Your “Family Bank Trust”
The Family Bank Trust is an irrevocable trust set up outside of your estate designed to create a pool of wealth that can benefit your family through multiple generations without diminution at each generational level by the normal wealth transfer taxes; i.e., the gift tax, estate tax and generation-skipping transfer tax. More importantly, it can protect the assets from any future legal attachment; i.e., divorce, lawsuits and creditor claims. It is referred to as the family "bank" Trust because, like a bank, the trust is a prime resource for the funding of the particular needs for your various beneficiaries in successive generations. 
How It Works

The basic concept is quite simple: An irrevocable trust is created outside of your estate in your name which purchases Life Insurance. The trust instrument spells out in detail who the beneficiaries are to be, their respective rights to benefits, how long the trust is to remain in existence, and what happens to trust assets when it terminates, several generations later. The principal advantages to your family are as follows:

· The assets within the trust are protected for your descendants from any legal attachment; divorce, lawsuits and creditor claims.
·  Assets held in an irrevocable trust are not subject to estate tax upon the death of the grantor.

· Avoiding the generation skipping transfer tax potentially applicable with respect to distributions received by trust beneficiaries who are two generations or more younger than the original grantor’s generation.

· Structuring the trust to last as far into the future as possible, to benefit as many successive generations as possible, without violating the rule against perpetuities, if applicable.

· The trust will continue for the current benefit of the surviving spouse and the children, and the future benefit of subsequent generations, without regard to the state of the transfer tax law as of the grantor’s death. 

The Role of Premium Financed Life Insurance

As explained in more detail below, life insurance policies present a unique opportunity to create a significant known dollar funding source for the family bank, with potentially no gift tax costs and without the requirement to utilize the generation skipping tax exemption.  The principal advantage to utilizing premium financed Life Insurance as the funding vehicles are as follows:


· Securitization of a known quantity to fund your family bank trust. 

· Leveraging the potential benefit without utilizing current liquidity inside the estate.

· The death proceeds are income and estate tax free.

·  Avoiding gift tax and not using any GST exemption.
Potential Long-Term Benefits

With the maximum marginal rate for the unified (gift and estate) transfer tax at 55 percent (declining in future years but not below 45 percent prior to the one-year repeal in 2010), and the generation skipping transfer tax at a flat rate equal to the maximum estate tax rate, the impact of these taxes when passing family wealth to each succeeding generation is obviously quite substantial. By avoiding these taxes through a family bank arrangement, the value of assets ultimately received by the original grantor’s distant future descendants can be several times greater than would result if the assets were passed directly, outside of the trust, to each next succeeding generation.  More importantly, we believe a greater benefit is the peace of mind knowing the assets are protected from legal attachment.  
Conclusion

The foregoing example and the detailed computations in the illustration below are based on the net expected amount to be paid at the life expectancy illustrated in Section III of this proposal.   The results demonstrate the astounding tax savings over several decades and through several generations which can be achieved through the well planned use of the Family Bank Trust.  
Through this technique, an individual or couple can establish a "family bank" for the benefit of succeeding generations, potentially as far as great-great-grandchildren--or even in perpetuity in certain states--with potential for long-term compounded growth of the "bank’s" assets, undiminished by estate, gift or generation-skipping transfer taxes, as benefits pass through successive intervening generations.

As discussed above, the irrevocable trust and life insurance have taken on new importance in an environment of an estate tax law that has built-in changes and is likely to be subject to material, but unknown, future revisions. However, techniques are available to provide significant measures of personal financial security and limited continuing control over ultimate disposition, even after an irrevocable transfer. 

If the carryover basis at death approach is ultimately retained in the Code, life insurance takes on considerable new importance as a vehicle for avoidance of income taxes. Thus, life insurance takes on considerable importance: both as a vehicle for passage of wealth free of the burden of a possible future carryover basis regime, and simultaneously as a funding vehicle for an irrevocable trust seeking to leverage the transfer tax exemptions in a way that ”guarantees" success in wealth transfer planning.

The Benefits of ________ Family Bank Trust
Assumptions:

· Trust earns income at 6.5% annual rate, all of which is reinvested.

· 55% federal estate tax rate in 2011 and thereafter.*

· Each generation dies 28 years after the death of the respective parent.

· $1 million of the transferor’s exemption amount was allocated to the initial transfer creating the "Family Bank," and thus, the GST-exempt trust has an inclusion ratio of zero.

	 
	GST Exempt "Family Bank"
	No GST Planning

	Initial amount funded by grantor
	$1,000,000
	$1,000,000

	Value after children`s generation
	5,831,617
	5,831,617

	Minus:  Federal estate taxes (*55%) 
	0
	(3,207,389)

	Net Value
	  5,831,617
	  2,624,228

	Value after grandchildren`s generation
	34,007,759 
	15,303,493

	Minus:  Federal estate taxes (*55%)
	0
	(8,416,921)

	Net Value
	34,007,759
	6,886,572

	Value after great-grandchildren`s generation
	198,320,235
	40,159,852

	Minus:  Federal estate taxes (*55%) 
	0
	(22,087,918)

	NET DISTRIBUTION TO GREAT-GREAT GRANDCHILDREN:
	$198,320,235 
	$18,071,934


*A sunset provision in EGTRRA 2001effectively repeals all of the changes as of the end of the year 2010. Unless this sunset provision is changed, the pre-EGTRRA 2001 Code provisions will all be reinstated. Thus, the estate and GST tax would be reinstated in 2011, with an exemption amount of $1,000,000 (the level to which it had been scheduled to climb by the year 2006 (under pre-2001 Act law)) and a maximum rate of 55 percent.

