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T write about tax, estate and legal strategies and opportunities.
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There is a well-known saying, “the map is not the territory,” that
metaphorically illustrates the differences between belief and reality.
Through our perception of the world, we create a ‘map’ of what we perceive
to be reality. However, reality, or the “territory”, exists independent of our
subjective experiences. We see as far as getting to the places where we want
to go and do not always understand boundaries and directions that our

senses do not perceive.
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We find a similar conundrum in the estate tax planning world. Well-
meaning advisors and their studious clients are not always running the
numbers to help ensure that the strategies and techniques they are using
will provide the best-expected results. Their maps unfortunately leave a
great deal of uncharted territory that can result in negative repercussions in

the future.

We have found from years of experience that there is no substitute for taking
out a calculator or spreadsheet and reviewing the most probable scenarios
(as well as possible and unexpected situations) to determine the expected
and non-expected outcome of any given technique in order to produce the

most accurate map possible of the estate planning territory.

In addition, many misconceptions are easy to have, given the complexity of
the tax law and the impact that multiple influences will have on a given

situation.

Some examples of fundamental principles and structural design situations

that may be of interest to readers are as follows:
Mistake #1 - I Don't Have Enough to be Concerned.

Many individuals and married couples believe that because the total value of
their assets is under the $11,700,000 per person exemption, they do not

have any need to plan for or have a concern about federal estate taxes.
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The Best Places To Retire In 2020

Covid-19 Side Effect: Social Security Retirement Benefits For Boomers Born
In 1960 Will Take A Big Hit

Breaking Down Changes To The Employee Retention Tax Credit In The New
Covid Relief Bill, Part 1

More commonly, individuals or married couples who have approximately
one-half or less of the exemption amount in assets and life insurance believe
that they do not need to do any long-term planning. These individuals often
do not recognize the time value of money and the fact that they continue to

save even if they are not actively saving large sums.
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The “time value of money” is a term commonly given to the fact that over
time and using conventional investment vehicles, the net worth of an

individual or entity will grow in a geometric progression.

While the New York Times has reported that it was not Albert Einstein who
said, “Compound interest is the eighth wonder of the world. He who
understands it, earns it ... he who doesn't ... pays it.” Einstein likely
recognized this principle, notwithstanding that he was reportedly not very

materialistic.
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The average rate of return for an appropriately allocated investment
portfolio in the past 10 years has been approximately 7.28%, after taxes,

according to credible literature.

The author’s rate of return on the low-cost periodically reallocated portfolio
of mutual funds that was selected in 1999 and changed rarely, and in only

minor ways has grown at around 7% on average.

$1 million invested at 7% compounded annually reaches $1,967,151.36 in 10
years, $ 3,869,684.46 in 20 years, $6,612,255.04 in 30 years, and
$14,974,457.84 in 40 years. The author commonly tells clients that they can
expect the value of their investment assets to double every ten years, which
would assume a 7.2% annual after-tax rate of return. The average annual
rate of return of the S&P 500, which is what Warren Buffet has advised his
wife to invest in after his death has been 10.71% since 1970, 11.83% since

1980, and 10.33% since 1990.

At an average rate of growth of around 10%, $1 million invested today would

turn into $2,593,742.46 in 10 years, $6,727,499.95 in 20 years,
$17,449,402.27 in 30 years, $45,259,255.57 in 40 years.

Based upon the above, a married couple in their early 70s, who have a
combined net worth of $10 million, and who will spend 2% of the value of
their assets, may realize a 5% after-tax rate of return on their investments.
This is in addition to social security, which averages approximately $35,000
a year for a married couple when at least one spouse was a higher earner,
plus any pension or other benefits and earnings from continuing to work.
So, after ten years, assuming no further savings, and if the estate tax
exemption grows at 2.5% a year (based upon the chained consumer price
index that applies to the estate and gift tax exemption), their net worth will

be $16,288,946.27 million.

The chained inflation index does not include taxes not directly associated

with the purchase of goods and services or investment items, such as stocks,

https://www.forbes.com/sites/alangassman/2021/06/03/mathing-out-estate-tax-planning-strategies/?sh=716c35a17f8e

4/12



6/5/2021 “MATHING OUT” ESTATE TAX PLANNING STRATEGIES
bonds, real estate, and life insurance. The chained inflation index typically
grows at approximately two-thirds of the average consumer price index - all
items, which has been rising at 45.7% (for the consumer price index all

items) and 39.7% open (for the chained inflation index) in the last 50 years.

There are three main possibilities that the author cautions clients to be
aware of regarding the current federal estate tax exemption. The current
estate tax exemption of $11,700,000 per person may continue to grow at
2.5% per year. It may be slashed to one-half of its expected level on January
1, 2026, and then continue to grow at 2.5% a year. Finally, the exemption
may be reduced to $3.5 million in 2021 and grow with inflation. An
illustration of how these different situations would affect a married couple
with $10 million dollars saved is illustrated below. We have produced an
easy to use version of the chart below on excel with user interface. Email
info@gassmanpa.com and put “spreadsheet” in the subject line and we

would be happy to send it to you.
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1 2 3 4 5 6
Year |Calendar Exemption Exemption Goes |Exemption Reduces to |[Example: Married Couple
Year Without to Half in 2026, | $3.5 Million in 2021, With $10 Million
Reduction (2.5% | then Grows with then Grows with ncreasing by 7% Annually
Inflation) Inflation (2.5%) Inflation (2.5%)

1 2021 $23,400,000 $23,400,000 $7,000,000 $10,000,000
2 2022 $23,985,000 $23,985,000 $7,175,000 $10,700,000
3 2023 $24,584,625 $24,584,625 $7,354,375 $11,449,000
4 2024 $25,199,241 $25,199,241 $7,538,234 $12,250,430
5 2025 $25,829,222 $25,829,222 $7,726,690 $13,107,960
6 2026 $26,474,952 $13,237,476 $7,919,857 $14,025,517
T 2027 $27,136,826 $13,568,413 $8,117,854 $15,007,304
8 2028 $27,815,247 $13,907,623 $8,320,800 $16,057,815
9 2029 $28,510,628 $14,255,314 $8,528,820 $17,181,862
| 10| 2030 $29,223,393 $14,611,697 $8,742,041 $18,384,592
11 2031 $29,953,978 $14,976,989 $8,960,592 $19,671,514
12 | 2032 $30,702,828 $15,351,414 $9,184,607 $21,048,520
13 2033 $31,470,398 $15,735,199 $9,414,222 $22,521,916
14 | 2034 $32,257,158 $16,128,579 $9,649,577 $24,098,450
15 | 2035 $33,063,587 $16,531,794 59,890,817 525,785,342
16 | 2036 $33,890,177 $16,945,089 $10,138,087 $27,590,315
17 | 2037 $34,737,432 $17,368,716 $10,391,539 $29,521,637
18 | 2038 $35,605,867 $17,802,934 $10,651,328 $31,588,152
19 | 2039 $36,496,014 $18,248,007 $10,917,611 $33,799,323
| 20 | 2040 $37,408,414 $18,704,207 $11,190,551 $36,165,275
21 2041 $38,343,625 $19,171,812 $11,470,315 $38,696,845
22 | 2042 $39,302,215 $19,651,108 $11,757,073 $41,405,624
23 2043 540,284,771 $20,142,385 $12,051,000 544,304,017
24 | 2044 $41,291,890 $20,645,945 $12,352,275 $47,405,299
| 25 2045 $42,324,187 $21,162,094 $12 661,082 $50,723,670
26 | 2046 543,382,292 $21,691,146 $12,977,609 $54,274,326
27 | 2047 $44,466,349 $22,233,425 $13,302,049 $58,073,529
28 | 2048 $45,578,520 $22,789,260 $13,634,600 $62,138,676
29 | 2049 $46,717,983 $23,358,992 $13,975,465 $66,488,384
30 | 2050 547,885,933 $23,942,967 $14,324 852 571,142,570
31 2051 $49,083,081 $24,541,541 $14,682,973 $76,122,550
32 | 2052 $50,310,158 $25,155,079 $15,050,047 $81,451,129
33 2053 $51,567,912 $25,783,956 $15,426,299 $87,152,708
34 | 2054 $52,857,110 $26,428,555 $15,811,956 $93,253,398
35 2055 $54,178,538 $27,089,269 $16,207,255 $99,781,135
36 | 2056 $55,533,001 $27,766,501 $16,612,436 $106,765,815
37 2057 $56,921,326 $28,460,663 $17,027,747 $114,239,422
38 | 2058 $58,344,360 $29,172,180 $17,453,441 $122,236,181
39 | 2059 $59,802,969 $29,901,484 $17,889,777 $130,792,714
40 | 2060 $61,298,043 $30,649,021 $18,337,021 $139,948,204

The exemption may be reduced to $3.5 million in 2021 and grow with inflation. An illustration of how

... [+] GASSMAN, CROTTY & DENICOLO PA.
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1 2 3 4 5
Year Calendar Year |Estate Tax if Double the |Estate Tax if Exemption | Estate Tax if Exemption
Exemption Goes to Half Goes to $3.5 Million
i 2021 S0 S0 $1,200,000
2 2022 S0 S0 $1,410,000
3 2023 S0 S0 $1,637,850
4 2024 S0 S0 $1,884,878
5 2025 30 S0 $2,152,508
6 2026 S0 $315,216 $2,442,264
7 2027 S0 $575,556 $2,755,780
8 2028 S0 $860,077 $3,094,806
9 2029 S0 $1,170,619 $3,461,217
10 2030 S0 $1,509,158 $3,857,021
11 2031 S0 $1,877,810 $4,284,369
12 2032 S0 $2,278,842 $4,745,565
13 2033 S0 $2,714,687 $5,243,078
14 2034 S0 $3,187,948 $5,779,549
| 15 2035 S0 $3,701,419 $6,357,810
16 2036 S0 $4,258,091 $6,980,891
17 2037 S0 $4,861,169 $7,652,039
18 2038 S0 $5,514,087 $8,374,730
19 2039 S0 $6,220,526 $9,152,685
[ 20 2040 S0 $6,084,427 $9,989,890
21 2041 $141,288 $7,810,013 $10,890,612
22 2042 $841,363 $8,701,806 $11,859,420
23 2043 $1,607,699 $9,664,653 $12,901,207
24 2044 $2,445,363 $10,703,741 $14,021,210
| 25 2045 $3,359,793 $11,824,630 $15,225,035
26 2046 $4,356,814 $13,033,272 $16,518,687
27 2047 $5,442,672 $14,336,042 $17,908,592
28 2048 $6,624,062 $15,739,766 $19,401,630
29 2049 $7,908,160 $17,251,757 $21,005,167
30 2050 $9,302,655 $18,879,842 $22,727,087
31 2051 $10,815,788 520,632,404 $24,575,831
32 2052 $12,456,388 $22,518,420 $26,560,433
33 2053 $14,233,918 $24,547,501 $28,690,564
34 2054 $16,158,515 $26,729,937 $30,976,577
35 2055 $18,241,039 $29,076,747 $33,429,552
36 2056 $20,493,125 $31,599,726 $36,061,351
37 2057 $22,927,238 $34,311,503 $38,884,670
38 2058 $25,556,729 $37,225,601 $41,913,096
39 2059 $28,395,898 $40,356,492 $45,161,175
40 2060 $31,460,065 $43,719,673 $48,644,473

Taking a look at the above chart, which should probably be shared with all married couples with net ...

[+] GASSMAN, CROTTY & DENICOLO, PA.

For example, assuming chained inflation will increase the exemption

amount by 2.5% per year and the couple has $10 million dollars that will
increase in value by 7% a year, the estate tax in year 15 will be $6,357,810 if

the estate tax exemption goes to $3,500,000 per person, or $3,701,419 if the

estate tax exemption is reduced by half in 2026.
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This couple would not have an estate tax issue until after the year 2041 if the

$11,700,000 exemption is not reduced before then.

Under the Sanders Plan introduced in the Senate with some support in
March of 2021, the exemption would go to $3,500,000 effective January 1,
2022.

Taking a look at the above chart, which should probably be shared with all
married couples with net worths expected to well exceed $7 million, there is
certainly a possible cause for concern. However there are fairly easy ways to
handle the planning that does not have to be expensive or restrict the assets
that may be needed to support the married couple, and then the surviving

spouse, in a reasonable manner.
How Much to Give and When?

Seeing the above numbers can be a sobering experience, and while
pessimistic clients may indicate that this result is not likely for a myriad of
reasons, it should be recognized that the result is not unlikely. Things will be

worse from a tax standpoint if the economics are better.

The question becomes what the married couple or individual can do to
alleviate the risk of federal estate tax. Experienced estate and trust planners
know to start with the low-hanging fruit, which includes the use of
irrevocable life insurance trusts, and sometimes split-dollar financing to
enable the couple to access the surrender or loan values of permanent life

insurance policies.

Other low-hanging fruit can include a Qualified Personal Residence Trust
because the couple can continue to live in their present home without paying
rent until many years up the road when they are less active and more able to
afford rent. The QPRT can sell the home to buy a more suitable home in the
future or use any excess funds to make payments to the grantor that can be

used to rent a home or to defray expenses during the possessory term. This
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is with the assumption that each spouse forms a QPRT, and that one QPRT
is for the health, education, and maintenance of the spouse who has a longer
life expectancy and will be funded with ownership of one-half of the home.
After the possessory term, the other half of the home can transfer to a
separate QPRT for the prime benefit of the descendants. Still, the other
spouse may be added as a beneficiary to such a second QPRT if formed in an
asset protection jurisdiction. And if formed and administered from an asset
protection jurisdiction, and the grantor spouse has an unexpected financial
need after establishing the trust, as verified by Trust Protectors acting in a

non-fiduciary manner.

However, it is noteworthy that homes generally grow in value at a rate much
lower than appropriately managed investment portfolios. While the median
home may grow in value at a 3-3.5% rate on a national average, your home
gets one year older every year and is not always 20 years old. Also, your
home will need a roof, occasional pluming, and will have restoration and

other expenses that the “median home” does not have.

Approximately 80% of the average home consists of the physical structure,
which typically has a useful life of 60 years. Therefore, a $1 million home
loses 1.67% of the value of the structure, and may therefore only be growing
at a net rate of 2% per year. Nevertheless, if the value of a home will double
in 20 years, it can make sense to use a small portion of a client’s estate tax
exemption amount now to reduce what will be subject to federal estate tax

later.

As an example, assume that Mork and Mindy are married and would now be
70 years old. They each expect to live past age 85 and to stay in the home for

their entire lifetimes.

Each of them transfers half of the home, worth $1 million, to a 10-year
Kuper QPRT. They each take a 15% discount for partial interest ownership,
so the total gift is valued at $850,000. Based upon the 7520 rate of 1.2% the
remainder value of a ten-year QPRT is $754,420.90. Therefore, the taxable
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value of the gift is $512,593. Using $512,593 each of Mork and Mindy’s
exemptions and assuming the value of the home will grow at a rate of 3% per
year, the home will be worth $1,512,590 in 15 years and will have escaped
the estate tax system. Any major improvements made on the home are
considered a gift to the trust. The amount of the taxable gift would be based
on the fair market value of the improvement. Further, assuming that rent
rates will be 8% of the value of the home, working Mindy's estate will be
reduced by 8% per year in rent, which could save $598,287 in estate tax if
invested at 7% by year 15, assuming that Mork and Mindy do not pass away
before the end of the QPRT term.

An illustration of this scenario is depicted below:
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Married Couple, Age 70 - Each Spouse Places 1/2 of $1 Million Dollar Home Into 10 Year QPRT - With 15%
Valuation Discount
1 2 3 4 5 6 7 8 9
Year | Calendar Value of Home Annual Rent | Total Rent | Total Rent Estate Use of Gift Estate Tax
Year Growing at 3% Per Paid Paid Invested at | Reduction | Exemption Savings
Year (8% of the 7% (column 3 + (column 7 -
home value) column 6) column 8) x
40%
1 2021 $1,000,000 $0 $0 $0 $0 $0 $0
2 2022 $1,030,000 $0 $0 $0 $0 $0 $0
3 2023 $1,060,900 $0 0 ) so | %o $0
4 2024 $1,092,727 sSo S0 S0 $0 S0 S0
5 2025 $1,125,509 $0 30 S0 S0 S0 $0
6 2026 $1,159,274 $0 $0 $0 S0 S0 50
7 2027 $1,194,052 So S0 S0 $0 S0 S0
8 2028 $1,229,874 S0 S0 S0 $0 S0 $0
9 2029 $1,266,770 S0 S0 S0 50 S0 50
10 2030 51,304,773 S0 . S0 S0 50 SO 50
11 2031 $1,343,916 $107,513 $107,513 $115,039 $1,458,956 $512,593 $378,545
12 2032 $1,384,234 $110,739 $110,739 $118,490 $1,502,724 $512,593 $396,053
13 2033 41,425,761 $114,061 | $224,800 | $240,536 | $1,666,296 | $512,593 $461,481
14 2034 $1,468,534 $117,483 $342,282 $366,242 $1,834,776 $512,593 $528,873
15 2035 $1,512,590 $121,007 $463,289 $495,720 $2,008,309 $512,593 $598,287
16 2036 §1,557,967 $124,637 §587,927 $629,082 $2,187,049 §512,593 $669,782
17 2037 $1,604,706 $128,377 $716,303 | $766,445 | $2,371,151 | $512,593 $743,423
18 2038 51,652,848 $132,228 $848,531 $907,928 $2,560,776 $512,593 $819,273
19 2039 $1,702,433 $136,195 $984,726 |S$1,053,657 | $2,756,090 $512,593 $897,399
20 2040 $1,753,506 $140,280 $1,125,006 | $1,203,757 | 52,957,263 §512,593 $977,868
21 2041 $1,806,111 $144,489 $1,269,495 | 51,358,360 | 53,164,471 | $512,593 $1,060,751
22 2042 $1,860,295 $148,824 $1,418,319 | 51,517,601 | 53,377,896 $512,593 $1,146,121
23 2043 $1,916,103 $153,288 $1,571,607 | 51,681,620 | $3,597,723 $512,593 $1,234,052
24 2044 $1,973,587 §157,887 $1,729,494 |$1,850,559 | 53,824,145 §512,593 $1,324,621
25 2045 . $2,032,794 $162,624 .51.892.11? $2,024,566 | $4,057,360 $512,593 $1,417,907
26 2046 52,093,778 $167,502 52,059,620 | 52,203,793 | 54,297,571 $512,593 $1,513,991
27 2047 $2,156,591 $172,527 $2,232,147 | $2,388,397 | $4,544,989 §512,593 $1,612,958
28 2048 $2,221,289 $177,703 $2,409,850 | $2,578,540 | 54,799,829 §512,593 $1,714,894
29 2049 $§2,287,928 $183,034 §2,592,884 | 52,774,386 | 95,062,314 §512,593 $1,819,888
30 2050 52,356,566 5188,525 $2,781,410 | 52,976,108 | 55,332,674 | 5512,593 51,928,032
31 2051 52,427,262 5194,181 52,975,591 | 53,183,882 | 55,611,144 5512,593 52,039,421
32 2052 $2,500,080 $200,006 $3,175,597 | $3,397,889 | 55,897,969 §512,593 $2,154,150
33 2053 $2,575,083 $206,007 |$3,381,604 | $3,618,316 | $6,193,399 | $512,593 $2,272,322
34 2054 | 2,652,335 $212,187 |$3,593,790 |$3,845,356 | $6,497,691 | $512,593 | $2,394,039
35 2055 52,731,905 $218,552 .53,8 12,343 | 54,079,207 S6,81 1,112 $512,593 $2,519,408
36 2056 $2,813,862 $225,109 $4,037,452 |$4,320,074 | 57,133,936 §512,593 $2,648,537
37 2057 $2,898,278 $231,862 $4,269,314 | 54,568,166 | 57,466,444 §512,593 $2,781,541
38 2058  $2,985,227 $238,818 54,508,132 | 34,823,702 | $7,808,928 | $512,593 52,918,534
39 2059 53,074,783 $245,983 54,754,115 | 55,086,903 | 58,161,686 $512,593 $3,059,637
40 2060 $3,167,027 $253,362 $5,007,477 | $5,358,001 | $8,525,028 $§512,593 $3,204,974

Married Couple, Age 70 - Each Spouse Places 1/2 of $1 Million Dollar Home Into 10 Year QPRT - With ...

[+] GASSMAN, CROTTY & DENICOLO, P.A.

For example, if one spouse dies in year 20 when the house is worth
$1,753,506 the total rent that was paid, plus growth at 7% would be

$1,203,757. So the two amounts combined would remove almost $3 million
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“MATHING OUT” ESTATE TAX PLANNING STRATEGIES
dollars from the surviving spouse’s estate, saving over $975,000 in estate

tax assuming a 40% tax bracket.

Further, the expectation of having the use of both estate tax exemptions for
a married couple does not take into account the possibility that one
exemption may not be used in whole or in part. The exemption of the first
dying spouse, for example, will only be used to the extent that assets pass to
a Credit Shelter Trust or, at least, other than to the surviving spouse. Any
excess allowance to be available would be only to the extent permitted under
the reportability rules, which do not provide for Consumer Price Index

increases.

Examples and discussion may only be the tip of the iceberg in respect to
going about “running the numbers” for a married couple who is interested in

what to do from an estate planning standpoint. When in doubt, math it out.

{’a Alan Gassman
<

I am a board-certified estate planning and trust lawyer who practices at Gassman,

Crotty & Denicolo in Clearwater, Florida. | have an LL.M. in taxation from the...
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