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EMPOWERING GENEROUS FAMILIES TO 
DO SIGNIFICANT THINGS 

 
WHAT IS A FAMILY LEGACY TRUST? 

 
 The Family Legacy Trust is an irrevocable Trust that can be established during your life or at your death.  
It can be an extremely flexible and powerful tool that can not only provide for your family and future heirs 
financially, but also perpetuate your family’s values, faith and legacy.  The common story today in all cultures is 
“shirt sleeves to shirt sleeves in three generations.”  The first generation makes the money, the second generation 
spends the money and the third generation has to start over again.  This is because most families fail to pass on 
values along with their money.  There can also be factors beyond your children’s control which can place their 
inheritance at risk; liability from an automobile accident, a child born with a disability, a business that fails, or 
poor lifestyle choices to name a few.  The Family Legacy Trust establishes the structure that will allow you to 
provide significant benefits for your children and heirs by rewarding them for doing the right things.  It will also 
provide protection for the Trust estate from creditors, bad marriages, poor investments, taxes and spendthrift 
children.  Some have characterized this type of Trust as a way to “rule from the grave”, however, I prefer to think 
of it as a way to provide incentive for your heirs to do the right things that will make them successful in life.  
 
 The Family Legacy Trust is a form of Generation Skipping Trust that is a separate legal entity from your 
estate and the estate of your heirs.  If it is structured properly, there will be only one estate or gift tax liability to 
worry about when the Trust is funded and then, after that, assets can provide for successive generations without 
any estate or generation skipping tax consequences, regardless of how large the Trust may grow to be or how 
many generations are included.  If the assets in the Trust are invested properly, it can also produce tax advantaged 
distributions for the benefits that you indicate in the Trust document that are important to you.   
 
 In order to maximize the advantages of the Trust, you must not only seed it with your assets, but also your 
family values along with a system for perpetuating those values to future generations.  Leaving a Legacy of Faith 
can also be an important part of what you emphasize.   As Patrick Henry said so eloquently in his will that is 
recorded in a Virginia courthouse, “I have now disposed of all my property to my family.  There is one thing more 
I wish I could give them and that is faith in Jesus Christ.  If they had that and I had not given them one shilling, 
they would be rich; and if they had not that, and I had given them the world, they would be poor indeed.”   Jonathan 
Edwards, a minister in New England in the early 1700s, had the following results from the legacy of faith and 
values that he and his wife, Sarah, left to their family.  Of the 1397 descendants from 1703 – 1877, 135 books 
were written by family members, 120 graduates of Yale University, 100 overseas missionaries, 100 lawyers – 1 
Dean of Law school, 80 holders of public office, 66 physicians – 1 Dean of Medical school, 65 Professors, 30 
Judges, 13 college Presidents, 2 Governors, 3 US Senators and 1 US Vice President. 
 
 At the funding of the Trust, the Trustee normally divides the value of the Trust into shares, one for each 
child of the Grantors.  These beneficiaries are known as the “Primary Beneficiary” of the share.  The Trust assets 
are kept together for investment, accounting and management, but each child’s share is accounted for separately 
so that one child cannot spend another child’s inheritance.  Keeping the assets together provides the most efficient 
and cost effective method of management and investment.  It also provides some of the stimulus for family 
members to communicate and work together after the death of the parents.  If a child dies and leaves children, 
then his or her share is divided up into separate shares in the Trust, one for each of the grandchildren, and they 
become the “Primary Beneficiary” of the share.  If a child dies without children, then his or her share goes equally 
to the siblings’ shares in the Trust.  One good way to insure that Trust assets increase as they go to successive 
generations is to use life insurance as an investment in each Trust share.  A Trust share can make distributions to 
any of the heirs of the Primary Beneficiary as well, based on Trustee discretion. 
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 You can also include a preamble in the Trust that expresses your faith and the things that you have valued 
during your life.  Below is a sample of one preamble that was used for a Family Legacy Trust: 
 

WHEREAS, the Grantors wish to create a trust to hold such moneys and other property as 
the Trustee may hereafter at any time hold or acquire hereunder (such moneys and assets hereafter 
to be referred to as the “Trust Estate”) for the purposes hereinafter set forth; and  

 
WHEREAS, it is the Grantors intentions that this Trust be a resource to their children, 

grandchildren and great grandchildren to provide for the things that the Grantors’ valued during 
their lifetimes; and  

 
WHEREAS, quality healthcare and taking responsibility for your own health has been an 

important value in the lives of Grantors, funds are available to provide for healthcare, medical 
procedures, preventative medicine, alternative medical treatments, and homeopathic remedies; 
and 

 
WHEREAS, education, hard work and ingenuity were also important to the Grantors, funds 

are available for private school education, college education, technical training, continuing 
education, and low interest loans to start new businesses up to $50,000 per descendant with a 
viable business plan; and 

 
WHEREAS, family and unity were also valued by the Grantors, funds are available to 

provided for family vacations, meetings and reunions together and to provide for up to 20% for 
the down payment on a home because homes strengthen families; 

 
 Whether a person has a large estate now, or the estate will grow considerably at death due to insurance 
and employee benefits, the Legacy Trust can benefit a wide variety of families.  One of the most important things 
that you can do in the Trust is to designate the purposes for which you would like to see the money or assets of 
the Trust utilized.  If you were still alive, what are the things that you might help one of your children or 
grandchildren pay for if they had that need.  By listing in your Trust Agreement what you value and for what the 
Trust should be used, you can encourage your children and grandchildren to develop the same value that are 
important to you.  Since you cannot think of everything that they might need, there is also some room for Trustee 
discretion to either withhold distributions that may not be in the beneficiary’s best interest even though it may 
technically be allowed in the Trust or to make a distribution for something that may not be specifically designated 
in the Trust but would be worthwhile for the beneficiary.  The following is a list of some potential areas for 
distributions with a brief explanation.   

  
a. Healthcare – The Trust could pay for any healthcare needs that the beneficiaries may have which 

includes all elective healthcare, like eye surgery or plastic surgery that may be needed but not 
covered by regular healthcare plans.  The Trust can cover the beneficiaries with healthcare 
insurance if they do not have it through their employment or can operate like a medical savings 
plan and pay deductibles and co-pays allowing the beneficiaries to utilize a catastrophic health 
care policy.  The Trust can also pay for preventative, natural and alternative forms of healthcare 
that are not normally covered by regular healthcare insurance.  
 

b. Education – The Trust could pay for college education - undergraduate and graduate,   private 
elementary and high school education, special training, workshops, seminars,  vocational school or 
any type of educational experience that you think might be valuable. You may want to leave 
instructions for the Trustee about any requirements you might have regarding the education, such as 
minimum grade point or minimum number of hours each semester in college. 
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c.   Down payment on home – The Trust language could provide that the Trust will either distribute 
to a beneficiary an amount necessary to make a down payment on a home or the Trust can become an 
equity partner with the beneficiary in the property.  If the Trust distributes only a down payment, that 
is 10% or 20%, then the beneficiary must qualify for a loan to purchase the property.  This means that 
he or she will be buying a piece of property that is not outside their income bracket, since they have 
to qualify for the loan with their income and assets.  There can be situations where you might want to 
provide more help to the prospective home buyer because they live in a place where home prices are 
very high and rising.  The Trust can become an equity partner with the beneficiary and enter into an 
Equity Participation Agreement with the buyer to purchase the home.  The Trust, in essence provides 
the money necessary for the beneficiary to qualify for a loan for the balance.  The Trust then is secured 
by a second mortgage after the first mortgage is recorded.  When the beneficiary sells the home, the 
first mortgage is paid off, then the amount that the Trust put into the property is returned, then the 
beneficiary gets back any money that he or she put into the property and then the profits are split 
between the Trust and the beneficiary based on how much the Trust invested of the original purchase 
price.  If the Trust invested $100,000 to enable the beneficiary to buy a $400,000 home, then the Trust 
will receive 25% of the net profit from the home when it is sold in addition to getting its original 
principal back.  The advantage for the beneficiary is that he does not need to make payments to the 
Trust while he or she owns the home.   
 
d.   Family reunions, vacation and meetings – Today’s society is very fragmented and families are 
spread all over the country and sometimes around the world.  If you value family unity and desire that 
your children stay in touch and that your grandchildren know each other, then there is a way the Trust 
can help.  If you stipulate that the Trust can pay for Family reunions, vacations and meetings then 
there is a good chance that your family will get together.  The vacations must be taken together as an 
extended family and not just one beneficiary going to Hawaii.  These are great times to have family 
meetings and to go over family history and family traditions.  They can also be a time when “rights of 
passage” are celebrated for younger family members.  Remember the old adage, “the family that plays 
together, stays together!” 
 
e.   Loans for businesses – Encouraging younger family members to consider starting their own 
business after they have received proper training or experience can be a valuable benefit to them and 
their families.  If the Trust makes a loan to the beneficiary for the business instead of a distribution, 
then it can take a security interest in the assets of the business.  If for some reason the business fails, 
then the Trust may be able to recover all or part of its investment.  The Trustees should require a 
complete business plan for the  loan showing how and when the loan will be repaid.  If the going 
rate for a business loan is 10%, then the Trust can charge 7% giving the beneficiary a bit of a discount, 
but repayment should be treated just as seriously as a loan from a commercial lender.   In this way, 
beneficiaries are really borrowing from themselves, since the loans will be repaid to their share of the 
Trust. 
 
f.   Life and disability insurance for family – The money that beneficiaries would  normally spend 
on life insurance and disability insurance can be covered by the Trust.  If the Trustee, as we have 
suggested, purchases life insurance on the Primary Beneficiary of each share as an investment, then 
they would not have to purchase it separately saving them money. 

 
 
 

 

 


