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INDEX

A

accelerated deductions, 256–257
accounting methods, 227–228
accounting periods, 227
adjusted gross estate, 373
adjusted gross income (AGI), 219
adjusted taxable gifts rule, 374
adoptions, 410
advance medical directives (e.g., living wills), 360
after-tax return, 169
after-tax yield, 169
agency, 40–41
alternative investments, 156–157
alternative minimum tax (AMT), 252–256
alternatives to compensate for projected cash-flow shortfalls,

286
alternative valuation date, 408
american depositary receipts (ADRs), 151
amortization, 243
amortization and accretion, 238–240
amt planning strategies: incentive stock options, 255–256
analysis and evaluation of risk exposures, 61–75
annuities, 104–107
anomalies, 178–179
appraisals, 269
appropriate assets for tax-advantaged versus taxable accounts,

184
appropriate benchmarks, 182
appropriate gift property, 361–362
arbitrage pricing theory (APT), 198
asset allocation and portfolio diversification, 196–197
asset-backed securities, 145
asset pricing models, 197–198
assumptions for retirement planning, 284
audits, 214
authority to represent the clients before the IRS (Circular 230),

214
automobile and recreational vehicle, 70–73

B

bankruptcy, 42–43
banks, 16
bargain sales, 251
basis, 238–240
behavioral finance, 179
beneficiary considerations, 334–335

benefit amount, 80
benefit calculations, 289
benefit period, 79
beta, 163
binomial option pricing, 198
Black-Scholes option valuation model, 198
bond and stock valuation methods, 169–176
bond convexity, 170–171
bond duration and convexity, 169–170
bonds, 183–184, 186–187
book value, 175–176
boot, 245–247
brokerage companies, 17
budgeting, 11
budgeting strategies, 11–12
business, 11
business agreements. See business uses of insurance
business cycles, 28–29
business disability coverage. See also group disability insurance
business entities, characteristics and income taxation of,

231–235
business law, 38–42
business overhead expense insurance, 99
business risk, 159
business’s objectives, 321–323
business uses of insurance, 98–99
buy and hold, 190
buy-sell agreements, 98
buy versus lease/rent, 15–16

C

cafeteria plans and flexible spending accounts, 122
capital asset pricing model (CAPM), 197–198
capital assets (Section 1221), 248–249
capital gain versus ordinary income, 184
capitalized earnings, 171–172
capital market theory, 177
care of client’s dependents, 368–369
care of person and property, 369–370
carryover periods, 268
cash and equivalents, 142–143
cash flow management, 11–13
CFP BOARD’s code of ethics and professional responsibility

and disciplinary rules and procedures, 3–9
CFP BOARD’s financial planning practice standards, 9–10
change in accounting method, 229
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charitable contributions and deductions, 266–270
charitable contributions by business entities, 270
charitable gifts, 258
charitable lead trusts, 384–385
charitable remainder trusts (CRTs), 383–384
charitable transfers, 383–386
children of another relationship, 409
civil fraud, 215
classification, 378
COBRA (Consolidated Omnibus Budget Reconciliation 

Act of 1985), 120–121
code of ethics, 4–9
code of ethics and professional responsibility, 4–9
coefficient of determination (R2), 161
cohabitation, 410
collateralized mortgage obligations (CMOs), 146
commercial general liability insurance, 73–74
common law versus community property, 354
company selection, 102–103
complex trusts, 237
compliance, 37
computations, 261
conservatorships, 368–369
consumer protection laws, 14–15, 42–45
continuance and portability, 77
contracts, 38–40
contractual provisions, 88–90
contributions and transfers, 383
controlled groups, 305
control of volatility, 197
corporate bonds, 147
correlation coefficient (r), 160–161
cost-benefit analysis, 102
cost of coverage, 78
covariance, 163
coverage provided by parts a and b, 77–78
credits, 374–375
credit unions, 16
criminal fraud, 215
current yield, 168

D

death (final income tax return), 262–263
death benefits, 96
debentures, 147–148
debt management ratios, 12–13
deduction limitations, 266–268
deductions and credits, 396
deductions from the adjusted gross estate, 373
deferral and minimization of estate taxes, 396–397
deferral of income, 257–258
defined benefit plan, 325
dependents with special needs, 23
depreciable property, definition of, 240
depreciation/cost recovery concepts, 240–241
depreciation limits, 240

depreciation recapture, 250
disability, 23
definitions of, 79
disability income insurance, 100–101
disability income insurance (individual), 79–81
disability insurance. See also disability income insurance 

(individual)
disciplinary rules and procedures, 10
disposition of passive activities, 262
distribution and life expectancy considerations, 335–337
distribution of returns, 160
distribution rules, alternatives, and taxation, 325–339
dividend growth models, 172–173
dividends, 95
divorce, 21–22, 264–266
DOL regulations (ERISA of 1974), 320
duration of coverage, 102
duties of fiduciary, 405

E

economic indicators, 27–28
education planning, 18–22
efficient market theory (EMH), 177–178
election of distribution options, 328–331
election to include in gross income in the year of transfer 

(Section 83(b) election), 127, 129
elimination period, 80
emergency fund planning, 12
employee benefit analysis and application, 120
Employee Retirement Income Security Act (ERISA),

318–320
employee stock options, 124–127
employee stock purchase plans (ESPPs), 128–129
employer and employee split (share) the premium, 99
entity types, 231
ERISA of 1974, 320
estate freezes, 389–390
estate income tax, 237–238
estate planning documents, 358–359
estate planning for nontraditional relationships, 380–381,

409–410
estate tax calculation and compliance, 371–375
estimated payment, 227
exchange rate risk (currency risk), 159
executive/owner benefits (Section 162), 99
expected rate of return, 167

F

factors affecting qualified plan contributions or benefits,
302–304

federal income, gift, and estate implications, 400–402
fiduciaries, 405–406
fiduciary liability, 42
fiduciary obligations, 320
filing requirements, 213–214, 365
filing status, 215–217

446 Index

JWBT073-ind.qxd  3/24/09  10:03 PM  Page 446



Index 447

financial aid, 21–22
financial needs, 286
financial planning for special circumstances, 21–22
financial planning process, 2
financial risk, 159
financial services regulations and requirements, 33–37
financial statements, 10–11
financing strategies, 13–16
fiscal policy, 25
flow through of income and losses to corporations, 232–233
flow through of income and losses to partnerships and 

s corporations, 233–234
foreign bonds, 148
formula investing, 191–192
fringe benefits, 123
function, purpose, and regulation of financial institutions,

16–17
fundamental analysis, 179–180
funding, 18
funding methods, 132–133
funding strategies, 18
futures, 157–158
future value (fv), 31

G

general and special (limited) powers, 376–377
general issues, 236
generation-skipping transfer tax (gstt), 402
geometric versus average return, 164–165
gift and estate taxation, 387–389
gift giving, techniques for, 361
gifting as a planning strategy, suitability of, 361
gifting strategies, 361–365
gifts of present and future interest, 362–363
gift taxation and compliance, 365–368
grantor retained annuity trusts (GRATs), 382
grantor retained income trusts (GRITs), 381–382
grantor retained unitrusts (GRUTs), 382
grantor trusts, 236
gross estate, 371–373
gross income, 217–218
group disability insurance, 119
group life insurance, 116–119
group medical insurance, 119–121
guaranteed investment contracts (GICs), 153
guardianships, 368–369

H

health insurance, 101
health insurance and health care cost management (individual),

75–78
Health Insurance Portability and Accountability Act (HIPAA),

121–122
health maintenance organization (HMO), 76–77
hedge funds, 155

hedging and option strategies, 194–196
holding period, 249
holding period return, 167
hospital, surgical, and physicians’ expense insurance, 75

I

illustrations, 91
impact of the gstt on lifetime transfers, 403–404
imputed interest, 218–219
incapacity planning, 368–371
incentive stock options (ISOs), 125–126
income sources, 284–286
income taxation. See income taxation of life insurance
income taxation of life insurance, 95–97
income taxation of trusts and estates, 236–238
income tax charitable deduction limitations, 386. See also

charitable contributions and deductions
income tax fundamentals and calculations, 215–228
income tax implications, 117–119, 120, 127
income tax law fundamentals, 212–213
index securities, 153
individual, 63–70
Individual and corporate AMT, 252–254
individual stocks, 149–151
industry ratings, 103
inflation, deflation, and stagflation, 28–29
installment sales, 229–231
insurance companies, 17
insurance needs analysis, 99–101
insurance policy and company selection, 101–104
Integrated with Social Security, workers’ compensation, or

other income, 119
Integration with Social Security/disparity limits, 300–302
interest rate risk, 158–159
internal rate of return (IRR), 32–33, 167
intrafamily and other business transfer techniques, 398–402
intrinsic value, 175
inventory valuation and flow methods, 231
investment considerations for retirement plans, 323–324
investment manager risk, 160
investment policy statement, 181–182
investment risk, types of, 158–160
investment strategies, 189–196
investment theory, 176–179
investment vehicles, characteristics, uses, and taxation of, 142–158
investment vehicles listed as most risky to least risky, 142
involuntary conversion (Section 1033), 247–248
IRD assets, 406
IRD income tax deduction, 406
itemized deductions, 220–224

J

job change and job loss, 23
joint tenancy with right of survivorship (JTWROS), 355
junior stock, 127–128
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K

key employee life insurance, 99
key factors affecting plan selection for businesses, 321–323
kiddie tax, 225

L

legal aspects of insurance, 58–60
leverage, 192–194
liabilities, 62–63, 245
liability insurance, 101
life insurance, 99–100. See also use of life insurance in estate

planning
allowed in QRP if the benefits are “incidental” to the overall

plan, 325–328
life insurance (individual), 82–95
life insurance trusts, 387
lifetime planning techniques, 397
limitations on the valuation of remainder interests of qualified

interest trusts, 382
limited partnerships, 155
liquidity risk, 159–160
living wills, 360
loans from qualified plans, 304–305
long-term care insurance, 101. See also long-term care 

insurance (individual) features of a good long-term care
policy, 370

long-term care insurance (individual), 81–84
long-term contracts, 229
long-term versus short-term debt, 13
losses, 235

M

major medical insurance and calculation of benefits, 75–76
marital agreements, 361
marital deduction, 394–396
marital deduction and bypass planning, 396
market indicators used in technical analysis, 181
market risk, 159
market timing (active investing), 189
marriage, 263–264
measures of investment returns, 164–169
medicaid planning, 370–371
medicare, 77
medicare limitations, 82–84
methods of property transfer at death, 356–358
modern portfolio theory (MPT), 176–177
modified accelerated cost recovery system (MACRS), 241–242
modified endowment contracts (MECs), 96
monetary policy, 25–27
monetary windfalls, 23
mortgage financing, 16
mortgage pass-through securities, 146
multiple properties, 245
municipal bonds, 147
mutual fund companies, 17

mutual funds, 184–185
mutual versus stock, 104

N

natural resources, 157
needs analysis, 17
negligence, 215
negotiable instruments, 40–41
net present value (NPV), 32
net unrealized appreciation, 184
nondeductible contributions, 268–269
nonforfeiture option:, 90
nonqualified deferred compensation, 130–133
nonqualified stock options (NSOs), 126
nontraditional families, 23

O

open-end mutual funds, 152–153
operation of law (title), 357
ordinary annuity and annuity due, 31–32
original basis, 238
other employee benefits, 122–124
other tax-advantaged retirement plans, 305–318
other types of charitable gifts, 386
ownership and beneficiary designation, 387
ownership of assets, 19
owner’s personal objectives, 321

P

partial interest gifts to charity, 268
participating or nonparticipating, 102
passive activity and at-risk rules, 259–262
passive investing (indexing), 189
payment of tax, 227
penalties, 215
performance measures, 187–189
phantom stock and other employee stock plans, 128
planning strategies for employees with both incentive stock op-

tions and nonqualified stock options, 126
policy ownership issues and strategies, including split-dollar,

94–95
policy replacement, 91–92
policy types, 82–88
political risk, 160
pooled and managed investments, 152
pooled income funds, 385
portfolio development and analysis, 179–189
portfolio immunization, 190
postmortem estate planning techniques, 407–409
postmortem planning techniques. See postmortem estate plan-

ning techniques
powers of appointment, 376–378
powers of attorney, 359–360
preferred provider organization (PPO), 76
present value, 31
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price/earnings/growth (PEG), 175
principle, rules for, 4–5
principles, 4–5
principles of risk and insurance, 56–60
private foundations, 385
privately managed accounts, 156
private placement, 155
probability analysis, including monte carlo, 182
probate process, 356–357
professional liability, 74–75
prohibited transactions (between a retirement plan and a 

disqualified person/party), 320–321
promissory notes, 148
property, 61–62
property insurance, 101
property of the estate, 43
property titling, characteristics and consequences of, 354–356
provisions, 80–81
purchasing power (inflation) risk, 158

Q

QTIP planning and the prior transfer credit, 395
qualified disclaimers, 407
qualified domestic relations order (QDRO), 337–338
qualified entities, 266
qualified interest trusts, 381–382
qualified personal residence trusts (QPRTs, or house-GRITs),

382
qualified plan coverage and eligibility requirements, 298–300
qualified plan rules and options, 298–305
qualified plans, types of, 292–298
qualified plan vesting schedules, 290–291
qualified retirement plans, 43
qualify for a charitable income tax deduction. See charitable

contributions and deductions
qualifying transaction, 243–245
quantitative investment concepts, 160–164

R

rate structure, 236
ratio analysis, 174
real (inflation-adjusted) return, 166
real estate, 154
real estate exceptions (active participation), 262
real estate investment trust (REIT), 154
rebalancing, 197
registration and licensing, 34–37
regulatory considerations, 318–321
reinsurance, 104
reinvestment risk, 158, 160
related parties, 251
related party transaction, 247
relief provisions for business owners’ and farmers’/ranchers’

estates, 408–409
repairs, 242

reporting, 37
reporting requirements, 243, 321
required minimum distribution (RMD), 332–334
required rate of return, 167
response to risk, 57–58
responsibilities, 2
retirement needs analysis, 284–285
retirement plans, types of, 290–297
revocable/irrevocable trusts. See trusts
risk-adjusted return, 166
risk management process, 57
Roth 403(b) contributions, 316
Roth IRA, including conversion analysis, 309–312
rule against perpetuities, 378–379
rules of conduct, 5–9

S

sale of assets during lifetime, 375–376
sale of residence, 249
same-sex relationships, 410
savings accounts, 121
savings strategies, 12
Section 83(b) election to include in gross income in the year of

transfer election, 127, 129
Section 162 executive/owner benefits, 99
Section 179 special elections (deduction), 242
Section 403(b) plans (also called tax-deferred annuity plans or

tax-sheltered annuity plans), 315–316
Section 457 plans, 316–318
Section 1033 involuntary conversion, 247–248
Section 1035 exchange, 97
Section 1221 capital assets, 248–249
Section 1244 stock (small business stock election), 251
secured versus unsecured debt, 13–14
security risk diagram, 142
selected provisions, 379–380
selection of fiduciary, 405–406
separately managed accounts, 156
serial payments, 33–34
services covered, 82
settlement options, 90–91
SIMPLE IRAs, 313
simple trusts, 237
simple versus compound return, 164
simplified employee pensions (SEPs), 312–313
small business exemption, 254–255
social security, 286–290
Social Security disability benefits. See social security
sole ownership, 354
sources for estate liquidity, 375–376
sources of authority, 212–213
special elections (Section 179 deduction), 242
special planning for noncitizen spouses., 395–396
special taxes at entity level for flow-through entities, 234–235
split-dollar life insurance, 99
standard deduction, 219–220
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standard deviation (s), 161–163
state securities and insurance laws, 36–37
steps, 2
stock plans, 127–129
stock redemption agreements, 258–259
stocks, 183, 185–186
strategic asset allocation, 196–197
strategies for closely held business owners, 362
strategies for dealing with concentrated positions, 197
substantiation requirements, 269
supply and demand, 24–25
swaps and collars, 190–191
systematic/market/nondiversifiable risk, 158

T

tactical asset allocation, 197
tangible assets, 157
tangible personal property trusts, 382
taxable estate, 374
taxable income, 224
tax accounting methods, 227–231
tax-advantaged saving plans, 43
tax advantages, 184
taxation at entity level, 231–232
taxation of distributions, 338
taxation of premiums and benefits, 78, 81
taxation of social security, 289–290
tax compliance, 213–215
tax consequences of gain or loss on sale of assets, 248–252
tax consequences of like-kind exchanges, 243–248
tax credits, 225–227
tax credits/adjustments/deductions, 18
tax-efficient investing, 182–183
tax implications, 131–132, 363–365, 378
tax implications of special circumstances, 262–266
tax issues and strategies, 92–93
tax liability, 224
tax reduction/management techniques, 256–259
tax return preparer penalties, 215
tax risk, 160
technical analysis, 180–181
tenancy by the entireties, 355
tenancy in common, 355
tentative tax base, 374
tentative tax calculation, 374
terminal illness, 23
terminal interest rule and exceptions, 394
time value of money concepts and calculations, 31–34
time-weighted versus dollar-weighted return, 165–166
top-heavy plans, 304

torts, 40
total return, 166
traditional indemnity, 76
traditional IRA, 305–309
transfer for value, 97
transfers by contract, 358
transfers subject to the GSTT, 402–403
transfers through trusts, 358
treatment of disallowed losses, 261
trust companies, 17
trust income, 237
trust ownership, 355
trusts, 360–361
types, features, and taxation of, 378–381

U

umbrella liability insurance, 74
underwriting, 104
uneven cash flow, 33
Uniform Transfer to Minors Act (UTMA) and Uniform Gifts to

Minors Act (UGMA), 355–356
unit investment trusts, 152
unsystematic/nonmarket/diversifiable risk, 159
use of life insurance in estate planning, 386–389
U.S. government bonds and agency securities, 143–145
U.S. savings bonds, 187

V

valuation issues, 389–394
valuation issues with family partnerships and limited liability

companies (LLCs), 390
valuation techniques and the federal gross estate tax, 392–394
variance, 163–164
vehicles, 19–21
viatical settlements. See life insurance (individual)
voluntary employee beneficiary association (VEBA), 123–124

W

wash sales, 251
wills, 358–359
withdrawals and loans, 96
withholding requirements, 227
workers’ compensation and employers liability (WC&EL), 75
working after retirement, 289

Y

yield curve, 30–31
yield to call, 168
yield to maturity, 168  
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