Estate Planning Through

FAMILY TRUST




Family Trust is a trust created to benefit

DEINSONS

who are related to one another by blood, affinity, or

aw. It can be established by a family membe

r for the

oenefit of the members of the family group. Family

trusts acts as an instrument to PassS OnN the assets to

future generations. Most important purp

oses of

considering a Trust is towards wealth protection,
succession planning for tamily and transfer of assets
primarily for the weltare of the family members, both

during and after the lifetime of settlor.

Family trusts are very eftective and convenient, and if
Jdsed prudently can be a great tool not only for
succession planning, but also for managing assets,
finances and investing in securities and utilizing the

‘eturns earned by the trust for the benefit of the
oeneficiaries. A family trust can also be utilized to

provide for specific needs of the family, say
education or health or travel or marriage and in itself
act as a vehicle which holds assets only for that
specific ~ purpose,  multiplying,  safeguarding,
managing and securing them for that outlined

DUrpOSe.



Objectives and importance of
setting up Family Trust

o Create a suitable framework for
efficient and easy management of
assets througn the trust route to meet
the requirements of the family
membpers;
e (onsolidation of assets for ease of
administration;
e [0 enable transfer of assets to the
family members in most efficient anc
a phased manner;
° To achieve a practical balance
between control and ownership of
family business;
e TJoinsulate the family from liabilities
which may arise from unfortunate
event (ring fencing of assets);




e T0 minimize the possibility of any family disputes,
or conflicts within the family. The tamily
arrangements / tamily settlements over various
assets including business assets can be
structured through the tamily trusts, and this
would avoid disputes among the subsequent
generation family members in future;
e Administrative ease of usage and management
of assets post demise of key family member,
especially where the beneficiaries are in ditferent
parts of the globe;
e [ax Optimization for the beneficiaries located in
different tax jurisdictions;
° Protection from marital disputes;
e Protection from possible legal disputes and
claims over assets through Will (testament);
e Protection of interest of special children and
transition of assets to 3rd or subsequent
generation over a period of their maturity
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Wealth Holding (Form of assets)
1. Financial Assets (including
shares, mutual funds, bank
pbalances, investments,
deposits etc.).
2. Immovable properties across
INndia



Basic Concepts of Family Trusts
e Trust: A Trustis a fiduciary structure set up for vesting or

placing property under the control of a person in the

confidence that they/it will hold it for the benefit of the

family members (beneficiaries).

e Settlor/Grantor: The settlor must be an independent
placing a certain

person wWno creates the trust by

unencumbpered asset that he owns |
transferring that asset to another pe
with clear instructions that the ass

settlor to a Trust.

nto the Trust, i.e. by
rson (trustee) along
et be held for the
benefit of a third party. There can be more than one

e [rustee: The trustee is responsible for all compliance and
administrative responsibilities and takes care of all
fiduciary responsibilities. The trustee owes a duty of care

of good faith to the beneficiaries a
interests of all beneficiaries. The Trus

ee |s res

look after trust funds by investing & managi
distributing the income to various beneficiaries at the
end of each financial year. The Trustee must also
maintain books of account and lodge relevant income tax
returns with the tax office.

Nd act in the best
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benefit from the trust. The assets/income in the trust woulo
g0 to primary beneficiary when the trustor (The person who
creates a trust also called as Settlor) dies o
rights to the trust's holc
ary. A secondary beneficiary is a person
that inherits assets under a will, tru
" the primary beneficiary dies before t

- otherwise loses
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e (hanging beneficiary: The trust beneficiary can
be changed as and when required, in case of a
revocable trust. In case of irrevocable trust,
changing the beneficiaries is much harder as it
may require judicial approval etc.

e [rust Deed: A document, including amendments
thereto, executed by the Settlor that contains
terms under which the trust property must be
managed and distributed. Also referred to as a
trust agreement or declaration of trust. Trust

deed outlines the purpose of the trust, and
details of rights and obligations of the trustees
and beneficiaries. Trust deeds also identify
various parties such as Beneficiaries, Trustees
and Appointor etc.

Revocable trust: Revocable trust is created during

the lifetime of the settlor and can be altered,

1anged, modified or revoked entirely. Often called a

iving trust, these are trusts in which the settlor
ransfers the title of a property to a trust, serves as
ne initial trustee, and has the ability to remove the
property from the trust during his or her lifetime




e |rrevocable trust: An Irrevocable trust is one which

cannot be altered,

changed, moditfied or revoked

after its creation. Once a property is transferred to
an irrevocable trust, no one, including the settlor,
can take the property out of the trust.
e Discretionary trust: In a discretionary trust, the

beneficiaries woulag

be identifiable upfront, but the

guantum of their beneficial interest is decided by
the Trustee subseqguent to formation of the trust.
e Non-Discretionary Trust: In a non-aiscretionary
trust, the trustee does not have or have restricted
powers to determine the amount to be distributec

to the trust's bene
terms of distriputi

iciary. Trustee must follow the
on set out in the Trust Deed.

. Letter of Wishes - (LOW): It is a document
capturing the indication by the Settlor of the
manner in which he/she wishes the trustees to

exercise their discr

etion in relation to a trust. This

'S a guidance provided by Settlor and not an

obligation o

N the trustee to follow.
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Trust struqtura Expl‘alne,d W|th an

| example .
he Trust deed lays down the basm terms and

" the Trust The ﬂghts and obhgann ,

ofthe Settlor, Trustee Protector & 3eneﬂc:|ar|es.v

Full control of the trust would remain with the

Settlor and only upon demise or incépacitation of
the Sett\or the ro\e of the Protector vvou\d come ,

i”ltO fo ce.

~The Protectors role as ceaded by the Settlor
can gwde the Trustees onN functmmmg ofthe

only to the

Trust.

The Trustee manages the affairs ofthe rust o
e The Trustee makes income or cor pus d|str|but|on

oeneficiaries based on the terms

menUoneo N the Trust Deed* on the mstruc:ioh
ofthe Setﬂor or Protector D



General pomts about a famlly trust

. ~ All catégories of assets can pde settled/ |
transferred/contﬂbuted in the Trust. Owever, there
may be Stamp duty |mpact (dependmg on the state)

on transfer of immovable property to a Trust.
Therefore, it will be cost effective to settle/transfer
~ financial assets in Trust. Immovable \property can be
routed through a Will that becomes effective upon
the dermse of Testator (A person who has given
P “made a Will or given a Legacy) ,
. | \ﬂ case ofa revocab\e trust, there could be
applicability of estate tax ifitis introduced (in
o futu‘r’e) in India. In the US, estate tax is ‘already in .
~ force. Estate tax is the tax levied on oroperty,an_d ‘
‘money acquwed Dy gift or mheqténce |
The drawback of an |rrevocab\e trust is that once the
Settlor/Grantor establishes an |rrevOgCab|‘e trust, he\oses
the legal ownership of - trust prdpefties. Tﬂ‘e-truste,é
holds them on‘behalf of the trust beneficiaries.”




here are three types of Trust:

. Revocable trust

e |rrevocable Determinate trust
e |[rrevocable Indeterminate
rust
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