Case Study – The Facts

1. Family Circumstances

John and Ruth Successful are 65 years old and in good health.  They have four children who are all married and have eight grandchildren.  

John and Ruth’s son, Rich, and their daughter, Sue, are working in the family business, namely High Tech, Inc. (the “Company”).  Rich and Sue are successful in managing the business and have been primarily responsible for the growth of the business in the last five years.  Jane and Robert are children who have independent careers.
Rich is the Chief Executive Officer of the Company and Sue is Vice President and is in charge of sales and marketing of the Company’s products.  Rich and Sue have a good working relationship and enjoy managing the business.   They anticipate that their employment at the Company will be their sole careers and they are hopeful that the next generation of the family will also join them in operating the business.  

John and Ruth’s other children have careers of their own and are financially independent.  John and Ruth give all their children the maximum annual exclusion gifts of $26,000 each year.  Their children invest their annual gifts.

 John and Ruth have established 529 Plans for each of their grandchildren, which are all fully funded at this time.

2. Balance Sheet 

a. John is the sole owner of the shares of common stock of the Company which is an "S corporation".   The Company has a book value of $3,670,000.  John owns 120 Class A voting shares and 1080 Class B non-voting shares.  His accumulated adjustment account is $2,000,000.  The earnings of the Company before interest, taxes, depreciation and amortization are consistently in excess of $2,000,000.

b. John wishes to retire from the Company at age 70.

c. John feels the market value of the Company is $12,000,000.
d. John’s salary each year is $250,000.00.

e. John is the sole owner of High Tech, LLC (“Realty”) which owns the real estate leased to the Company.  The real estate’s fair market value is $2,000,000 and there is no mortgage outstanding.  John's net distribution each year from Realty is $240,000.

f. John has a 401(k) plan of $1,000,000 expected to be $1,500,000 when he retires.

g. Ruth has stocks and bonds of $3,000,000 invested in municipal bonds with a yield of 3% per annum which is expected to be $3,500,000 when John retires.

h. Ruth owns their residence with a fair market value of $1,000,000 (no mortgage).

i. Ruth owns their vacation home with a fair market value of $600,000 (no mortgage).

3. Pertinent questions to ask John and Ruth: 
a. John and Ruth’s  income and lifestyle objectives;

b. John’s exit from the business;
c. Estate equalization;
d. John and Ruth’s post mortem objectives;          


e. Lifetime gifts;                                                                    


f. Lifetime charitable objectives; and

g. Post mortem charitable objectives.
4. Goals:

a. Disposable income need upon John's retirement is $350,000.

b. Transfer of 40 Class A voting shares and 540 Class B non-voting shares, to each of Rich and Sue as soon as possible using the most favorable tax structure.
c. Jane and Robert are each to receive an inheritance of $3,000,000 after estate taxes. 

d. John has asked for advice on the disposition of the real estate occupied by the Company.
e. John and Ruth wish to use every tax strategy available to reduce estate taxes, provided, that they have financial security until the death of the surviving spouse.

f. They would like to make charitable gifts of $500,000 on the death of the survivor. 

5. What plan due you recommend to John and Ruth to fulfill their objectives:

a. Disposable Income Goals.

b. Transfer of business alternatives:

          i.   Gift

   ii.   Sale to a Grantor Defective Trust

  iii.   Transfer to a Grantor Retained Annuity Trust

        iv.   Conventional Sale

c. Estate Equalization, Life, Health and Long Term Care Insurance
d. Real Estate
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