Financial Planning

ADVISORS you will need as a professional
1.   CPA/Accountant – Experience with medical professionals matters 
2.   Brokers/Financial Planners 
	A. 	Fee based – push today.  You know how much its going to cost up front.
		Reduces inventive to prefer specific product/service
	B.	Traditional Commission Based
	C.	Watch for “proprietary bias” – can be biased towards his/her entities
3.  Insurance Agent/Brokers
	A.	Property and casualty (auto, home, etc)
	B.	Umbrealla (Negligance)
	C. 	Malpractice
	D. 	Disability – insurance against your profession.  i.e. if a surgeon can’t operate.
	E. 	Long term care
F. 	Life – very important if you have family.  Avoid whole life insurance.  Look at term (guaranteed rate for 20 years).  This life also helps to pay off your debts.
4.  Attorneys – need someone to oversee your contracts.  Pay someone to review your contract.
	A. 	Buisness/Corporate
	B. 	HealthCare
	C. 	Estate Planning
	D. 	Family Law

ASSET PROTECTION  (Non-Tax Related)
Protecting from:
	A. 	Intentional Acts: being sued for battery
	B. 	Personal Negligence: DUI, etc.
C. 	Liability for Acts of Partners: maybe your partner is terrible, but in a partnership you are liable as well if they are terrible
D. 	Liability for Acts of other Third Parties (employees, patients, etc.)
E. 	Liability for Injuries or other Damages arising from Physical Premises or Equipment: if you own the building you gotta clear the sidewalk, etc.  insurance against it with insurance.  
	
Use of Corporations, LLCs, PLLCs, LLPs or PLLPs in Limiting Liability or Limiting Exposure of Assets to Creditors’ Claims  - Distancing the weather from the creditor.


Use of Insurance in Limiting Liability/Exposure of Assets to Creditors’ Claims
A. 	Adequacy – how much is enough? Decent insurance will keep you out of a lot of problems
B. 	Provide Plaintiffs and their Counsel “easy money” – if a settlement is 5 million and insurance is providing 2 million, many will just take the 2 million rather than trying to go after the physician for the full 3 million more.  This is because the defense may go to appeals, etc to stall out the plantiff from getting paid.  

Inherited Wealth
A. 	“Outright” – going to need to go to someone to protect your asset.  Can get very expensive to go offshore
B.	Via “Spendthrift” Trusts – that trust can be structured so creditors have no right to it.
C.	Via beneficial interest in Inherited IRA, 401(k), etc. – general creditors cannot really get to these.  Don’t need a lot of protection

Life Insurance
	A. 	Outright ownership
	B. 	Ownership Via Trust
	C. 	Availability to creditors if owned outright
1. 	Term – no need to insurance this, but if you can go get it like in whole insurance then you may need to go get it and pay it to a creditor
2. 	Permanent
3.	Recipient (avoid estate as beneficiary)

Limiting Liability/Exposure of Erisa or State Law Protected Retirement Plan Assets to Creditors’ Claims 

Marital Claims – talked about this earlier
A.	Regarding existing property
B. 	Regarding future accumulation of wealth
C. 	Regarding divorce
D.	Regarding death
E. 	“Pre” or “Post” consideration issues

Gifts 
	A. 	Received
		1. 	Outright
2. 	Via “Spendthrift” Trust – can be immune from creditors or spouse.  You should inherit via trusts.  Don’t give it outright, give it via a trust.
B. 	Given
		1. 	Outright
2. 	Via “Spendthrift” Trust	

Fraudulent Conveyance Statutes – once you have knowledge of the claim, if you start transferring things, then the plantiff will ask to reverse those transfers and attack that money
Do things sooner rather than later . . . . .

Fraud On the Dower – same thing but having to due with marriage or death
A Question of Intent & Knowledge

“Constitutional Trust” or similar concepts . . . Statutory trust, etc
RUN! Income taxes ARE Constitutional….. You always have to pay taxes, you cannot get around it.

Financial Planning via Estate Planning
General Concepts/Overview
A.	Maintain Control – set up an LLC and make it 99 shares non-voting stock and 1 share voting stock. Put the 99 non-voting shares in a trust and if you lose the 1 voting share, you still can own the 99 non-voting shares.
B. 	Maintain Financial Security
C.	Avoid or minimize transfer taxes – there is a gift tax over 1 million dollars.
D.	Preserve and Manage Wealth for Future Generation(s)	

Probate: Count supervised process of transferring a decedent’s individually owned property at death to new owners (i.e., beneficiaries)
A.	The “Probate Estate” and the “Taxable Estate” are 	NOT necessarily the same thing
B. 	If you “AVOID” probate, you do not necessarily avoid 	estate or inheritance taxes
C.	To “AVOID” probate does not necessarily save money
D.	NON-PROBATE PROPERTY
	1.	Life insurance if beneficiary is anyone or anything other than decedent’s estate or executor
	2.	Retirement Accounts if beneficiary is anyone or anything other than decedent’s estate or executor
	3.	Property owned “Jointly with rights of survivorship” – Real estate, bank or brokerage accounts, stocks. etc.
	4.	Property owned by a properly drafted trust

Why execute a Will?
A.	To avoid state statute controlling disposition of your probate assets and thus allow you to control your tax and dispositive planning.
B.	If without a will, probate property generally passes to:
	1.	Children, or if none, to
	2.	Parents, or if none, to
3.	Siblings, or if none, to
4.	Spouse
C.	Appoint Personal Representatives/Executor(s), the person whos going to come get your apartment keys and come get your stuff (If Intestate, court appoints Personal Representatives)
D.	Appoint Guardian of minor children – think truly through worst case scenarios

Trust:
A.	Revocable: avoid probate and help in disability planning down the line.
	1.	Flexibility
	2.	Privacy – if you have issues you don’t want the world to see, use a revocable trust.
3.	Management of Assets
4.	No Lifetime Tax advantage (gifts to a revocable trust created by transferor or which benefit transferor have no estate tax advantage)

B.  	Irrevocable: 
 	1.	Privacy – friends and neighbors cannot know the provisions of the will
	2.	Management of Assets – terms and conditions on how each person benefits
	3.	Estate and Gift Tax Savings
a.	Gifting
b.	Life Insurance (taxable estate value deduction/payment of estate taxes) – creditor advantages and tax savings
	4.	Post mortem management 
		a.	Spouse – no estate tax if you leave everything to your spouse ever.
		b.	Children
		c.	Grandchildren
		d.	Creditor Protection
		e.	“Ex-in-law” (i.e., outlaw) Protection

Estate Tax
A.	Tax Structure Overview
1.	Gift Tax Credit (currently $1 Million) – over 1 million will be .45 cents on the dollar.
2.	Estate Tax Credit (currently unlimited)
3.	Generation-Skipping Transfer Tax Credit (currently unlimited)

2011:
1.  Gift Tax Credit -- $1 million equivalent*	
	2.  Estate Tax Credit -- $1 million equivalent*
	3.  Generation-Skipping Transfer Tax Credit $1 million equivalent*

B.  	Gifting – Lifetime Transfer Tax Implications
	1.	Annual exclusion Gifts – 13,000 a year with no gift tax
	2.	To Spouse – no limit
		a.	Outright
		b.	In trust
	3.	To Kids (or 3rd parties) – 13,000 a year or 1 million one time
		a.	Outright
		b.	In Trust
	4.	To Charity
		-	CLATS
		-	CRATS
		- 	Gift Annuities, life insurance, etc.
C.	A-B Trust Planning (Testamentary Transfer Tax Planning) – way to get a little more to the kids.  Drop 1 million into trust B(shelter trust), and then the my other 1 million to the spouse.  Option B is 2 million to spouse.  Now when Spouse dies if she has the 2 million, then 1 million is tax free and the other 1 million is taxed.  Dropping the 1 million into the trust B will avoid the tax for when the spouse dies.  So the kids get 2 million scot free.
D.	Life Insurance Trust Planning – put the life insurance in a trust and keep it out of your estate
E.	Annual Exclusion Gifting – 13,000 a year per trust beneficiary
F.	GRATs, GRUTs, QPRTs, etc. – ways to cut ties with gifts but retain interest
-	Permissible Transfers with 	Retained Interests 
G.	529 College Savings Plans
-	Broker NOT necessary
-	see Clarkhoward.com 
H.	Estate “Freeze” Techniques
1.	Sales to Grantor Trust
	a.	Defective Grantor Trust
	b.	Upper Generation Dynasty Trust	 

Buisness Successor Planning
A.	WHY?  - what happens if you die when you are in a partnership etc., usually what happens is that the estate agrees to sell the interest in the business to another owner.  Agreement types below.
B.  	Agreement Types
1.	Buy/Sell Agreements
2.	Shareholder, Partnership or Operating Agreements
3.	Stock Restriction Agreement 
C.	Role of Life Insurance - Liquidity
1.	Working capital “bridge”/ “Key 	Person”
2.	Redemptions (by Company) or 	Cross Purchase (among 	stockholders)

Other Federal Tax Issues
A. Employee
1.	Wage Income
	a.	You Pay ½ of FICA and Medicare – 7.65%
2.	Deductions – Job Related
	a.	Job Related Expenses – 	things you incur but are not reimbursed
	b.	Only Deductible Portion –amount in excess of 2% of Adjusted Gross Income 
B. Business Owner
1.	C-Corporation – employee of your own entity
	a.	Wage Income – same as above
	b.	Deductions – same as above
2.	Self-Employed
	a.	Self Employment Wages
		(1)	You pay all FICA and Medicare – 15.3% on net profit	
	b.	Deductions
		(1)	½ of 15.3%
		(2)	All Job Related Expenses	
		(3)	Deductible Portion – direct reduction of income
3.	Pass – through entities – S-Corporation & Partnership
	a.	Self Employment Wages
		(1)	Basically You pay all FICA and Medicare – 15.3% on net profit
	b.	Deductions
		(1)	Basically ½ of 15.3%
		(2)	All Job Related Expenses – un-reimbursed expenses by pass-through
		(3)	Deductible Portion – direct reduction of income at entry level
C. Pitfalls for Physicians
1.	Commuting expenses – not deductible
2.	Deduction of Vehicle – rare deduction in physician’s case
3.	Home Office Deduction – rare in physician’s case
4.	New Physicians – Diving Into Debt, net worth is not substantial due to debt
5.	Estimated Tax Payments if not an employee or if you have non-wage income.  	DISCIPLINE
D. Obama Administration Expectations (Tax)
1.	Increase in Ordinary Rates
2.	Increase in Capital Gains Rates


