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Endnote

1. See1839()@) of the Social Security Act defining “modified adjusted gross
income” very similarly to the meaning under Internal Revenue Code
Section 86. Tax-exempt bond income and the portion of Social Security ben-
efits taxable are subject to an income-related monthly adjustment amount.
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Interesting Trends With
Millennials and Trusts

By Al W. King lll, co-founder of the South
Dakota Trust Company LLC in Sioux Falls,
S.D.

Millennials are projected to number 73 million, over-
taking Baby Boomers as the largest adult segment
of the US. population. It's important to note that
immigration has assisted with boosting the number
of Millennials.! Millennials were born between 1981
and 1996 and are ages 25 to 40.2 They aren't only tak-
ing over the workplace but also will soon be taking
over the marketplace and could reshape the economy.
Millennials generally are looking for innovation, use-
fulness and experience worth sharing with others and
are typically driven by purpose.’ They spend approxi-
mately $600 billion annually in the United States.* The
younger Generation Z in the United States, ages nine
to 24, is the best educated and most diverse generation
yet. Many of their thoughts, concerns and opinions are
similar to those of the Millennials.®

Many existing trusts may not be drafted to best
accommodate Millennial beneficiaries and their
desires. It may be important to reform/modify or
decant these trusts so that their administrative aspects
are properly coordinated with not only the desires
of the grantor and grantor’s spouse but also the
Millennial and other beneficiaries. In most instances,
traditional trust structures® may not be sufficient.

Generally, modern directed trusts’ are best suited
for all generations. The modern directed trust allows
a Millennial beneficiary to play a key role regarding
both trust distributions and investments. This is

extremely important because many Millennials may
not share the same views as their parents and grand-
parents or the trustee.® Also, Millennials and other
beneficiaries generally have the power to remove and
replace a trustee and/or other fiduciary. Initially, this
power usually exists with the grantor and the grantor’s
spouse and on their deaths usually then transitions
to a majority of the beneficiaries.” This is extremely
important because 87% of Millennials replace their
parents’ advisors.!” Consequently, understanding the
needs and concerns of all the beneficiary generations,
such as the Millennials, is important because wealth is
always in motion. Approximately $2.3 trillion transi-
tions every two years."

Family Involvement

Millennials are starting families later than their coun-
terparts in other generations. Only 46% of them are
married. The share of adults who haven't married is
increasing with each generation. It's estimated that
approximately 25% of today’s young adults won't
be married by ages 43 to 53."2 Many perpetual and
long-term trusts are established before any or all of
the grandchildren are born. These intergenerational
trusts can be established for both existing children and
grandchildren as well as unborns. It’s estimated that
U.S. households will transfer more than $68 trillion
in wealth to heirs and charity over the next 25 years."
Consequently, intergenerational trusts (for example,
dynasty trusts and spousal limited access trusts) are
being established at a record pace.

Forty percent of all taxable gifts are being made to
irrevocable trusts compared with 12.5% in 1995."* The
modern directed trusts are the main reason for this
increased popularity as a result of their flexibility and
control in addition to their ability to involve all gener-
ations and their advisors in both trust investment and
distribution decisions. Modern directed trusts gener-
ally trifurcate the traditional corporate administrative
trustee function. There’s usually a directed adminis-
trative corporate trustee that provides the required
trust administrative functions in the directed trust
state and takes direction from an investment and/or
distribution committee that’s typically comprised of
family members and family advisors in the family’s
resident state. Many families prefer this type of struc-
ture because they typically have confidence in their
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own family members and advisors to make proper
decisions as fiduciaries for both the trust investments
and distributions. Additionally, families can obtain the
guidance and oversight of the directed administrative
corporate trustee. Consequently, many families desire
the directed trust structure.

These modern directed trusts allow for commu-
nication with all family members and their advisors.
This communication leads to conversations regarding
the patriarch’s and matriarch’s family values as well as
those of the adult children. These modern directed trust
structures can provide a family with a formula for fam-
ily governance and education as well as the promotion
of family values involving social and fiscal responsibil-
ity. They also allow for the understanding of the needs
and concerns of the entire family as well as provide a
powerful structure to answer those needs and concerns.

Charity

One key need and concern for Millennials is charity.
Millennials are leading the way in charitable giving and
volunteering. They want to ensure that their donations
are impactful and effecting real change.'” More than
75% of Millennials have made donations to charity,
which is more than any other age group. Seventy per-
cent of Millennials believe their parents aren’t as com-
mitted to charitable giving as they are. Thirty-two per-
cent of them versus 14% of Baby Boomers and the Silent
Generation believe that they give back through impact
and social investing.'® Intergenerational family trusts
can be structured to allow for impact and social invest-
ing to accommodate these Millennial beneficiaries.

Trust Impact/Social Investing
Serving on a directed trust investment committee
that’s responsible for directing the investment man-
agement and monitoring of trust assets can also be
a very valuable learning experience for family mem-
bers."” Senior family investment committee members,
along with their investment consultants and advisors,
can mentor younger family members regarding asset
allocation, investment management and the monitor-
ing of both financial and illiquid assets. This oppor-
tunity can provide a powerful financial education for
young investment committee members and beneficia-
ries. This is very important to many Millennials.

The Millennial beneficiary, as a member of the

investment committee, can direct that a portion of the
trust funds be invested to accommodate impact and
social justice investing.’® This could be accomplished
by allocating a percent of trust funds for this pur-
pose, establishing separate shares or using an invest-
ment management limited liability company (LLC).
A Millennial beneficiary can be appointed as the
manager of the investment management LLC owned
by the trust as the sole member (that is, the owner).
The investment committee of a directed trust would
generally direct the administrative trustee to hold the
investment LLC, which in turn provides the impact
and social investment management for the trust."

Furthermore, many families with multiple trusts
will sometimes use LLCs and partnerships as the main
investment vehicles for their trusts by centralizing
investing in the LLCs and/or partnerships and then
allocating the units/interests to each trust. This also
provides another great way to integrate social and
impact investment management to a family trust.
Many families often subadvise the investment man-
agement for the LLC and or limited partnerships to
outside investment managers with specialties in social
and impact investing.?® This strategy also works with
common trust funds* and business trusts® for families
with private family trust companies.”

Trust Distributions and Charity
Many families realize that family goals aren’t the same
as philanthropic goals but that successful philanthropy
can reinforce family values and, thereby, strengthen a
family legacy.** Typically, many families accomplish
the promotion of social responsibility and successful
philanthropy by using private foundations, donor-ad-
vised funds, community foundations, pooled income
funds, charitable remainder trusts and charitable lead
trusts. Personal non-charitable trusts, however, have
also become a popular trust vehicle that the wealthy
are using to promote social responsibility and success-
ful philanthropy.®

The development of charitable giving with
non-charitable trusts results from the evolution and
popularity of the modern directed trust, which, when
combined with active family involvement, has pro-
vided a powerful charitable giving alternative. As
previously mentioned, the directed administrative
trustee in a modern directed trust jurisdiction takes
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direction from a distribution committee that’s usually
comprised of family as well as individuals the family
is comfortable working with. Most of these trusts are
drafted as discretionary trusts. The distribution com-
mittee members and their advisors act as mentors for
the younger family members on the committee as well
as for the beneficiaries. It’s recognized that the key
time for beneficiary development is generally between
ages 20 and 40 (that is, the Millennial’s age bracket).
In addition to making direct distributions to charities,
some families prefer to actively participate in charities.
Millennial distribution committee members and ben-
eficiaries generally prefer that distributions be made
to charities that focus on causes that they can relate
to, and they often volunteer and exhibit other forms
of activism.?

Some non-charitable trusts have provisions that
state that once a trust reaches a certain value, or the
beneficiary’s net worth attains a certain level, the trust
must distribute the excess to a charity either directly
or indirectly. This approach ensures that the family
gets together to focus on charity and the family’s
social responsibilities, as well as to actively support
the various charitable causes in its community. Other
trusts have provisions to supplement a beneficiary’s
income if they decided to work for a charity, while
others match a beneficiary’s charitable contribution.
Many non-charitable trusts also provide a charitable
gift if there are no longer any family beneficiaries.
Consequently, providing for discretionary distribu-
tions to charity from a non-charitable trust is extreme-
ly important to Millennials.””

Internal Revenue Code Section 642(c) allows for
an unlimited charitable income tax deduction to
a non-charitable trust for distributions made from
non-charitable trusts to charity. It also shifts the 3.8%
net investment income tax to charity. To obtain the
IRC Section 642(c) deduction, it’s important that the
trust have a mandatory direction or a discretionary
power to pay funds to charity. Existing trusts can’t
be reformed/modified to add this power to receive
the income tax deduction. The tax advantages are
generally secondary with many families, particularly
Millennials. Additionally, powers of appointment are
also used to appoint funds to charity but aren’t always
able to accomplish the same goals as discretionary
distributions to charity.*®

Housing

Many Millennials have been hit hard by the Great
Recession and have been slower to establish their
own households compared with previous genera-
tions. Fifteen percent live with their parents.” This
is nearly double the amount of young Baby Boomers.
Approximately 64 million Americans or 20% of the
population are in multigenerational households under
one roof.*® This will most likely result in a housing
boom in the near future. This housing boom could
result in the purchase of homes for Millennial benefi-
ciaries with trust funds. This strategy generally uses an
LLC owned by a modern directed trust.*!

The directed administrative trustee forms an LLC,
usually in the same state as the trust situs, though it's
not required to be in the same state, and the adminis-
trative trustee is also generally the sole member (that
is, the owner) of the LLC. A family member or family
advisor can generally serve as the LLC’s manager; the
LLC purchases real estate and pays for related expenses
with funds transferred from the trust to the LLC owned
by the trust. If the existing trust isn’t a directed trust, the
grantor can usually reform/modify or decant the trust
into a directed trust to best accomplish this strategy.”

There are many advantages to purchasing residen-
tial real estate within a trust with trust funds for the
trust beneficiaries:

o Real estate may remain in the family forever free of
estate and generation-skipping transfer taxes.

o Trust beneficiaries may be able to use the residence
tax free without paying rent.

 Beneficiaries can generally enjoy use of the home
while keeping it protected from divorcing spouses.

o The LLC adds an extra layer of creditor protection.

o If a vacation home, it can be used as a family time
share.

These advantages aren’t available if parents and
grandparents provide family members with down pay-
ments outside of the trust to buy a house.”

Access Not Ownership

Many Millennials prefer access to products without
the burdens of ownership that give rise to what’s called
a “sharing economy.”** This applies not only to homes
but also to cars, music and other luxury goods.
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Purpose trusts are a great way to allow for sharing
and the ability to “use” family assets. Purpose trusts
don’t have any beneficiaries.”® The sole purpose of
such a trust is to care, protect and/or preserve an
asset, such as a residence or vacation home, or items
such as antiques, cars, jewelry, memorabilia, art, roy-
alties and digital assets. Beneficiaries are allowed to
“use” the family property owned by the purpose trust.
There’s an individual appointed within the trust to
enforce the purpose. Additionally, a trust protector
and directed administrative trustee are appointed.
Most state purpose trust statutes only allow for the
care of pets and grave sites. There are a few states,
however, that allow for broad and flexible perpetual or
long-term purpose trusts. Any legal purpose is gener-
ally allowed. Consequently, the purpose trust should
gain popularity as a result of Millennials’ desires to
use and share family properties. Millennials will also
welcome the fact that purpose trusts can provide for
a philanthropic purpose not otherwise qualifying for
a charitable deduction. This could be very important
based on their outlooks toward charitable giving and
the various causes that they may support.

Technology

Millennials’ affinity for technology is also very import-
ant.*® Most Millennials read more in an era of digital
content, and this trend affects their desires for prod-
ucts and services. Maximum convenience at a favor-
able cost is generally desired if their needs and con-
cerns are properly answered. They’re used to online
price comparisons, product information, peer reviews
and other useful information. Consequently, trustees
with 24-hour access to trust accounts, combined with
other useful direct and indirect technologies, are defi-
nite pluses for this group.

Family Wealth Bridge

Americans have accumulated more wealth than any
other group in history. Theyre always in search for
the right professionals and the best solutions to assist
with the passage of their wealth. Modern directed
intergenerational trusts can provide an excellent fam-
ily wealth bridge between the family patriarchs and
matriarchs and their Millennial beneficiary children
and grandchildren. Family advisors and trustees will
need to carefully and skillfully work with Millennials

and other successive generations so that their needs
and concerns are properly answered. If this isn't done,
it could result in Millennials and other beneficiaries
transitioning from their parents’ and grandparents’
advisors and trustees. This is a powerful and timely

opportunity. g§
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CONTACT INFORMATION

If you have any questions or would like any additional information, please do not hesitate to call or e-mail us
at the numbers and addresses listed below. We also invite you to visit our website at www.sdtrustco.com.

We hope to have the opportunity to work with youl

Dhroing Faomilos in Popetuty”
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administration

No products of any kind — purely trust administration services

Work with all outside investment managers and custodians of the
clients’ choice globally

Work with most types of non-financial assets (both onshore and
offshore)

Excellent, timely and inexpensive reformation/modification and
decanting statutes and processes
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