
If you are waiting for certainty, 
your rate of return will most 

likely be equal to that of a 30-day 
Treasury bill, which these days has 
a yield of around 0.16%.  It is risk 
investment that generates excess re-
turns. Yet risk must be assumed in 
a thoughtful manner and your risk 
should be mitigated where possible.  
Don’t take on risk if you can’t afford 
to do so.  If you will need the money 
in the next one to three years, then 
you are taking too much risk invest-
ing in stocks.  

So what are some of the impor-
tant lessons that investors should 

take away from the last 13 months?  
One thing is that it is so important 
to stay invested.  Trying to time the 
market is a loser’s game.  Had an 
investor sold on March 9, 2009 the 
only thing he would have succeeded 
in doing is locking in his losses.  De-
pending on if or when he re-entered 
the stock market he missed part of 
the rally.  Within one week of the 
low, the market was up 11.5% and 
in two weeks the market had rallied 
22%.  

Another lesson is to develop a 
idiversified investment strategy 

and rebalance the portfolio on a con-
sistent basis  Do not become con-
sumed with where the best returns 
are, but instead focus on a fair return 
for the risk you are willing to assume 
and how best to position yourself to 
achieve it.  By doing this, you will 
usually outperform any decision 
based on emotions.

2010: The one year repeal of the 
Federal Estate and Generation 
Skipping Tax and the one year re-
instatement of the ill fated ’76 car-
ryover basis rules.

It’s magic: Now you see an un-
limited Federal exemption. Now 

you don’t. Now you see possible car-
ryover basis and large capital gains 
on assets sold after death. Now you 
don’t. Now you see relief from the  
Generation Skipping Transfer Tax. 
Now you don’t. Poof! Now you see 
it. Now you don’t.

If they pass a law to rein-
state the Federal Estate 

Tax, they may make it ret-
roactive to January 1, 2010. 
They may do the same with 
the Generation Skipping Tax. 
If they don’t, then on January 
1, 2011 both taxes  will be 
reinstated and the exemption 
will drop to  1 million* for both, 
with a maximum rate of 55% un-
less Congress settles on a higher 
exemption, which most planners 
expect will happen before year-end. 
But then again we were wrong in 
2009 when many of us expected 
a permanent exemption between 
$3.5 and $ 5 million.

We’ ve never had to deal with 
Poof Planning before. What 

do you do? If you are a Vermont 
resident, married, and you possess 
a  combined net estate in excess of 
two million, then you might want 
to check with your lawyer if you 
have not already done so. Some of 
the techniques now being used to 
save Vermont estate taxes, such as 
Disclaimer Trusts and Single Fund 

QTIP trusts, function extraordi-
narily well during poof periods. 
But they may not be appropriate 
for some  married couples. 

Another good reason to check 
iin with your lawyer is that the 

widely used formula clauses may, 
in some instances,  now  uninten-
tionally alter the share passing to 
or for the benefit of  the surviving 
spouse. This is of particular con-
cern in plans designed for second 
marriages. 

You may also want 
to give your execu-

tor the ability to allo-
cate cost basis to probate 
and non-probate assets 
without fear of liability. 
The income tax basis of 
inherited property is no 
longer “stepped up” to 
the property’s date of 

death value. Instead, new “carry 
over” basis rules mean that appre-
ciated property acquired from a 
decedent will continue to have the 
decedent’s adjusted basis. The law 
permits an executor to allocate up 
to $1.3 million to increase the ba-
sis of any estate assets, and an ad-
ditional $3 million to increase the 
basis of assets passing outright or in 
trust to a surviving spouse.

Although we still have a gift tax 
iand exemption of one million, 

the maximum rate drops to 35%. 
In addition, Vermont does not im-
pose a gift tax. Perhaps gifts should 
be considered during 2010 while 
the rate stays low. Better yet, gifts 
to grandchildren will now be free 
from Generation Skipping Tax, 
unless, poof,  a change is made ret-
roactive. A

    Poof Planning

*the GST exemption will be indexed for inflation


