Episode 17:

Advanced Planning

With Irrevocable Trusts
Tax strategy, creditor protection,

and generational wealth transfer for
business-owning families

Most families understand that trusts exist.
Fewer understand the nuance between a
revocable or irrevocable trust, and what
each means for income tax, estate and gift
tax, GST tax, creditor risk, and
intergenerational continuity.

This episode maps the structural logic
behind revocable and irrevocable trusts and
explains how sophisticated planning
incorporates each type of trust.

- Assets moved outside
your taxable estate

- Strong creditor and
lawsuit protection

- Limited ability to
change terms

- Designed for long-term

wealth transfer
Irrevocable Trust
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- Full control retained
during lifetime

- Easily amended or

o revoked
< - Avoids probate
<~ - No creditor or lawsuit

protection

Revocable Trust
Like a Filing Cabinet

The Structural Divide: What Revocable and Irrevocable Actually Mean

Revocable Trust: A revocable trust preserves
the grantor’s right to amend, revoke, or restate
the trust during life, which is precisely why it
remains inside the grantor’s taxable estate.

Irrevocable Trust: An irrevocable trust
removes those rights, creating legal separation
between the grantor and the assets. That
separation is the source of both its power and
its perceived risk.

Avoid Probate: Both structures achieve probate
avoidance and continuity during incapacity.
However, their estate and gift tax, GST tax,
creditor protection, and governance implications
are categorically different.

Death of the Grantor: At the grantor’s death, a
revocable trust becomes irrevocable and begins
operating for the benefit of beneficiaries under
the terms of the trust agreement.

Application: For a founding family with a taxable estate above the exemption threshold, the
distinction between these two structures is not a technical detail. It is the central planning decision
that shapes every downstream conversation about business transfer, creditor exposure, and
generational continuity.
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Why Irrevocable Trusts Work for Business Owners

Asset Freeze: Irrevocable trusts move Early-Stage Businesses: The planning leverage
appreciating assets off the grantor’s balance compounds when a business interest is
sheet and outside the taxable estate, transferred early, before significant appreciation,
transferring future growth to a legal entity for and produces substantially greater estate and
the benefit of the named beneficiaries. If gift tax savings than a transfer made closer to a
properly structured, there can be business sale at higher valuations.
compounding growth for generations, without
additional estate, gift or GST tax exposure. Aligning Interests: Properly structured transfers
can align multiple generations’ interests, while
Valuation Discounts: Business owners preserving the governance and value of an
commonly transfer minority interests in closely operating business. A poorly structured transfer
held businesses to irrevocable trusts, taking can unintentionally fragment ownership, create
valuation discounts for lack of control and lack competing governance interests, and generate
of marketability, often reducing taxable value operational and relational dysfunction inside the
by 25-40%. business.

Application: For families who want to maximize and preserve wealth for future generations, the
ability to avoid estate and gift taxes narrows as enterprise value increases. Early-stage transfers to
irrevocable trust structures are among the highest-leverage moves available to preserve wealth for
future generations, and among the most time-sensitive.

Grantor Trusts and the Tax Design Conversation

Grantor Trust: An irrevocable trust may be Grantor Pays Tax for Trust: In a grantor trust,
structured as either a grantor trust or a the grantor personally pays income taxes on
non-grantor trust, and this choice has trust earnings. This allows the value to
significant income tax implications and can compound without tax drag, effectively making
significantly increase the value of an the tax payment an additional tax-free gift to
irrevocable trust. beneficiaries. By paying annual income taxes for
the trust, the grantor is also shrinking their
Intentionally Defective Grantor Trusts personal balance sheet, which diminishes estate
(IDGTs): An IDCT is structured so that assets and gift tax at their death.
are outside the grantor's taxable estate for
estate tax purposes, while intentionally Leveraged Sale to a Trust: Grantors can sell an
retaining certain powers that trigger grantor asset to an IDGT using a promissory note
trust status for income tax purposes. The result without triggering capital gains recognition
is that the grantor pays income tax on trust because the grantor and the trust are treated as
earnings personally, allowing the trust to the same taxpayer for income tax purposes.
compound without tax drag, while the assets Future appreciation accrues inside the trust,
and all future appreciation remain outside outside the grantor’s taxable estate, while the
their estate. grantor receives principal and interest payments

on the note, providing ongoing liquidity.

Application: The grantor trust decision requires coordinating estate and gift tax and income tax
objectives simultaneously. It is key for families to understand the cost and benefits of incorporating
grantor trusts into their estate plans.
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Creditor Protection, Governance, and Trustee Selection

No Creditor Protection: Revocable trusts offer
no creditor protection, and assets remain
exposed to creditors.

Creditor Protection: Properly structured
irrevocable trusts can provide significant
creditor protection from creditor claims and
divorce proceedings for both the grantor’s
estate and the trust's beneficiaries.

Choosing the Proper Trustee: Trustee selection
is an important governance decision, especially
for families with operating businesses, real
estate holdings, complex balance sheets, or
complex family dynamics.

Trust Protector: A trust protector can be
appointed to modify trust provisions under
limited, defined circumstances, increasing
flexibility for the grantor, without compromising
the irrevocability that drives the tax and legal
benefits.

Application: For business-owning families, the trustee structure inside an irrevocable trust is
effectively a governance document. Who holds decision-making authority over trust-held business
interests — and how conflicts between trustees and operating management get resolved — should

be designed before assets are transferred, not after.

Generation-Skipping Planning and Multi-Generational Compounding

Future Generations: Generation-skipping trust
structures allow assets to benefit multiple
generations without triggering estate tax at
each generational transfer.

Dynasty Trusts / GST Tax Exempt Trusts:
Many states now allow for dynasty trusts,
which can continue indefinitely across
multiple generations. Combining a dynasty
trust with one's GST tax exemption will result in
greater wealth transfer to future generations,
as assets can compound over decades without
the erosion of repeated estate, gift, or GST
taxation.

Pre-Sale Charitable Gifts: Charitable planning
strategies, including charitable remainder trusts
(CRT), charitable lead trusts (CLT), family
foundations, operating charities, or donor
advised funds (DAF) should be coordinated prior
to a business sale to reduce taxable capital gains
while achieving charitable planning objectives.

GST Exemption - Use It or Lose It: The GST
exemption must be used during the grantor’s
lifetime or at death. Unlike a deceased spouse’s
estate and gift tax exemption, which is
“portable” to the surviving spouse, the GST
exemption is not.

Application: For families with G2 and G3 beneficiaries who are not yet ready to directly receive
significant capital, dynasty trust structures integrated with a family governance framework provide
a mechanism to transfer wealth efficiently, while preserving the family enterprise’s operating

continuity.
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