moneytree.com

We want to extend our sincere thanks to Jason
Hessler and the team at Hessler Legal Group
for generously sharing their insights and estate
planning expertise. This guide was created to
empower advisors and their clients with practical,
high-impact strategies for preserving wealth,
reducing tax burdens, and planning for the future
with confidence.

Hessler

LEGAL GROUP

Visit online
hesslerlegal.com

Investment advisory services offered through HUB Investment Partners LLC, an SEC registered investment advisor. Insurance Services
offered through HUB International. HUB International, owns and operates several other entities which provide various services to
employers and individuals across the U.S. Tax services offered through RPW Solutions an affiliate of HUB Investment Partners LLC.
Legal and Tax advice may also be provided by Hessler Legal, an unaffiliated law firm. Certain of HUB Investment Partners’ investment
advisory representatives may also be affiliated with Hessler Legal. HUB Investment Partners advisors do not receive compensation
from Hessler Legal for referrals. The information contained in this presentation is not intended to be a complete discussion of all
federal or state income tax requirements. This information cannot be used by an investor to avoid any income tax penalties that may
be imposed under the Internal Revenue Code. Investors should seek advice from a financial and/or tax advisor about the potential

tax implications of their investments through HUB Investment Partners or HUB International, based on their individual circumstances.
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