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Should You Consider Incentive Trusts?

You’re looking for an effective
way to ensure your heirs do

what you think is best for them, for
the family, and for the world.  Is an
incentive trust the right vehicle to
accomplish that?

An incentive trust is much like a
traditional irrevocable trust, except
that it sets specific conditions on
trust distributions.  Some people es-
tablish incentive trusts to make sure
beneficiaries stay in the family busi-
ness.  Others want to encourage
higher education or public service.
Some want to discourage behavior
— laziness, reckless spending, or
drug use.  Still others want to en-
courage beneficiaries to get married
and raise a family.
Incentive Trusts Have Advantages
and Disadvantages

If you think an incentive trust
may be a useful part of your estate
plan, consider the advantages and
disadvantages.

The advantages of incentive
trusts include:
• If you write the conditions for

disbursement properly, they pro-
vide objective criteria for when
and how to make these disburse-
ments.

• They encourage beneficiaries to
behave in ways that are impor-
tant to you.

• They allow you to condition dis-

bursement on your beneficiary’s
age, so you can decide when
he/she is old enough to responsi-
bly manage the inheritance.

• They can help you accomplish
goals through your beneficiaries,
such as continuing the family
business or pursuing philan-
thropic interests.

But there are also disadvan-
tages:
• While incentive trusts allow you

to specify conditions for distribu-
tions, they restrict the ability of
trustees to make different deci-
sions if new circumstances arise.

• Incentive trusts can cause resent-
ment among beneficiaries, who
may feel it is not your place to
tell them how to live their lives.

• Encouraging goals you think are
important may cause beneficia-
ries to neglect other good oppor-
tunities.  For example, you may
want a beneficiary to start a busi-
ness, but she may be better suited
to another career choice.

• Incentive trusts may be plagued
by the law of unintended conse-
quences.  How can you foresee
the future long after you’ve died?
You may instruct the trust to pay
out a stipend for your beneficia-
ries to go to school, but that can
encourage them to become pro-
fessional students.

• Because incentive trusts are often
more complicated than tradition-
al irrevocable trusts, they may be
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5 Facts about Estate Planning

When it comes to the future,
most Americans have a blind

spot: estate planning. Maybe it’s be-
cause of an unwillingness to think
about mortality or a sense that wills
and trusts are only for the wealthy
that people put off this important fi-
nancial planning task. Whatever the
reason, there are a lot of estate plan-
ning slackers out there. That’s a
problem, because not having an es-
tate plan could put your family’s fi-
nancial future in jeopardy and cause
other serious consequences. Here

Financial Briefs

are five facts everyone should know
about estate planning. 
1. Everyone Needs an Estate Plan

Yes, estate planning is absolute-
ly necessary for the wealthy. But the
rich are far from the only ones who
need to think about the future. Pret-
ty much everyone needs an estate
plan, regardless of how old they are
or how much money they have, and
can benefit from putting documents
in place that clarify who should re-
ceive their property after they die,
Continued on page 3
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Incentive Trusts Your Parents’ Estate Plans
more expensive to establish and
maintain.

What to Think About
There are a number of issues

that could affect the design and im-
plementation of an incentive trust.
Consider these points carefully:
• Goals — What behaviors do you

want to promote?  Incentive
trusts are often created to encour-
age beneficiaries to pursue 
higher education degrees.  Dis-
couraging reckless consumption
and unproductive behavior are
other common reasons behind in-
centive trusts.  Think about what
matters to you and your benefi-
ciaries.  What goals are fair and
reasonable for you to expect your
beneficiaries to achieve?

• Coordination with your estate
plan — Incentive trusts are just
one component of an estate plan.
Decide whether you want to cre-
ate a separate incentive trust or
build incentive clauses into a
trust designed for another pur-
pose.  Make sure the incentive
trust doesn’t conflict with or de-
tract from other components of
your estate plan.

• Duration — How long do you
want the incentive trust to last?
For grantors with substantial
wealth, a trust may span many
generations.  Can you realistical-
ly set expectations for beneficia-
ries who aren’t even born yet?

• Beneficiaries — Who will benefit
from the monies disbursed from
the incentive trust?  Considera-
tions here are similar to those for
any kind of trust: who do you in-
clude and exclude?

• Trustee designation — The
trustee of an incentive trust typi-
cally has a more difficult job than
the trustee of a simple traditional
trust, since he/she must decide
when beneficiaries have met the
conditions you specified.  Make
that job easier by writing condi-
tions that are objective and easily
measured.
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Estate planning can be a diffi-
cult subject to discuss with

your parents.  You don’t want to
seem concerned about how much
money they may eventually leave
you, while they may fear you are
interfering with their finances.
But to help ensure their estate is
settled quickly according to their
wishes, family members should
have some basic information.  You
don’t need to know the specifics
about who will receive what, but
you should find out:
• Where important estate plan-

ning documents are located.
Don’t ask for specifics, just
make sure documents are in
place so their wishes will be
carried out.  Find out if they
have a durable power of attor-
ney and a healthcare proxy.
With a durable power of attor-
ney, they designate someone to
control their financial affairs if
they become incapacitated.  If
your parents are concerned
that this person may assume
control prematurely, suggest
leaving the document with
their attorney, who can deliver
it to the appropriate person
when necessary.  A healthcare
proxy delegates healthcare de-
cisions to a third person when
your parent is unable to make
them.  Usually, this document
also outlines procedures to be

used to prolong life.
• How to contact their advisors.

Ask for a list of names, address-
es, and phone numbers of
lawyers, accountants, and finan-
cial advisors.

• Their rationale for distributing
their estate. Often, when heirs
understand why an estate is
being distributed in a particular
manner, it can prevent problems
among those heirs.  If your par-
ents are reluctant to discuss this
now, suggest they leave a person-
al letter with their estate plan-
ning documents explaining their
rationale for distributions.  This
is a good place to explain un-
equal bequests or large charitable
contributions.

• Preferences for the future. Find
out where your parents would
like to live if they’re not physical-
ly able to live in their current
home.  Do they want to move in
with relatives or live in an 
assisted-living facility?  Discuss
in detail what procedures they
want performed to prolong life in
the event of a terminal illness.
Determine their preferences for
funeral arrangements.

While these topics are some-
times not easy to discuss, they are
important to know to ensure that
your parents’ estate is properly han-
dled.     zxxx
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How to Prepare an Incentive Trust
If you decide an incentive trust

may be right for you, you should:
• Sit down with your beneficiaries

and trustee to discuss your goals
for the incentive trust.  The likeli-
hood that your beneficiaries will
later resent the incentives is
greater without this discussion.

• Build flexibility into the trust 
to accommodate changes in cir-
cumstances.  This will mitigate
unintended and undesirable con-
sequences.

• Ensure that the conditions you
want to include comply with
state and federal laws.

If you don’t want to establish an
incentive trust, you can limit each
beneficiary’s inheritance to an
amount that isn’t likely to encourage
reckless consumption and unpro-
ductive behavior.  Another alterna-
tive, if your interest lies in
philanthropy, is to establish a pri-
vate foundation and name your ben-
eficiaries as board members.  That
way, your money is still controlled
by your beneficiaries, but it is put to
charitable use.

Please call if you’d like to dis-
cuss incentive trusts in more detail.
zxxx



5 Facts

what kind of healthcare they’d like
to receive if they are incapacitated,
how surviving family members will
be provided for, and more. Estate
planning is especially important for
those who have children, complicat-
ed family situations, special needs
family members, or own certain
types of assets (like art, intellectual
property, or a small business).
2. A Will Is Not Enough

Wills are an important part of
estate planning, but they are just
one piece of a larger puzzle. Wills
clarify who should receive your as-
sets after you die. But you may also
need other documents, like a living
will, which explains what kind of
medical treatment you’d like to re-
ceive if you can’t make decisions on
your own, a healthcare proxy (a per-
son who will make healthcare deci-
sions on your behalf), and a power
of attorney (a person who is autho-
rized to make legal decisions on
your behalf when you’re not able
to). In some cases, you may want to
set up trusts to provide for your
heirs or charities. An estate planning
attorney can help you understand
which estate planning documents
are necessary in your situation. 
3. Your Beneficiary Designations
Supersede Your Will

Many people assume the in-
structions in your will take prece-
dence over any other directions.
That’s not always the case. Benefi-
ciary designations on retirement ac-
counts, life insurance policies, and
bank accounts aren’t superseded by
your will. So, even if your will
leaves your entire estate to your sur-
viving child, a retirement account
that names your brother as the pri-
mary beneficiary will still go to your
sibling. That’s why it’s important
you review your beneficiary desig-
nations regularly and update them
when your life changes (birth of a
child, divorce, etc.). 
4. You Can Leave More to Your
Heirs if You Structure Your Estate
Properly

If you have a sizable estate —
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3

FR2021-1213-0071

Periodically Review Beneficiaries

Many assets, including individ-
ual retirement accounts

(IRAs), 401(k) plans, life insurance
policies, and annuities, have benefi-
ciary designations that dictate who
receives the asset after your death.
These selections should be made
carefully, since they typically over-
ride any provisions in your will or
other estate planning documents.
Consider the following points:
• Select the most appropriate per-

son as beneficiary for each
asset. First, list all your assets
with beneficiaries, noting the
owner, primary beneficiary, and
contingent beneficiary.  Then de-
termine whether you have select-
ed the appropriate person as
beneficiary for each asset.  In
some cases, tax and estate plan-
ning considerations may help
dictate whom to select.  For in-
stance, spouses typically have
more options when inheriting an
IRA, so that may be the better
choice for your IRA.

• Name contingent beneficiaries.
Without a named contingent
beneficiary, the asset will be in-
cluded in your probate estate if

your primary beneficiary dies
before you.  The asset may then
have to go through the probate
process and may be distributed
to someone you had not intend-
ed to receive the asset.

• Indicate what percentage of the
asset each beneficiary should
receive. Also, in the event a
beneficiary dies before you, de-
cide whether each beneficiary’s
share should be distributed to
that person’s heirs or divided
among the remaining beneficia-
ries.

• Assess whether beneficiaries
are capable of managing the
asset. If not, you may want to
set up a trust to control the
asset’s distribution.

• Periodically review your bene-
ficiaries to see whether
changes are warranted. A di-
vorce, remarriage, spouse’s
death, or child’s birth are all
events that may require changes
to your beneficiaries.  You
should also review your benefi-
ciary choice if you make
changes to your will.     zxxx

one that exceeds the $12.06 million
federal estate tax exemption in 2022
— you may want to look into strate-
gies that will allow you to pass that
money to your heirs in a way that
avoids estate taxes. There are numer-
ous legal techniques you can employ
to do this, such as transferring assets
and property to a trust, making gifts
during your lifetime, setting up fam-
ily foundations, or leaving money to
charity. Even those with smaller es-
tates should keep taxes in mind. Did
you know, for example, that life in-
surance proceeds pass tax-free to
beneficiaries? That’s important to
keep in mind when you’re consider-
ing how to make sure your spouse
and children will be provided for if
you die unexpectedly. 
5. It’s Important to Talk to Your
Family about Your Estate Planning
Decisions

Disagreements among family

members about how to distribute an
estate are far from uncommon.
Often, those squabbles break out
over unexpected or unclear provi-
sions in the deceased’s estate plan. If
one member of your family feels that
they aren’t getting their due, it can
make the process difficult for every-
one. Drawn out legal battles that eat
away at the wealth you’ve accumu-
lated — and wanted to leave to your
heirs — may result. Even if you
think your family can handle your
estate civilly, it may still be a good
idea to sit down as a group or with
individual family members to dis-
cuss your wishes and explain your
estate planning choices. If you plan
to leave more of your wealth to one
child than the other, make sure your
children know about that so they
don’t end up feeling blindsided and
betrayed after your death.     zxxx
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Don’t Forget Digital Assets

When preparing an estate plan, people often forget
about their digital assets. But with so many managing their
lives online, digital assets are an integral part of your estate
plan.

There are a myriad of digital assets to think about as
part of your plan, including:
• Computers, external hard drives, smart phones, cam-

eras, flash drives, and other electronic devices.
• Online accounts such as bank accounts, investment ac-

counts, utilities, mileage and reward accounts, and so-
cial media accounts.

• Any important documents that you have stored in elec-
tronic files, such as tax returns, insurance documents,
wills, and trusts.

The first step is to conduct a thorough inventory of all
of your digital assets. Make a list that includes the type of
asset, the location of each asset, website addresses where
applicable, usernames, and passwords. You should provide
the written list to the person you are entrusting to take care

                                                                            Month-end
Indicator                                   Feb-22  Mar-22  Apr-22   Dec-21  Apr-21
Prime rate                                    3.25        3.50        3.50        3.25       3.25
3-month T-bill yield                   0.36        0.61        0.89        0.08       0.02
10-year T-note yield                   1.83        2.32        2.89        1.52       1.65
20-year T-bond yield                 2.25        2.59        3.14        1.94       2.19
Dow Jones Corp.                        3.31        3.72        4.33        2.48       2.37
GDP (adj. annual rate)#          +2.30     +6.90       -1.40     +6.90     +6.30
                                                         Month-end % Change
Indicator                                Feb-22     Mar-22     Apr-22    YTD 12 Mon.
Dow Jones Industrials       33892.60  34678.35  32977.21    -9.2%   -2.6%
S&P 500                                  4373.94    4530.41    4131.93  -13.3%   -1.2%
Nasdaq Composite             13751.40  14220.52  12334.64  -21.2%  -11.7%
Gold                                        1909.85    1942.15    1911.30     5.9%     8.1%
Unemployment rate@                4.00          3.80          3.60  -14.3%  -40.0%
Consumer price index@        281.15      283.72      287.50     3.4%     8.5%

# — 3rd, 4th, 1st quarter  @ — Jan, Feb, Mar   Sources:  Barron’s, Wall Street Journal
Past performance is not a guarantee of future results.

18-Month Summary of Dow Jones
Industrial Average, 3-Month T-Bill

& 20-Year Treasury Bond Yield
November 2020 to April 2022
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of these assets or keep a copy with your will and clearly
identify the person in charge of managing them.

Other options to consider for storage of these assets is
an online vault and a password manager. The online vault
allows you to store all of your important documents in one
secure online account. The password manager stores all of
your usernames and passwords for all of your online ac-
counts. The person who is responsible for your digital as-
sets only needs access to one password that will give
him/her the information for all of your other accounts.

In your estate plan, you will want to provide clear in-
structions as to who is responsible for your digital assets
and how you want them handled. You will want to select
someone you trust, because you may have details that you
want kept private. Make sure you indicate if you want ac-
counts closed, documents deleted, and any accounts or
documents to go to a certain person, especially if there is
any associated monetary value.
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