é DYNASTY TRUSTS

Strategy Summary

For those who want to create a
multigenerational legacy to pass on

What is a Dynasty Trust?

= A form of irrevocable life insurance trust; also
known as a Generation-Skipping Transfer Trust,
Legacy Trust and Family Bank Trust.

= The trust is designed to allow its creator to pass
wealth from generation to generation without the
burden of transfer taxes, including estate, gift and
the generation skipping transfer tax (GSTT) on
subsequent generations.

A central feature of the trust is its extended term.
In some states, it can last for two or three genera-
tions and if the trust is established in a state that
has eliminated the Rule Against Perpetuities, it
can theoretically exist forever—benefiting many
generations of beneficiaries.

The terms of the trust can be designed to minimize
a beneficiary’s potential to mishandle an inheri-
tance and keep trust assets out of the reach of a
beneficiary’s creditors or divorcing spouse.

The terms of the trust can be tailored to promote
positive behavior in beneficiaries by requiring that
they adhere to specific standards in order to be
entitled to trust distributions, while often giving
the trustee the right to make distributions to ben-
eficiaries for their health, education, maintenance
and support.

Who is a Dynasty Trust candidate?

= Anyone—not just an “ultra-wealthy” individual—
who would like to create a family legacy to benefit
successive generations over a long period of time

= People who plan to leave substantial assets to
grandchildren and therefore want to utilize GSTT
exemptions as effectively as possible

= Those who would like to promote specific goals
and values in future generations

Why create a Dynasty Trust?

= To preserve wealth by avoiding transfer tax that
would otherwise erode assets passed from one
generation to the next

= To create an ongoing legacy for future generations

= To preserve wealth by affording beneficiaries
creditor protection and divorce protection for
trust-owned assets

= To provide incentives for a beneficiary to succeed,
become a useful and productive citizen, start a
business, buy a home or enter an altruistic
profession

Samples of Incentive Provisions

Incentive provisions included in a trust can be
tailored to promote specific goals and values in
future generations. For example:

= A client who is interested in encouraging children
and grandchildren to enter a profession for the
public interest (ministry, research, teaching, etc.)
can insert a trust provision requiring the trustee to
match or supplement a beneficiary’s salary if he or
she follows this path.

= A client who wants to promote an entrepreneurial
spirit in future generations can include a provision
which authorizes a trustee to make a loan to a ben-
eficiary who presents the trustee with a business
plan that meets certain criteria.

It should be noted that incentive provisions that run
contrary to public policy risk being contested by a
beneficiary and ultimately disregarded.
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Example: Basil and Rosemary Mills

Facts: would therefore like to maximize the use of their GSTT

= Basil and Rosemary, both age 71, are retired profes- exemptions.

sionals with two children and two grandchildren. = They place a strong value on education and want future
generations to incorporate this value in their own life-

styles; therefore, they would like to provide incentives in
their trust document that would encourage all of their
descendants to obtain a college degree.

= The Mills’ children are polar opposites. One child is
an advertising executive who is married with two
children. The other has never been married. He is
somewhat of a vagabond, following various rock
bands across the country. He has a history of trouble
with the law and some substance abuse.

= Because of their son’s history, Basil and Rosemary are
nervous about leaving him a lump sum inheritance.
Additionally, they would like to encourage him to settle

= The Mills’ current estate value exceeds $10 million, down and get a steady job. Consequently, they decide
so they will probably have an estate tax liability to include an incentive provision in the trust which
upon the death of the survivor. requires the trustee to match their son’s salary—hoping

Goals and Obijectives: this will provide him the incentive to give up his life on

the road.

= Basil and Rosemary are considering transferring a large
portion of their estate directly to their grandchildren and

Here's how a Dynasty Trust works:

= I

The Mills”
grandchildren

The Mills”
daughter

Basil and
Rosemary Mills

The Mills" son

Life insurance policy on the Mills

®
Policy Summary’
Basil and Rosemary Mills—Insureds
= Life Insurance Policy: TransACE Survivor®2008
= Annual Premiums: $81,166 " TransACE® Survivor 2008 universal life insurance policy, male, Preferred
= Death Benefit: $5,000,000 Nonsmoker, age 71, and female, Preferred Nonsmoker, age 71, based on
= Duration of Payments: Life a current rate of interest of 4% and current charges. Policy illustrated

with “No-Lapse Guarantee Endorsement.”
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TransACE Survivor® 2008 is a nonparticipating, flexible-premium
universal life insurance policy issued by Transamerica Life
Insurance Company, Cedar Rapids, 1A 52499. Policy Form No.
1-1211108 (CVAT), Group Certificate No. 2-72136108 (CVAT) for
certificates issued under a group policy issued to the Rhode Island
National Consumer Protection Trust. Policy form and number may
differ, and this policy may not be available in all jurisdictions. This
material was not intended or written to be used, and cannot be
used, to avoid penalties imposed under the Internal Revenue Code.
This material was written to support the promotion or marketing of
the products, services, and/or concepts addressed in this material.
Anyone to whom this material is promoted, marketed, or recom-
mended should be urged to consult with and rely solely on their own
independent advisors regarding their particular situation and the
concepts presented here.

Transamerica Insurance & Investment Group , Transamerica Life
Insurance Company (collectively “Transamerica”) and its representa-
tives do not give tax or legal advice. This material and the concepts
presented here are provided for informational purposes only and
should not be construed as tax or legal advice. Discussions of the
various planning strategies and issues are based on our understand-
ing of the applicable federal income, gift, and estate tax laws in effect
at the time of publication. However, these laws are subject to inter-
pretation and change, and there is no guarantee that the relevant tax
authorities will accept Transamerica’s interpretations. Additionally,
the information presented here does not consider the impact of the
applicable state laws of clients and prospects. Although care is taken
in preparing this material and presenting it accurately, Transamerica
disclaims any express or implied warranty as to the accuracy of any
material contained herein and any liability with respect to it. This
information is current as of October 2009.

To find out more about this and other
life insurance planning strategies,
please contact us:




