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If you find this article useful, please feel free to contact me or go to our website to find other articles 
and information on how to grow, protect, preserve, utilize and transfer your wealth.

Wealth Management is more than just investments.  It encompasses a disciplined professional 
approach, using a broad range of services and an experienced team of advisers. 

I can help you put together your specialized team of investment, tax, legal and insurance advisers and 
then lead the development and implementation of your integrated wealth management plan.

If you are within 10 years of retirement, I can help you understand how the retirement landscape has 
changed and how these changes can impact your current and future financial decisions.
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Using Trusts

What is using trusts to gift your business?

Using trusts to gift your business is a technique whereby, rather than gift your business directly to your 
beneficiaries, you transfer ownership of your business to a trust and then name your children, grandchildren, or 
others as the beneficiaries of the trust. The entire business may be transferred to a trust in one transaction, or the 
stock may be gifted to the trust over a period of time. The trust can be set up as either a revocable trust or an 
irrevocable trust.

You may realize significant estate and income tax savings if you transfer your business interests to a trust. You 
may also want to transfer your business to a trust if your children, grandchildren, or other beneficiaries are minors 
or incapable of managing assets responsibly.

Why use a trust to gift your business?

Use a trust if children are minors

Rather than directly gift stock in your business to your children, you may want to gift the stock into a trust (either a 
revocable or irrevocable trust) if your children are minors or are irresponsible with money. In other words, you 
may not want your children to directly own the stock in your business until they reach a certain age.

Example(s): You are the sole owner of all the shares of your closely held business. You have three 
minor children. You would like to begin to gift shares of the business to your children, but you do not 
want to transfer the shares directly to them until they become older. One solution would be to set up 
a trust, name your three children as the beneficiaries of the trust, and then gift the shares to the 
trust. A trustee could be appointed to oversee and manage the stock in the trust for the benefit of 
your three minor children.

May result in significant estate tax savings

If you set up a trust as an irrevocable trust and then transfer shares of your business to the trust, there may be 
significant estate tax savings. If the trust is irrevocable, any shares that you transfer to the trust will not be 
included in your estate for estate tax purposes. Furthermore, any appreciation in the value of the shares after the 
transfer into the trust will not be included in your taxable estate.

Example(s): You set up an irrevocable trust, name your two children as beneficiaries, and begin a 
program of transferring shares of your closely held business into the trust. At the time of your death, 
you have transferred 40 percent of the shares into the trust. The value of the shares in the 
irrevocable trust, including any appreciation in the stock after the transfer to the trust, will not be 
included in your estate.

Caution: You may have to pay gift taxes at the time of the transfer to the trust. However, the gift 
may qualify for the annual gift tax exclusion, and/or you may be able to discount the value of the gift 
for federal gift tax purposes. You may also be able to use your gift tax applicable exclusion amount 
(formerly known as the unified credit) to cover federal gift taxes due.

Gift of shares into an irrevocable trust may qualify for annual gift tax exclusion

When you transfer shares of your closely held company to an irrevocable trust, the gift may qualify for the annual 
exclusion from the federal gift tax. The annual exclusion means that you can make gifts of up to $12,000 per 
donee without paying any federal gift tax. A married couple can split the gift and give an amount equal to double 
the annual exclusion per donee, as long as both spouses are U.S. citizens and they make the gift jointly. 
However, to qualify for the annual exclusion, a donee must have a present interest in the gift (i.e., have the 
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immediate right to use, possess, and enjoy the gifted property). This requirement can be a problem for certain 
trusts where the beneficiaries do not have a present interest in the gifted stock. There are ways (i.e., giving the 
beneficiaries Crummey powers) to give the beneficiaries a present interest in the assets transferred to the trust. If 
the gift of stock does qualify for the annual exclusion, you may be able to transfer a substantial amount of stock to 
the trust over a number of years and not pay federal gift taxes (although you may still owe   state gift tax).

Example(s): You set up an irrevocable trust and name your three minor children as the 
beneficiaries of the trust. You give your children Crummey powers in the trust, whereby each child 
will have the right to withdraw any contributions to the trust within a certain period of time (usually 
30 to 60 days). Your children are thus considered to have a present interest in the assets gifted to 
the trust, and the transfer will qualify for the annual exclusion. For example, you and your spouse 
could gift $24,000 worth of stock to the trust per beneficiary (for a total of $72,000) and not pay any 
federal gift tax. This stock would also not be included in your estate when you die. Over a period of 
time, you could transfer a substantial amount of stock in your company to the trust for the benefit of 
your children and not pay any federal transfer taxes.

Gift of closely held stock into certain types of trusts may be discounted

If you transfer your stock in your closely held company to a grantor retained trust, you may be able to discount 
the value of the transfer for federal gift tax purposes. A grantor retained trust can be set up as a grantor retained 
annuity trust (GRAT), a   grantor retained unitrust (GRUT), or a   grantor retained income trust (GRIT). With any 
one of these three trusts, you transfer assets to the trust and then retain either an income interest or a use 
interest for a period of time. The Internal Revenue Service (IRS) allows you to discount the value of the initial gift 
based on the length of the retained interest and the applicable federal interest rate.

Example(s): You set up a grantor retained annuity trust and transfer $300,000 of your closely held 
stock to the trust. You name your three children as the beneficiaries of the trust. You retain an 
income interest for a period of 10 years, during which you will receive $15,000 per year in income 
from the trust. Based on the length of the retained interest and on the applicable federal interest 
rate, the gift is valued at $150,000, and you must pay the applicable gift tax on this amount. 
However, you can use your gift tax applicable exclusion amount, if available, to cover any tax that 
may be due. Furthermore, if you outlive the term of the retained interest, then the value of the stock 
in the trust will not be included in your estate for estate tax purposes. If the stock were worth 
$600,000 when you died 20 years later, this entire amount would not be included in your estate. 
(However, if you die before the retained term ends, the full value of the assets in the trust will be 
included in your estate.)

Stock in trust does not have to be probated

Another reason to transfer your closely held stock in your business to a trust (either a revocable or irrevocable 
trust) is that the assets in a trust do not have to go through probate. Probate is a public process, so anyone can 
go down to probate court and view the contents of your will. This may be of concern to you if you do not want 
anyone to know how many shares you own, the value of those shares, and to whom they will be transferred. 
However, a trust is a private document. Once you transfer shares to a trust, only you and the trustee need to 
know the contents and the terms of that trust. Furthermore, shares may be transferred to the beneficiaries more 
quickly and easily through a trust than through your will. With a trust, upon your death the shares can be 
transferred immediately to the beneficiaries in accordance with the terms of the trust. A will, in contrast, must be 
probated before the assets can be distributed. This procedure may take six months to two years to complete.

Trust may give protection against creditors

When you transfer your closely held stock to an irrevocable trust, you may protect that stock against the claims of 
future creditors. Typically, there is a time period (called the statute of frauds) after which your creditors cannot 
attach and seize assets that have been transferred to an irrevocable trust.

Example(s): You set up an irrevocable trust and name your two children as the beneficiaries of the 
trust. You transfer $200,000 of your closely held stock to the trust. Five years later, you are sued, 
and a judgment for $700,000 is obtained against you. In most cases, your judgment creditor cannot 
attach and seize the stock that you had previously transferred to the trust.
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This material does not constitute the rendering of investment, legal, tax or 
insurance advice or services. It is intended for informational use only and is 
not a substitute for investment, legal, tax, or insurance advice. 

State, national and international laws vary, as do individual circumstances; 
so always consult a qualified investment advisor, attorney, CPA, or 
insurance agent on all investment, legal, tax, or insurance matters.

The effectiveness of any of the strategies described will depend on your 
individual situation and on a number of factors. After reviewing your 
personal situation, we may recommend that you not use any strategy in 
this document but instead consider various other strategies available 
through our practice.

Please fell free to contact me to discuss your particular situation.
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