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LEARNING OBJECTIVES ¢» MEETING REMINDERS

Learning Objectives
— Provide an overview of IRC {6166
— Define the unintended consequences when utilizing {6166
— Identify client situations where {6166 should and shouldn’t be considered

— Ewvaluate various alternative strategies to pay estate taxes

Q&A
— Please type your questions into the Q&A feature in your Zoom toolbar

* Do not use the chat function

If you would like CE and/or CFP credit for attending this webinat, please send an email to

Kristin@wealthpoint.net with the following information

— Name
— Type of CE needed

— License number

Please complete the post-webinar survey in order to receive CE credit

— The survey link will be emailed to you post-webinar

-
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ESTATE TAX OVERVIEW
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Estate tax applies on the value of an individual’s net worth above the available estate tax

exemption amount

2010: Heirs had a choice of utilizing a $5M exemption and a 35% estate tax rate or $0

exemption, 0% tax rate and modified basis rules

3.
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ESTATE TAX CALCULATION

Estate Tax Calculation - Sample

Adam's Assets $ 100,000,000
Less: Applicable Discounts* 3 (25,000,000)
Discounted Value $ 75,000,000
Less: Estate Tax Exemption $ (12,960,000)
Taxable Estate $ 62,040,000
Estate Taxes @ 40% $ (24,816,000)

* Applicable discounts of 33% applies to §75M operating business

% 'Table above reflects a sample estate tax calculation

% Discounts may apply to certain assets when determining “fair market value”
— Applies to operating businesses, real estate, etc.
* Depends on entity structure and character/type of asset
— Common discounts include minority interest and lack of marketability
* Typical discounts can range from 15% - 45%

— Discount availability and amount are determined by a certified valuation expert
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Y6166 Overview &
Analysis
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§6166 OVERVIEW

§6166 allows for an installment payment of the estate taxes owed upon the death of a US
citizen
— Election must be filed no later than the due date for the estate tax return
— Only applicable where the value of the deceased’s ownership in a closely held business
interest is more than 35% of the adjusted gross estate value
* Adjusted gross estate = gross estate value less deductions for expenses, debts, taxes
and losses

Definition of a “business interest”

— Interest in a sole proprietorship

— A partnership interest if 20% of more of the total capital interest in such partnership is
included or the partnership has 45 or fewer partners

— Stock in a corporation if 20% of more of the voting stock is included or the corporation
had 45 or fewer shareholders

— Note: Must be an active interest (passive ownership does not qualify)

&
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§6166 PAYMENT CALCULATION ¢ TERMS

§6166 results in a deferred payment of the estate taxes that are due on the proportional value of

the business in relation to the overall adjusted gross estate value
— Election defers payments of the estate tax for up to 5 years
* Initial interest payment is due upon filing of the estate tax return
* Annual interest payments are due for the following years
— After the interest-only period, the estate can pay the estate tax in up to 10 equal
installments
— Results in the equivalent of a 4-year deferral and 14-year payment period

§6166 interest throughout the installment period is calculated as follows:
— 2% interest up to specific dollar amount (§1.64M in 2022; adjusted for inflation)
— Tax exceeding the 2% interest portion incurs interest at 45% of the current regular tax
underpayment rate
* Currently 3.15% (45% * 7% underpayment rate)

Deferral is attractive on the surface, but often comes at a significant cost

-~
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§6166 VALUATION CONCERNS

Deferral only applies to the proportional share of business value relative to total estate value

— Estate tax incurred on all other assets is not eligible for a deferral

The value of the business interest must be 35% or more of the total adjusted estate value

— This can create a problem in a variety of situations:

Use of discounts to determine the value of the business

Prior gifting may result in the taxable estate not meeting that requirement
Appreciation of assets outside the value of the closely held business may impact
this 35% threshold

Prior planning — including a buy-sell agreement and other estate planning

techniques (i.e. successfully executed GRAT)

Disincentivizes future estate planning and wealth transfer strategies

— Where 1s a safe place to stopr

-8-
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§6166 IMPLICATIONS ON ESTATE PLANNING

Ideal Business Depreciates Other Assets Business Depreciates &
in Value Appreciate in Value Other Assets Appreciate

% ldeal scenario assumes a 45%/55% split between operating business and other assets
% Fluctuation in asset values can eliminate {6166 as a viable option for payment of estate taxes

@ Scenarios where an estate will not qualify for {6166 (35% business interest threshold)
— If business value decreases by 35% (assumes other assets value remains the same)
— If other assets value increases by 52% (assumes business value remains the same)

— If business value declines by 20% and other assets increase by 20%
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§6166 GENERAL CONCERNS

Interest payments on installment note are not deductible

— Interest rate above the 2% portion adjusts annually

Payments must be made timely

— Any default will result in immediate acceleration of the entire estate tax balance

If more than 50% of the business is sold, the loan will be called and the estate tax will be due

-10-
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§6166 COLLATERAL CONCERNS

% (061066 results in secutity and/or a lien against the business of its assets
— Stock in the business can only be acceptable collateral if three requirements are met:
* Collateral must be expected to survive the deferral period
* Collateral must be identified in the agreement
= All parties that have an interest in the collateral must consent to the lien
" Eliminates any privacy in the Family’s planning
* Value of collateral must be sufficient to pay the deferred taxes plus required interest
— IRS has the right to monitor the value of the collateral throughout the life of the lien
* Can request additional collateral if necessary to satisfy the financial requirements
* If no additional collateral is provided, then the IRS may declare an acceleration of

the payments
* Annual audits may occur to determine the sufficiency of the collateral

-11-
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§6166 LIEN/CREDITOR CONSIDERATIONS

IRS will file a Notice of Federal Tax Lien to document the arrangement
— IRS also has the right to request and possess company stock certificates to ensure the

business isn’t sold while the lien is outstanding

IRS has the option to be in 1% position on assets
— Not subordinated to bank debt — it’s their choice and could be subject to change

— Could throw loans into technical default

Could have a significant impact on banking, investments, other shareholders, etc.

-12-

© and Trademark WealthPoint LL.C 2013



Case Study
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CLIENT FACT PATTERN

Angela 1s a single female age 52 with an estate value of §177M
— Business value: $121,000,000
— Note receivable: $40,000,000
— Real estate: $5,500,000
— Liquid assets: $14,600,000
— Other assets: $49,000
— Debt: $3,700,000

Analysis projects an average annual growth rate of 5% on all assets

Angela has all her estate tax exemption available

— Assuming a 2.5% annual increase for inflation

Assumes maintaining a minimum cash balance equal to 5% of her illiquid net worth upon her

passing — after all estate taxes are paid

Angela and her advisors would like to explore all options to solve the ever-growing estate tax

issue, including §6166

14-
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ESTATE TAX ANALYSIS

Estate Tax & Estate Liquidity Calculation

Angela's Age 52 72 92
Year 2023 2043 2063
Net Worth $ 177,788,957 § 454 587,739 § 1,182,376,631
Less: Estate Tax Exemption* $ (12,960,000) $ (10,618,235) $ (17,399,214)
Taxable Estate $ 164,828,957 $ 443.969,504 $ 1,164,977.417
Estate Taxes $ 65,931,583 $ 177,587,802 $ 465,990,967

*Assumes the exemption sunset in 2026 and a 2.50% annual inflation adjustment to the exemption amonnt

Estate Liqudity Calculation

Estate Taxes $ 65,931,583 $ 177,587,802  $ 465,990,967
Minimum Cash Balance $ 8,347,302 § 18,841,283 § 46,684,937
Gross Liquidity Need $ 74,278,885 $ 196,429,084 $ 512,675,904
Total Liquid Assets (inside and outside of the estate) §$ 17,694,079 $ 86,947,660 $ 270,698,027
Estate Liquidity Surplus/(Deficit) $ (56,584,806) $ (109,481,424) $ (241,977,876)
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ESTATE TAX PAYMENT ANALYSIS

Estate Tax Payment Strategies - Cash Flow Projection - Angela's Life Expectancy

Death Benefit Projected $ 58,634,864

Strategy Bank Debt Cash Payment §6166 Payments Life Insurance
Total Payments $96,121,562 $58,634,8604 $76,653,167 $6,000,000
NPV $13,390,188 $10,081,016 $9,447,831 $3,902,381
Cost of a Dollar $1.64 $1.00 $1.31 $0.10
NPV @ 4.50% Rate - Cost of a Dollar $0.23 $0.17 $0.16 $0.07
% Increase Relative to Insurance Funding 1602% 977% 1278%

(total payments)

% Increase Relative to Insurance Funding 343% 258% 242%

(NPV @ 4.50%)

% Angela’s life expectancy is assumed to be age 91
% Bank debt assumptions: 8% interest rate; 10-year term

% Cash payment assumes the cash balance inside and outside of the estate equals the amount due
— We don’t know when Angela will die!
— Lost opportunity cost on the cash during lifetime

— Cash inside estate needs to be “grossed up” to account for estate taxes
% (6166 assumes payments over 14-years as described previously in this presentation

% Life insurance assumes $300,000 in annual cost over 20 years
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OTHER PLANNING CONSIDERATIONS

Philanthropic strategies — Non-business assets
— Qualified Charity

— Family Foundation

% Advanced estate planning/wealth transfer strategies
— Defective Trust Sales
— Grantor Retained Annuity Trusts (GRATS)
— Other related strategies

Strategies above do not create liquidity for estate taxes; they simply reduce/freeze the size of
the total estate
— There is a need to do both

-17-
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LEARNING OBJECTIVES ACHIEVED

Learning objectives achieved:
v" Provide an overview of IRC §6166

v" Define the unintended consequences when utilizing §6166
v Identify client situations where {6166 should and shouldn’t be considered

v" Evaluate various alternative strategies to pay estate taxes

-18-
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CONTACT US

Ryan Barradas, Managing Partner
— Ryan@wealthpoint.net
— (480) 227-6737

Michael Kenneth, President
— mkenneth@wealthpoint.net
— (480) 323-8955

Visit www.wealthpoint.net for more information and to see our upcoming events
— A copy of this recording and presentation will be published shortly in the thought

leadership section of our website
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IMPORTANT DISCLOSURES

This material is intended for informational purposes only and should not be construed as legal or tax advice and is not intended to replace the advice of a qualified attorney, tax advisor,

personal investment advisor or retirement plan or employee benefit plan provider. This report is not intended as an offer or solicitation to purchase insurance or any other product. Any
discussion of US tax matters contained herein is not intended to be used and cannot be used for purposes of avoiding US tax-related penalties.

The financial information included in this report has been taken from sources, which we believe to be reliable, but there is no guarantee as to its accuracy. All information provided should
be confirmed to any official account statement and is not a replacement for any account statement ot transaction confirmation issued by the custodian or investment/insurance provider.
WealthPoint (WP) has made reasonable steps to accurately reproduce the information from your official account custodian statements. Differences in positions and valuations may occur
due to the reporting dates used and differences in valuation sources and methods. Please contact the carrier or your financial representative if you have any questions about your statements.
In the event of a discrepancy your official account statement valuations would prevail.

Nature of Services, and Responsibilities

The business advisory services, and possible resulting recommendations (estate planning solutions, need for liquidity planning, etc.) will vary in type and complexity, depending on a client’s
individual personal and business circumstances and goals. Services and responsibilities are outlined in our Proposal Letter and Relationship and Engagement Agreement. It is important
that you provide accurate and complete responses to the questions asked by the WP Partner, that you review the information provided to you in the initial Instinct Verification, Decision
Dialogue, financial modeling or other report, as well as any final report, and that you promptly inform the Partner of any subsequent changes to your situation or the information provided.
You are solely responsible for the accuracy or completeness of the information you have provided, which may affect the results of any recommendations contained in the report.
Information should be kept up to date, as results may vary over time and as assumptions change.

Methods of Analysis and Projection

Information collected is intended to project future financial scenarios to meet your future goals or liquidity requirements. Financial Projections and other information prepared by WP are
based on assumptions provided by and/or reviewed with the clientin their final report, are hypothetical in nature, do not reflectactual investment or business results and are not guarantees
of future performance. Actual results will vary, perhaps to a significant degree.

* Personal Investments - WP uses simple aggregate growth rates to project personal investments and retirement accounts, and all inputs are either provided by the client or client’s
financial advisot/provider or are jointly agreed on by WP and the client. Return assumptions do not reflect the deduction of any commissions, fees or product charges that may apply to
any particular investment, which may negatively impact returns.

* Insurance Illustrated Performance - All policy values used reflect current policy charges, current cost of insurance rates, current mortality and expense risk charges, average fund
expenses and the stated hypothetical gross rate of return. The policy values are hypothetical for illustration purposes only and may not be used to project or predict investment results.
Policy values will vary based on the actual performance of sub-account investments selected, actual insurance charges over the life of the plan and the timing of the premium payments.
A WP illustration may utilize a supplemental illustration from an insurance provider, that is only part of the basic illustration and must be read in conjunction with the actual basic
illustration. Please refer to the actual illustration for more information about the guaranteed elements of the policy and other important details.

* Business Income Statement, Cash Flow Statement and Balance Sheet — Current company financial statement information is provided by the client, as well as revenue and expense
growth assumptions for future years. These assumptions are used to project future Net Income, and business valuation based upon an appropriate multiplier disclosed to the client.

*  Personal Cash Flow — Cash flows are projected based on information obtained from the client (tax returns, personal financial statements, bank statements, W-2s, 1099s, K-1s, etc.).
Future cash inflows and outflows are based on input from the client and the client’s advisors.
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IMPORTANT DISCLOSURES (CONT D)

* Estate/Trust Cash Flow — Cash flows due to and from Trusts will be based on trust documents and financial information (tax returns, financial statements, etc.) obtained from the
client.

* Personal Assets — In some situations, WP may project the value of an asset (i.e. real estate, other assets, etc.) based on input from the client and the client’s advisors.

* Taxes — Taxes are being calculated in the analysis. However, WP does not provide tax advice and the tax calculations are for illustrative and hypothetical purposes only. The client
should consult with their tax advisor to evaluate their tax situation.

Other Compensation

In addition to WP’s business consulting services, and the fees charged to clients as outlined in the Relationship and Engagement Agreement, WP Partners ate licensed agents to sell
insurance. WP may receive fees from life insurance companies, if insurance is purchased through WP relationships. Any commissions or fees will be disclosed to you in any life
insurance proposal and agreement. WP is a member firm of Partners Financial and has access to all insurance providers on their network. The needs and circumstances of the client
will drive the choice of the insurance provider.

Insurance Product

An investment in variable life insurance is subject to fluctuating values of the undetlying investment options and entails risk, including the possible loss of principal. The performance
of your account will vary and you may receive more or less than the amount invested. Product guarantees, including the death benefit, are subject to the claims-paying ability of the
issuing insurance company. Loans and partial withdrawals will decrease the death benefit and cash value and may be subject to policy limitations and income tax.

An insurer's financial strength rating represents an opinion by the issuing agency regarding the ability of an insurance company to meet its financial obligations to its policyholders and
contract holders. A rating is an opinion of the rating agency only, and not a statement of fact or recommendation to purchase, sell or hold any security, policy or contract. These
ratings do not apply to the safety or performance of any separate account.

Sub Account Performance Disclosures (for Variable Universal Life policies)

The fund performance data shown in this report that relates to variable life insurance policies was obtained through Morningstar and represents the individual net returns of the
underlying funds shown in the report. Morningstar is a non-affiliated third party investment research and management firm that provides mutual fund information, news,
commentary, portfolio analysis, comparison reporting and other services. Past performance does not guarantee future results. The fund performance data is being provided for
informational purposes only and does not reflect the actual returns of the sub accounts in the variable component of the insurance policies that are invested in those funds, which
may be lower or higher than the performance quoted due to the timing of cash flows, holding periods, sub account allocation changes, policy fees and other expenses. Policy fees or
expenses include premium loads, cost of insurance, administration fees, mortality and expense risk charges, or any other charges that may be incurred under the policy. Policy returns
would be significantly lower after all policy fees and expenses are deducted.

Securities offered through Kestra Investment Services LLC (Kestra IS), member FINRA/SIPC. Investment advisory services offered through Kestra Advisory Setvices, LLC (Kestra
AS), an affiliate of Kestra IS. WealthPoint is a member firm of PartnersFinancial. Kestra IS and Kestra AS are not affiliated with WealthPoint, LL.C or PartnersFinancial.
WealthPoint, LLC is independently owned and operated.
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