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A primary goal of wealth transfer planning is to transfer wealth to the next generation while managing the
impact of estate and gift taxes. An IDGT is an optimum planning tool for a family-owned business as it may
allow the patriarch to maintain control throughout his lifetime and still accomplish many of these goals and
objectives.
How it Works?
1.

Cash or liquid assets are contributed to the trust as a form of “Seed Money” to get the trust established
and it should be at least 10% of the overall assets committed to the trust.

2. Shares of the business (S-Corp or LLC) are then sold to the IDGT in return for a promissory note. The
IDGT will use a portion of the trust earnings to pay note interest payments back to the grantor.
3. The IDGT may then purchase life insurance with a portion of the earnings and thus keep the proceeds
outside of the taxable estate.
4. Once the IDGT assets have grown sufficiently, the IDGT can then repay the grantor for the note
principal. The trusts assets may then continue to grow and use a portion of the earnings to fund any
remaining life insurance premiums.
5.

Upon death, the life insurance and remaining trust assets pass to the trust beneficiaries free of income
and estate taxes.
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Details
•

The trust is designed so that it is “Defective” with regards to income tax obligations only, but it is
fully “Effective” as a an irrevocable trust to avoid estate taxes.

• The advantage here is that the grantor assumes all income tax liability and this allows the trust to
grow much greater than it would otherwise.
• If a family-owned business is the primary asset, the grantor can still control the business by
maintaining voting control or establishing himself as the managing member of an LLC.
Key Benefits
• A substantial discount of 20% to 40% may be obtained on transfers to an IDGT because of lack of
marketability and minority control (proposed regulations may abolish this in the future)
• Note interest payments may be based on very low interest rates. The current Applicable Federal
Rate for Mid-Term loans is only 1.43% (July 2016), so this offers substantial leverage.
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Disclosures
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This is a hypothetical example for illustrative purposes only. The example provided is not representative of all clients'
experiences and are not indicative of any future performance or results.
Illustrated life insurance pricing is based on assumptions. To continue coverage beyond stated durations may require
substantially higher premiums. Illustrated products and options shown based on product availability and pricing as of this
date. Any product guarantees, including the death benefit, are subject to the claims paying ability of the issuing insurance
company. This presentation is not complete without the accompanying illustrations.
This information has been taken from sources, which we believe to be reliable, but there is no guarantee as to its accuracy. This
material is intended for informational purposes only and should not be construed as legal or tax advice and is not intended to
replace the advice of a qualified attorney, tax advisor or plan provider.
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