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hen the clock struck midnight on
New Year’s Eve five months ago,
no one honestly could say they
knew what the U.S. Congress
would do with regard to the so-

called “fiscal cliff.” Because Congress as a
whole had technically done nothing by the
end of 2012, the Bush tax cuts expired, and
everyone’s income and estate tax rates rolled
back to levels not seen for essentially a
decade. The temporary result was that
compared to what everyone had grown
accustomed to, rates for all taxpayers had
increased substantially.

Fortunately, the potential for compromise
had begun to surface before the end of the
year, as the Senate passed a compromise
measure, with members voting 89-8 in favor.
Less than 24 hours later, the House voted
257-167 in favor of the same bill, and by
January 2 of the New Year, President Obama
had signed the new legislation into law.

So, where does this leave us? What was
compromised? What has changed?

The Good, the Bad and the Ugly
For the large majority of Americans, the

American Taxpayer Relief Act of 2012 (ATRA)
contains really good news. However, this is
not the case for everyone. In addition to lower
tax brackets and rates than had been
anticipated for both income and estate taxes,
the elimination of sunset provisions in the law
has finally delivered us from the environment
of built-in uncertainty that has ruled the day
since 2001.

The main difference in tax brackets today is
that the 35 percent bracket now stops at an
income level of $450,000 for married
taxpayers ($400,000 for single taxpayers),
with taxpayers above these income
thresholds being subject to a new 39.6
percent tax bracket.

When these rates are combined with the new 3.8 percent Medicare tax on net investment
income (interest, dividends, capital gains, annuities, rents, royalties and passive activity
income), taxpayers with income in these higher brackets are potentially subject to tax
bracket rates as high as 43.4 percent.

Additionally, taxpayers in the 39.6 percent tax bracket are also subject to a new 20
percent rate on long-term capital gains, with rates of 15 percent (potentially down to 0
percent), remaining available for taxpayers in the lower brackets.

So, what do you do about these circumstances?

Wealth Maximization Strategies for Today
� Make sure your investment portfolio is well structured, with tax-efficient, low-cost, low-

turnover equity investments, while maximizing tax-efficient asset location strategies.
� Consider the best use of in-state municipal bonds (free from both federal and state in

come taxes).
� Certain non-traded Real Estate Investment 

Trust can be particularly helpful in avoiding 
current taxation.

� Convert investment income from 43.4 
percent to 23.8 percent by making certain 
your investment holding periods are long 
term (longer than a year).

� Making use of 1031 Exchanges when 
selling and buying like-kind replacement 
business property will avoid current taxation 
at higher tax rates.

� Maximize your use of the tax-qualified savings opportunities made available by 401(k) 
plans, deferred compensation plans and defined benefit plans.

� Choosing the optimal legal structure for your business will allow you to maximize many 
fringe benefits and tax-qualified savings opportunities, to lower your overall taxation in 
the most effective way for you.

Make sure that you check with your advisors and take a holistic approach to address the
many tax and wealth management strategies that are available today.

Good News on the Estate Tax Front
The news here is better than most anyone anticipated. The lifetime estate tax exclusion

amount is $5,250,000 for this year, and will be inflation adjusted going forward. However,
the maximum estate tax rate has been increased by 5 percent to a maximum of 40 percent

W
Wealth Strategies for the Affluent Investor

on transfers of $1,000,000 over the applicable
exclusion amount.

Accordingly, it will require effective planning
and execution, for anyone to pass estate
assets exceeding these amounts free of
taxation. Fortunately, in many circumstances,
this can still be accomplished.

Strategies for Wealth Transfer
� Properly structure the ownership of your 

business to maximize the impact 
discounting techniques can have on 
reducing your exposure to estate taxation.

� Planning your estate through the use of 
the best business ownership structure for 
your situation can help you achieve your 
transfer of authority goals.

� Making proper use of wills and trusts can 
provide liquidity for your estate, ensure the 
transfer of assets to the beneficiaries you 
desire, protect your heirs from creditors 
and provide for your dependents.

� When used regularly, maximizing the use 
of non-taxable annual gifts of assets, not 
exceeding the annual exclusion amount 
($14,000), can have a significant impact 
on reducing your exposure to estate taxes.

Going Further: To Gift or not To Gift…
Another area that many high net worth

individuals may now be struggling to come to
terms with, is the effect of gifting that occurred
during 2012. There was a great deal of
uncertainty surrounding the future of lifetime
gift exclusion amounts, which resulted in
many high net worth individuals implementing
aggressive gifting strategies to ensure they
would not lose those opportunities. While our
elected leadership in Washington, D.C.
ultimately passed and enacted legislation that
guaranteed the continued existence of gifting

strategies, it was a little too late for those who had already made significant gifts to heirs
out of fear such options would cease to exist.

There are many good points regarding current gifting as opposed to estate transfers after
death. It is certainly more enjoyable to make gifts with warm hands than cold. We get the
opportunity to see how our beneficiaries use the proceeds, which may affect how we
handle any future gifts. And certainly, there is more benefit to receiving a dollar today which
can be put to work, than a dollar in 15 or 20 years.

But equally important, non-tax issues must be considered before deciding if, how much,
and under what conditions, significant wealth should be transferred. Gifts of wealth,
whether it comes in the form of income or capital, can have a profound effect on a
beneficiary, particularly children and young adults. In the best circumstances, it can
provide:

� Critical resources to enable the beneficiary to be more financially secure
� Funding for his or her further education and training
� Capitalization for the beneficiary’s business, and
� A means to enable him or her to purchase that dream house or take that fantasy 

vacation.
Unfortunately, all too often it has

unintended, undesirable and profound
adverse effects. It can stop a young child, or
even a young adult, from becoming
independent, self-sufficient and personally
productive. It can undermine adoption of the
very work ethic which enabled the parent(s) to
become successful. It can lead to spendthrift
behavior, attract the wrong friends and

spouses, and create an inappropriate sense of entitlement. Saving taxes and losing the
child is clearly not a good result.

Individuals who previously have gifted large shares of their closely held businesses to
avoid estate taxes are now faced with the reality of having relinquished a certain amount of
control over their businesses. In many cases, the business represents the largest and most
productive component of their wealth, not to mention, being the place where they expend
most of their personal time and efforts on a daily basis. This area has the potential to create
rifts within a family that does not see eye to eye on the way the family business should be
run from one generation to the next, with the added potential of the younger generation
forcing the elder into an early retirement. Moving forward, we need to remain ever mindful
of the effect that control over the company has on the dynamics of the family as a whole,
and on the mental health of those who have spent their life growing that business.

So, as you weigh the pros and cons of making a large gift, Doug Freeman, JD, LLM

I want to leave to my children “enough money so that they
would feel they could do anything, but not so much that they
could do nothing.”

- Warren Buffet, Fortune Magazine, September 29, 1986
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suggests we keep in mind a few important thoughts:
� Ask yourself “What is the purpose of my wealth?” Is it to make life easy for your children 

and grandchildren, or to open the doors of possibility and opportunity?
� Will either the amount you gift, or the method you use, empower or undermine the 

beneficiary? Will it encourage productivity or indolence?
� And remember: How you leave your wealth, can be far more important, and will likely be 

remembered much longer, than how you earned it. Do it thoughtfully.

Estate Planning
According to the CFP® Board, estate planning is the process of organizing your assets for

use during your lifetime and distribution after death in accordance with prevailing state and
federal laws.

A good estate planner will tell you that
organizing your assets and defining their
distribution is the easy part, and certainly not
the most important. In fact, estate planning is
a process which entails defining your legacy.

FPA member Mitchell Kauffman, CFP®®,
MSFP, MBA explains the difference:

“Whereas ‘inheritance’ refers to the physical
assets and possessions that we pass, ‘legacy’
includes the intangibles. Thus the ‘six pillars of
legacy’ include not only the (1) financial assets
and/or real estate and (2) personal
possessions of emotional value, but also (3)
value and life wisdom-lessons; ethics,
morality, faith and religion; (4) customs and
traditions; (5) memories and stories; and (6)
instructions and wishes to be fulfilled.”

“Almost 70 percent of family wealth
transference and business succession plans
fail, according to studies cited by Victor
Preisser and Roy Williams, in their book
Preparing Heirs.

The statistic is sobering; despite considerable time and money often expended on quality
financial and legal advice, less than a third of wealthy families are able to keep control as
their assets pass to the next generation.”

Why is This?
“Key among these are the values and skills the next generation are given to wisely

oversee their inherited wealth. Thus the term ‘values transference’ is coined. A common
deficiency in unsuccessful transfers is a clearly developed plan or family mission statement
and the presence of open communication.”

A Family Mission Statement?
Indeed. Many successful families, like most successful businesses, have a clearly defined

purpose and roadmap to accomplish their goals. With a unifying strategy, values can be
married to that strategy, so that successive generations are educated, and in line with, the
family’s overall mission.

What Should be Considered?
Charles W. Collier, author of Wealth in Families, reveals that the hardest, most rewarding

part of the planning process is asking essential questions about what people want to
preserve – besides financial wealth – and how they can enhance each family member’s
growth. By navigating the challenging issues and responsibilities associated with wealth,
you can implement an effective family governance structure to cultivate cohesive decision-
making, as well as to enhance the likelihood of sustaining your core values, wealth and
well-being over generations.

You should adopt and adhere to a family governance system with the focus of fostering
harmony, financial literacy and stewardship competencies in the young owners who will
succeed leadership roles.

With the guidance of a CERTIFIED FINANCIAL PLANNER™ professional who has
expertise in integrating the quantitative and qualitative aspects of family wealth, you can
capably prepare your family to manage finances and enterprise dynamics by applying the
following processes and insights.

Devise Governance to Build a Values-Based Vision of Legacy and to Fortify Unity
� Does your family have a need to establish a governance system to address common 

issues and inevitable conflicts (i.e. which child will receive which inheritance or whether 
to purchase a new residence)? Be cognizant that you can develop a governance structure 
to ensure an opportunity for members to make those decisions pertaining to significant 
shared assets jointly.

� By allocating your attention to a leadership and government structure, you can optimally 
preserve your principal wealth-generating assets or human and intellectual capital.

� Remember to create and customize governance rules to reflect articulated goals and 
specific circumstances (i.e. selecting who can adeptly supervise the family business). 
Subsequent to holding an initial assembly and forming a family council, you may recruit 
a committee to compose your family mission statement – a combined and unified 
expression of what your family is about and the principles you choose to govern your 
family life. Ascertain that your mission statement delineates and encompasses all family 
entities and activities, including investments, philanthropic endeavors and business 
operations.

Utilize Governance Policies to Foster Long-Term Engagement of Family Members
� Improve the quality of interactions and conversations by formulating a constitution – a 

series of policies that collectively guides you in reaching decisions about business 
leadership transition and the estate plan of the senior generation. Encourage constructive 
discussions on prominent topics to obtain council endorsement of business policies, 
including employment standards for the next generation, the succession process and 
career development provisions for family employees. Consider the acumen and support 
of an experienced psychologist or transition specialist when outside facilitation is required 
to help your family members talk productively and stay connected with each other.

� Plan a responsible policy in advance to weather unforeseen circumstances, such as the 
death of your family’s patriarch or sale of a business.

� Prior to putting policies in place, communicate your perspectives and unique viewpoints 
at family meetings, the most likely forum for prolonged and in-depth communication 
between generations. By sharing information about financial wealth, you can assist in 
reconciling possible differences of opinions, as well as enable the next generation to 
feel comfortable about participating in the family business.

Mentor Your Heirs with Financial Education and Philanthropy to be Competent
Stewards of Their Inheritance

� Can your wealth be a resource that consistently flourishes over generations while having 
a positive impact on those who use it? Highlight the meaning of philanthropy as a cohesive 
learning tool for the operation of diverse family enterprises, such as endowments.

� How are you going to financially educate 
children and grandchildren to make 
informed decisions around money matters, 
philanthropy and their legal affairs? Grow 
the intellectual capital of your younger 
generations and mentor them by teaching 
vital financial skills, such as understanding 
credit card statements and tracking online 
savings accounts. (Family Governance 
Essentials for Successful Wealth Planning; 
March 5, 2012; www.FPAnet.org)

When we ask the hardest and most essential
questions of our wealthiest clients and families,
we discover, it is truly not about the money. We
discover this most rewarding part of the
planning process, we learn what people want
to preserve – besides financial wealth – and
how they can enhance each family member’s
growth.

Here Are Some of Those Tough Questions that Doug Freeman, JD, LLM Asks His
Clients

� How much is enough?
� When do you stop accumulating and start to give back?
� How do I keep wealth from poisoning worth?
� Are “fair” and “equal” the same?
� Are family members who are in the family business entitled to a greater share of 

ownership?
� Have family business policies been clearly articulated and documented?

Legacy Families Enjoy and Celebrate…
� Shared values
� Effective communication
� A process for collaborative decision-making
� Conflict resolution skills
� Diversity
� Managed expectations
� Financial competency
� Generational leadership and governance
� A model of work ethic that is focused on achievement
� Accountability
� Heritage and traditions
� Expressed gratitude
� Fun and laughter

How you leave your wealth is as much a reflection of who you are as how you earned it,
and likely to be remembered a lot longer. Seek the collaborative advice of qualified financial,
legal and tax professionals to help you coordinate multifaceted planning with family
governance. By educating your family on the essentials of the governance process, you can
clearly prioritize needs in order to strategize the most appropriate and flexible structure
embraced by members of current and future generations.

You and your family do stand for something. After all, what will your legacy be and what
will you be leaving to your family and future generations?”

Special thanks to the following who helped develop this article:
Andi Y. H. Kang, CFP®, Crown Wealth Management, Costa Mesa, CA
Wil Smith, CFP®, Prudence Estate and Investment Advisory, Rancho Santa Margarita, CA 
William Cuthbertson, MBA, EA, CFP® Fiscalis Advisory, San Juan Capistrano, CA
Howard Erman, CFP®, EA, Erman Retirement Advisory, Seal Beach, CA
Douglas K Freeman, J.D., LL.M., Senior Managing Director, First Foundation Advisors,  

Irvine, CA
Lee Hausner, Ph.D., Senior Managing Director, First Foundation Advisors, Irvine, CA
Arthur L. Salazar, CPA, MBT, Bezich, Urquidez and Salazar, Long Beach, CA

For more information, contact FPA of Orange County at 2549-B Eastbluff Drive #220,
Newport Beach, CA 92660-3500, 877.622.3729, or admin@fpaocc.org.

The Financial Planning Association®

The Financial Planning Association® (FPA®) is the largest membership organization
for CFP® professionals in the U.S. and also includes members who support the
financial planning process. Working in alliance with academic leaders, legislative and
regulatory bodies, financial services firms and consumer interest organizations, FPA
helps connect all in our membership through a variety of unique and compelling ways.
FPA members adhere to the highest standards of professional competence, ethical
conduct and clear, complete disclosure to those they serve. FPA membership consists
of CERTIFIED FINANCIAL PLANNER™ professionals, educators, financial services
professionals, students and more.

FPA® of Orange County is the leading community that fosters the value of financial
planning, while also advancing the practice and profession of financial planning.
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ed Five Security is an established leader in the security industry. We pride
ourselves in being able to solve estate, travel and family security challenges with
creative and cost-effective solutions.

Our experts have extensive experience in security operations and intelligence,
security design and engineering, threat and vulnerability assessments, and investigations.
Our personnel have trained corporate and government security professionals around the
globe and understand the importance of discretion. The team includes experts from the
U.S. Secret Service; the Federal Bureau of Investigation; the Central Intelligence Agency,
and the Departments of State, Defense and Energy, as well as accredited security design
specialists from the commercial security industry.

Our clients include high net worth families; Fortune 100 companies; local, state and
federal law enforcement officials; military and intelligence organizations; and members of
the diplomatic community. Our combined experience gives us a deep understanding of
today’s threats and the countermeasures required to defend against them. We understand
the importance of best security practices in all aspects of life – from business enterprises to
personal and family security – and we offer bespoke solutions to our clients’ unique and
constantly changing security needs – here in Orange County as well as wherever in the
world our clients find themselves.

For a complimentary consultation, please call 888.RED.5007.

R
Proactive, Proven and Private

ach stage of life presents different financial opportunities and challenges. And each
person’s path to financial maturity is unique. Yet there are a few general guidelines
to follow that can ease your way. The tips below can both help you make smarter
personal financial decisions and help you navigate obstacles to building wealth as

you graduate college, marry and eventually prepare for retirement.

In Your 20s
The majority of college graduates today that have yet to earn their first dollar owe

thousands in student loans. How best to manage this challenge?
First, put your student loans on autopilot. Instead of having to remember to write that

check every month, have it deducted automatically so that it comes out before all other
expenses. This prevents you from getting used to the totality of your net paycheck.

Second, live within your means. Too often, experts see young people adding to their debt
by spending beyond what comes in on a monthly basis. If you live beneath your means,
you can afford to make your student loan payments, pay rent, have some money for basic
living expenses and, best-case scenario, save a little.

Finally, build a rainy-day fund. Let’s face it – when you’re new to the workforce, you’re
usually the first to go in the face of layoffs. The best way to avoid having to go back to mom
and dad is to build a reserve fund equal to three to six months’ worth of living expenses.
This should buy you enough time to find a new job and get resettled.

In Your 30s and 40s
For most of us, the biggest changes occur in our 30s and 40s: marriage, first home, kids.

The first priority? Increase monthly savings to nonretirement accounts, retirement accounts
and college savings accounts. Investing smaller amounts sooner will prevent you from
having to make big deposits (and bigger sacrifices) later. Don’t forget to diversify and
rebalance investments regularly.

Next, while they may not be the most popular of financial products, life and disability

E
Wealth Tips: Making Smart Financial Decisions at Every Age

by Corinne Baughman, Partner, Moss Adams LLP and Jason Romano, Principal, Moss Adams Wealth Advisors LLC

Corinne Baughman
Corinne Baughman has over 20 years of experience providing

tax and business succession services to public and private
businesses as well as high net worth

individuals. You can reach her at
949.221.4048 or

corinne.baughman@mossadams.com.

Jason Romano
Jason Romano has been providing

integrated wealth management services to families and
individuals since 1994. You can reach him at 310.295.3731 or
jason.romano@mossadams.com.

insurance can protect a family should the unfortunate occur. With so many options and
tools to calculate actual need, gone are the days of not knowing how much coverage to
purchase.

Finally, set up a living trust. This should include a will, a durable power of attorney, a
health care directive and a successor trustee (the person or people responsible for looking
after your assets and any minor children). It will cost a few thousand dollars, but the
financial benefits far outweigh the cost – not to mention the emotional challenges families
face when a trust doesn’t exist.

In Your 50s and Beyond
Once you hit 50, the idea of retirement becomes more real. Will you have enough to live

comfortably?
First, reevaluate your savings and investment accounts and consider protecting principal

by reducing your allocation to stocks and increasing your bond allocation. In addition, if
you’re like most people, you’ve opened several accounts over the years and established
relationships with multiple advisors. Consolidating accounts and advisors will allow for a
more organized investment strategy.

Finally, review your life insurance: It may no longer be needed or the need may be
reduced. Additionally, seeing what can happen to an elderly parent always motivates
people to start looking at long-term care insurance, since the majority of those costs aren’t
covered by traditional health insurance. And once again, it’s wise to check with your estate
planning attorney to ensure your plan is up to date and takes into consideration all the
changes that may happen over the course of the next 20 to 30 years.
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he American Taxpayer Relief Act of 2012 provided an
unexpected windfall to estate planners and their clients – a
permanent change to exemptions for estate, gift and
generation-skipping tax ($5 million per person), an indexing of
those exemptions, a fixed tax rate (40 percent) and portability of

a deceased spouse’s exemption.
However, the Obama administration 2014 budget proposal and the

companion Treasury Department Greenbook explanation contain two
significant surprises. First, the administration proposes returning estate,
gift and generation-skipping exemptions and rates to 2009 levels for tax
years beginning in 2018. Second, for the first time in many years, there
is no proposal to disregard valuation discounts applicable to certain restrictions on
transfers of interests in family controlled entities.

The IRS has for several years maintained that it has the authority to restrict or eliminate
family valuation discounts by regulation. Since 2003, the Treasury-IRS Priority Business
Plan has included issuing new rulings or regulations to limit valuation discounts pursuant to
Section 2704 of the Code. The absence of this proposal in the 2014 Greenbook portends
the issuance of proposed regulations, and it may be a “death knell” for family discounts.

Unexpected Loss of Family Discounts
Certain political and legal factors suggest that such regulations could be issued at any

time, effective on the date of publication. President Obama has promulgated the “We Can’t
Wait” doctrine to justify extensive regulatory actions and bypass Congress. “Millionaires
and billionaires” are often cited as able to bear more of the needed tax increases and they
are the exclusive users of intra-family valuation discounts.

Application to Traditional Discount Planning
If assets are held in an entity such as a partnership, LLC or corporation, traditionally

accepted valuation principles permit an interest in the entity holding the assets to be

T
The Death Knell for Family Discounts?

by Gordon A. Schaller and Scott A. Harshman, Jeffer Mangels Butler & Mitchell LLP

discounted in determining its fair market value for estate and gift tax
purposes. These discounts (for lack of marketability and minority
interest), determined by appraisers and confirmed in numerous
decisions of the Tax Court and Federal appellate courts, often range
from 30 percent to 40 percent or more.  Such discounts greatly increase
the wealth transfer opportunity to family members. 

Do Your Planning Now
There are many other estate and related income tax planning

strategies that could be affected by features of the Obama administration
2014 budget. Those in which Congress can be bypassed are in jeopardy

and therefore wealth transfer planning with valuation discounts should be done now.

Gordon Schaller
Gordon Schaller is a prominent Orange County tax and

estate-planning attorney. A partner at Jeffer Mangels Butler &
Mitchell LLP, Gordon focuses his practice on taxation issues,
estate planning, business succession, charitable and wealth
management services, and trust and estate litigation. His 30
years of experience in wealth management and his intimate
knowledge of financial, estate and tax structures, helps him
add value to every client’s unique situation. Contact Gordon at
949.623.7222 or GSchaller@jmbm.com.

Scott Harshman
Scott Harshman is an experienced tax and estate-planning

attorney in Orange County. A partner at Jeffer Mangels Butler
& Mitchell LLP, he has extensive experience in tax, trust and
estate matters, and business planning for high net worth
individuals, including wealth transfer planning, income tax
planning, corporate and partnership taxation, business
succession planning, and international estate and tax planning.
Scott also has expertise in the structure and formation of
nonprofit entities. Contact Scott at 949.623.7224 or
SHarshman@jmbm.com.

About Jeffer Mangels Butler & Mitchell LLP
Jeffer Mangels Butler & Mitchell LLP (JMBM) has one of California’s most active

trusts and estates practices in full-service law firm. Our trusts and estates attorneys
focus on estate planning, wealth transfer planning, trust administration and the
resolution of trust disputes. Our clients include individuals, family offices, and public
and private charitable organizations. From our offices in Irvine, Los Angeles and San
Francisco, we serve our clients’ interests worldwide. For more information go to
www.JMBM.com.
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esearch suggests that the odds of sustaining wealth
across generations are as low as 30 percent.1
Surprising to some, this research shows that less
than 3 percent of these failures stem from poor
estate planning or poor investment returns. This

implies that there are other circumstances that have a far
greater impact on the ultimate success of wealth transfer.

The Family Office Approach
In the 1800s, prominent industrial families such as the

Rockefellers and Carnegies who had amassed great wealth
established “family offices” to address their concerns of
sustaining family wealth. For the original families like Ford,
Du Pont, Carnegie – and others today – the family office is
the highest stage of wealth management. Its structure is
centered on what many families have found to matter above
all: uniquely talented people, aligned without conflict, for the
most individualized attention built on relationships of trust.

The family office views wealth management as part of a multidimensional system with a

R
Sustaining Family Wealth

multi-generational outlook. Success comes by leveraging
the key forms of family capital – financial, intellectual and
human in key decisions. Its services include all phases of
investing, tax and estate planning, and risk management,
along with family governance, family philanthropy, family
engagement and more. It’s not just the range of services,
but the integration of those services within trusted
boundaries that is at the core of family office wealth
management.

Wealth Without Worry
At GenSpring Family Offices, we are passionate about

what we do. It is our desire to provide wealth without worry.
Experience tells us that successfully doing so requires that
we do more than just invest money. We categorize the
universe of wealth management into 10 distinct elements:
Investments, Lifestyle, Taxes, Expense Management,
Education, Governance, Philanthropy, Estate Planning,

Fiduciary Services and Document Management. There is no “one size fits all” solution and
GenSpring clients can create their own
family office specifically tailored to meet their
goals and objectives. By offering these
choices, GenSpring gives wealthy individuals
and families options to determine how best
to manage the financial complexity in their
lives.

What’s Important to You?
While our clients are all unique, the one

thing they have in common is a focus on
sustaining their family wealth. For the families
we serve, tax planning involves more than
filling out a tax return; estate planning is more
than writing a will; and philanthropy is more
than simply writing a few checks every
December. For the families we serve, these
and other aspects of wealth are connected.
They can have a dramatic impact on each
other and lead to financial disaster or
seemingly unlimited opportunities. And, for
the families we serve, money is about more
than what it can buy.

We spend countless hours preparing
family members for life with wealth. We
teach 16-year-olds about credit cards and
55-year-olds how to be a good trustee. We
explain prenuptial agreements, governance
structures, life insurance, trusts, hedge
funds...and far more. We help families learn
to talk about their money. We constantly
work to prevent all of the unintended
consequences of wealth. We do these things
because our values tell us they are important
to us. We do these things because the
families we serve tell us they are important to
them. What’s important to you?

1 Source: Preparing Heirs, Roy Williams and Vic
Pressier, 2003. A wealth transfer failure is defined
as “the involuntary removal of assets from the
control of the beneficiary.”

Patricia M. Soldano
Chair – Western Region

Patricia M. Soldano has spent over 25
years managing family offices and is chair
of the Western Region for GenSpring
Family Offices, a leading multi-family
office with over $15 billion in assets under
advisement that is dedicated to helping
families sustain their
wealth for
generations.

Ms. Soldano is
active in the Orange
County community,
she serves on the
Advisory Board of the
Paul Merage School
of Business at UC
Irvine and is the
current co-chair of its Center for
Investment and Wealth Management, a
board member of “The Trusteeship”
(International Women’s Forum, Southern
California) and a Member of the Women’s
Philanthropy Fund of Orange County
United Way. Contact Ms. Soldano at
Pat.Soldano@GenSpring.com or
714.641.1402. For more information, visit
www.GenSpring.com.
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hat started as a one-week pilot program on financial literacy has blossomed into
a highly sought after summer residential for underserved 8th and 9th grade girls
from the Southern California area. This year will be no exception as the Center
for Investment and Wealth Management (CIWM) at UC Irvine’s Paul Merage

School of Business gets underway with plans for the third annual Financial Literacy
Summer Residential scheduled to take place August 4 through August 10.

“The primary purpose of our Financial Literacy program is to provide a foundation of
financial knowledge, while creating an enjoyable environment and summer experience for
our students,” said Lee Anne Maki, associate director for the CIWM at the Merage School.
“Since we launched this program in 2011, it has been a tremendous success, each year
exceeding our expectations and those of the truly fantastic kids who attend.”

The Financial Literacy
Summer Residential
Program was designed to
instill a strong desire for
understanding financial
matters, encourage admission into a four-year college or university, and inspire confidence
and success in all areas of life. The program was established by Mark Moehlman,
managing director for Beacon Pointe Wealth Advisors and founding chair of the CIWM at
the Merage School.

“It is alarming to me that to this day students receive little to no formal training in money
management. In fact, many of those we’re targeting with this new camp will be the first in
their families to go to college,” said Moehlman. “I have a special place in my heart for the
plight of our youth who do not know how to handle money and I’m thrilled this program has
become so successful.”

Last year, students in the program had the opportunity to tour Taco Bell headquarters and
the trading floor at PIMCO. They even had lunch in the county courthouse and experienced
an in-chambers meeting with Justice Frances Munoz, the first female Latina Judge in the
U.S., and her brother and fellow Judge Greg Munoz. Upon visiting the Charles Schwab®
Corporation, all of the students had the opportunity to open accounts and purchase stock(s)
they chose from their in-class presentations. The accounts were funded on their behalf by
Financial Literacy program sponsors. The program itself was made possible by generous
donations from companies including Experian, GenSpring Family Offices, Hyundai, Merrill
Lynch, Opus Bank, PAAMCO, Walmart and Women Helping Women/Men2Work.

“Many of our sponsors have returned to support this special program once again.
However, we are always looking for new businesses and individuals to get involved, support
the program and students, and offer their facilities for some of our workshops and
educational experiences,” said Maki.

Each year, potential candidates for the Financial Literacy program are referred by partner
organizations. The number of organizations has doubled since the inception of the program
and now includes Big Brothers/Big Sisters, El Viento, El Sol, Kidworks, Operation Jump
Start, Project Hope, Wooden Floor and the Santa Ana Unified School District. The program
has experienced an increase in applications each year from students in Orange, Los
Angeles and Riverside Counties. This year, 30 girls will be chosen to participate in the
program which covers basic budgeting, banking, credit and financial market
comprehension. Many of these essential life skills are not readily available to most youth.
Classroom speakers and workshops are augmented by field trips, corporate visits and
cultural events highlighting the college experience.

“There is much that can be accomplished when the mission and the inspiration is clear,”
said Andy Policano, dean of The Paul Merage School of Business at UC Irvine. “The
Merage School takes pride in its mission to enhance socially responsible growth, whether
that is to our students or to our community The Financial Literacy program provides a
unique way for the business community to help provide essential education and skills to
deserving teens. The results, so far, have been inspirational. Graduates from this program
have a newfound support network and are encouraging each other as they research
colleges. We look forward to welcoming the next class to the campus this August.”

For companies and individuals who wish to get involved or help sponsor a student
contact Lee Anne Maki at lmaki@uci.edu or call 949.824.8470. To learn more about the
program, visit merage.uci.edu/go/literacy.

W

Financial Literacy Residential 
Continues to Pay Dividends

Growth continues as program for underprivileged
teens enters its third season

Participants in the 2012 Financial Literacy Summer Residential took part in exciting field
trips to businesses like Taco Bell headquarters and the trading floor at PIMCO.
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am frequently asked “what entity is best to own investment real estate?” The answer
for both income tax and estate tax planning is fairly easy.

We don’t recommend owning real property in a “c” corporation. A c corporation is
taxed at the entity level, so income earned by a c corporation is taxable to that
corporation which, unlike individuals, do not have a preferential tax rate for capital

gains. There is also the issue of double taxation but that’s another discussion. From an
estate tax perspective, if a shareholder dies, their tax basis in the
corporation receives a step up in value but the assets of the
corporation do not. More about this later.

An “s” corporation is better for holding real property. Income from
an s corporation flows through and is taxed to the shareholders. This
provides a better tax rate on property sales since the shareholder is
taxed at a lower capital gains tax rate for federal purposes. But for
estate tax planning purposes, an s corporation has the same tax
basis problem as a c corporation. So if the property is sold after the
shareholder’s death, the gain on the sale is based on historic cost
and flows through to the shareholder’s estate or beneficiaries. In
order to benefit from the step up they have to dissolve the s
corporation to incur a capital loss in the same year as the property is
sold. Wait too long and there’s a capital gain in one year, potentially with a tax hit, and a
capital loss in the next year that might have limited benefit.

A partnership produces a better result from both an income and estate tax perspective. A
partnership does not pay income tax, income flows through to the partner and assuming
the partner is an individual, is taxed at the lower capital gains rate. Unlike a corporation, if a
partner dies, the partnership can elect to “step up” that partner’s tax basis in the
partnership’s assets. This is especially beneficial for real property because when sold, the
estate or beneficiaries will have a lower gain and won’t have to worry about liquidating their
interest in the partnership to incur a loss to offset the gain. In particular, we advise using a
limited liability company which is a partnership that provides additional protection to the
partners.

For any questions, please call Sherry Radmore, CPA at 714.569.1000.

I
Structuring Your Real Estate Investments

Radmore

t WealthWise Financial Services, we work with families, executives and business
owners as they are approaching an exit strategy. With over 10,000 people per day
turning age 65 for the next ten years, pre-retirees are facing one of the most
important decisions of their adult life – When and how will I transition to the next
chapter? We work with our clients to answer that question and assist them in the

process.
“We help our clients integrate their wealth and their values so that their values and wealth

outlive them,” says Loreen Gilbert, president of WealthWise Financial Services. Everyone
is unique in their goals and values and how they want to live out their next chapter in life. It
may mean transitioning the business they built to the next generation, or transitioning from
a career to a volunteer, or it may mean more time with family and traveling the world.

Our clients enjoy pursuing their passions while we take the worry, fear and concern out of
financial planning, retirement plan consulting and wealth management. As part of our
financial planning and wealth management process, we implement financial strategies to
maximize the latter working years; we position portfolios for distributions vs. accumulation;
and we discuss how to avoid pitfalls in retirement planning. As part of our retirement plan
consulting services, we review existing retirement plans and act in a co-fiduciary capacity.

In order to find the best solutions for our clients, we work collaboratively with other
business advisors such as CPAs, third party administrators and estate planning attorneys.
We work with existing advisor relationships and we can recommend adding advisors as
necessary.

We welcome the opportunity to discuss how we can help you reach your goals. Call our
office at 949.748.1177 for the complimentary brochure “Getting the Most from Social
Security.”

A
Avoiding Pitfalls in Retirement Planning

Loreen Gilbert
Loreen Gilbert, CIMA, AIF, CRC, CLTC is a Registered

Representative with and securities and financial planning are offered
through LPL Financial, a Registered Investment Advisor. Member
FINRA/SIPC.

id you realize that you may lose almost 20 percent of your after tax returns on your
investment portfolio with the recent tax law changes? Our tax sensitive investors are
spending much more time reviewing tax management techniques as a way of
maximizing the returns on their well-allocated portfolios.
The Triple Tax Whammy in California

The highest marginal federal income tax rate went up from 35 percent to 39.6 percent. This is
the rate that applies to ordinary income taxes and to short-term capital gains. In addition, capital
gains tax rates increased from 15 percent to 20 percent. On top of those two taxes, an additional
3.8 percent Medicare tax applies to both rates for most successful business owners in the
Southland who are in the highest marginal income tax bracket. In California, the highest marginal
state income tax rate is another 10.3 percent. Everything over $93,532 (for couples) is taxed at
9.3 percent or 10.3 percent, so you can assume at least 9.3 percent state tax for nearly
everyone reading this article. This means that investment gains will be taxed at something
between 33.1 percent (20 percent fed + 3.8 percent Medicare + 9.3 percent CA) on the low end
and 53.6 percent (39.6 percent fed + 3.7 percent Medicare + 10.3 percent CA) on the high end.
Who Pays 53 Percent Tax?

With historically low interest rates, few investors are looking at bonds as a significant part of a
portfolio. Hedge fund investors are attracted to the combination of upside potential and capital
preservation. However, much of the gain in hedge funds can be subject to this higher tax rate.

Another issue could be depreciation recapture (taxed at the highest rates) in Real Estate
Investment Trusts (REITs) and in oil and gas partnerships. If there has been a substantial
amount of depreciation (which is tax deductible when you take it), a sale of the underlying asset
could trigger depreciation recapture and a 53.6 percent tax liability. If 53.6 percent of your gains
could potentially go to taxes, you may want to take a very serious look at HOW the investment
manager is managing money and mitigating risk. This is a much different approach than just
looking at gross returns of a manager or fund.

High tax rates aren’t reserved for alternative investments. Even before the 2013 tax increases,
Morningstar reported that between 17 percent and 44 percent of investment gains in mutual funds
went to federal taxes. When you consider the higher rates in California and the addition of 3.8
percent Medicare tax, these 33 percent – 53 percent rates seem to apply to most investments.
Conclusion

If you don’t thoughtfully consider the tax implication on your investment portfolio, you may
unnecessarily throw away millions of dollars that could have gone to your retirement. Individually
managed accounts and private placement vehicles are just two tools that may help you avoid
this tax trap.

For more information, contact Chris Jarvis at 817.749.5000 or Danniel J. Wexler at
949.475.5488 or djwexler@cbbank.com.

CitizensTrust is a registered trademark of Citizens Business Bank. The information provided is an opinion and not
investment advice. The information is not offered with a product or service. This information is not intended to be a substitute
for specific tax, or investment planning advice. We suggest that you discuss your specific questions with your qualified tax,
legal or investment advisor.

D
2013 Tax Law and the Hidden Threat to

California Investors
by Christopher Jarvis, MBA, CFP® and Danniel J. Wexler, JD
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