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A Message from the CEO
Distinguishing between the urgent and the
important can be a challenge in tumultuous markets.
The rocky start to this year serves to remind us of
the importance of focusing on long-term goals and
continuing to invest accordingly.
The slowdown in China is important. It
has been years in the making and the
ramifications, for the global economy as
a whole and the commodity-dependent
emerging markets in particular, are
widely understood by investors. It was
part of our rationale for adjusting our
long-term capital market assumptions
about a year ago, to project a 7.4%
return on equities, down from an earlier
expectation of 8.5%. It was the right
move at the right time, and we remain
comfortable with this forecast.
The headline-grabbing gyrations of
the Chinese stock market, on the other
hand, may seem urgent – but are not
especially important, to us or to most
U.S.-based investors.
Indeed, they aren’t even that important to
most Chinese, as stock holdings represent
just 5% of private wealth in the country.
The top ten companies are all state
owned and the listed shares are just a tiny
proportion of their total assets.
In other words, there is very little
correlation between the fortunes of the
Shanghai composite and those of the
country as a whole, let alone on the U.S.
or global economies. As John Apruzzese
notes in the cover article in this issue
of Independent Thinking, we remain
confident that the Chinese regulators
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will manage the country’s transition to
a consumer-driven economy, although
we are prepared for a difficult journey.
Volatility is never easy, but we continue
to see opportunities as well as risks
in this market. Brian Pollak discusses
our allocation to credit investments
on page 8, and David Golub, one of our
external managers, makes the case
for middle market lending on page 5.
Dick Hokenson, one of our colleagues
at Evercore ISI, takes a look on page 18
behind the headlines in this election
year at the real economic implications
of immigration.
You’ll see a number of articles relating
to trusts and family wealth services in
this issue, to mark the continued growth
of our personal trust/fiduciary services
and the anticipated establishment of
Evercore Trust Company of Delaware.
Chris Zander describes our take on a
modern trust company on page 12, and
Darlene Marchesani outlines the legal
and tax advantages of a Delaware Trust
on page 14.

I consider the implications of choosing
an individual and/or corporate trustee.
It can be a difficult choice and, in my
experience, is one that many grantors
struggle to get right. Our responsibility
to carry out the wishes of grantors
and provide for the well-being of the
beneficiaries is one that we take very
seriously and, I believe, something we
do really well.
As always, please don’t hesitate to contact
us about any of the topics addressed in
this issue or with any other questions you
may have. Staying close to our clients in
these challenging market conditions – and
helping you stay focused on your family,
business and legacy goals – is the most
important work we can do.

Jeff Maurer
Chief Executive Officer

We recognize that for many of our
clients, establishing, funding and
ensuring the administration of a family
trust is the most significant financial
decision that they will ever make. In my
own Baby Boomer column on page 16,
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Steady Investing in
Changeable Markets
By John Apruzzese

Behind all the market headlines is one incontrovertible fact: It is impossible to
consistently time the markets. Just about everyone gets it wrong, so much so that over
the past 20 years, when the S&P 500 compounded at a 9.9% annual return, the actual
return on a dollar-weighted basis experienced by the average investor in U.S. equity
mutual funds was just 2.5%.1 Swept up in market sentiment, they bought high during
periods of optimism and sold low during market downturns.

2.5

%

1

Average annual investor return in U.S.
equity mutual funds over 20 years.
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Sticking to an appropriate asset allocation
strategy and rebalancing the portfolio –
which far more effectively allows investors
to buy low and sell high over the long
term – is the way to go. It takes discipline,
especially in volatile markets like the one
we are currently experiencing. However,
the probability of achieving sustainable
performance and meeting long-term
financial goals is far greater.
Now that the U.S. market has corrected
back to more typical valuations, it’s
important to identify the developments
that will continue to have a significant
impact on U.S. domiciled investors. We
reduced our capital assumptions early
last year, in anticipation of slowing global
growth, and are confident in our current
asset allocation. We do see some increased
risks, however, as well as some discrete
investment opportunities afforded by
excessive selling in the marketplace.
Top of mind is the Federal Reserve, now
back in the hot seat after finally pulling

the trigger in late 2015 on the first rise
in the Federal Funds rate in nine years. At
the time, many investors argued that the
move was long overdue – that the markets
had become addicted to artificially low
interest rates. The initial market reaction
was muted, but the market has corrected
once again as the prospects of further
rate increases feed into weak foreign
currencies and falling commodity prices.
If these trends continue, it seems that
the Fed will have to hold off on additional
rate increases.
We agree that the dollar will continue to
strengthen – but not by as much as many
investors expect, as most of the potential
gains are already priced into the currency.
We are not at all convinced that long-term
interest rates will increase substantially,
as inflation remains stubbornly low.
Continuing deflationary forces mean
that high-quality fixed income should
continue to have a significant role to play
in well-diversified portfolios.
Plunging commodity prices have also
captured their share of headlines, but it
seems likely that prices should bottom out
in 2016 as supply and demand functions
react to the lower prices, albeit with a lag.
Patient investors may find opportunity
in high-quality energy companies and,
significantly, in distressed situations
through well-positioned illiquid funds
that specialize in distress investing.
Continued oversupply will prevent a
dramatic recovery, but there should be
real opportunity in this sector.
In the interim, however, it is important
to note that there is a related and very
real possibility of a global manufacturing
recession in 2016. Much will hinge on
China’s ability to pivot its economy
toward consumption and away from
investment. The era of double-digit
GDP growth for China is over. China is
going to have to dramatically reduce
overcapacity in the construction-related
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heavy industries such as steel, and address
the pollution being generated by their
cheap coal-fired generation plants,
among other reforms. The market will
continue to be whipsawed by changing
perceptions of how successfully China
will get through this major transition.

Rebalancing the portfolio
effectively allows investors
to buy low and sell high.
Here in the United States, consumers
are benefiting from an improved job
market and low commodity prices, albeit
somewhat offset by higher healthcare
costs. Wage growth, which has been
increasing at a disappointing rate of 2%
a year, should start to accelerate as the
jobs market continues to tighten. While
the jobs market has had an unbalanced
recovery, with the emphasis on high skilled
jobs, we are starting to see labor shortages
in areas such as long-haul trucking.
This brings us to continued innovation
in artificial intelligence and robotics,
the potential game-changer in our time.
Advances in artificial intelligence and
robotics will create both winners and
losers, to the benefit of astute investors,
even while questions around the net effect
on jobs remain unanswered. Those new
trucking jobs, for example, might be lost
to driverless trucks in the not-too-distant
future, a boon for the companies involved
and a boost to productivity.
It’s worth sounding two notes of caution
about two other headline subjects: M&A
activity and share buybacks, both of
which have reached dizzying heights.
Merger and acquisition activity reached
record levels last year, with transactions
totaling more than $4.5 trillion. This
trend will continue into 2016 as activist
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The Case for Middle
Market Lending
By David Golub

Editor’s note: Evercore Wealth Management
supplements its core investment
capabilities with carefully selected external
funds across the range of the firm’s asset
classes. Here we feature David Golub,
President of investment firm Golub Capital,
which he runs with his brother, Lawrence
Golub, and CEO of Golub Capital BDC
(NASDAQ: GBDC). Golub Capital manages
over $15 billion of capital, investing in
middle market and late-stage lending,
broadly syndicated loans, and opportunistic
credit investments.
Mr. Golub is a long-standing director of the
Michael J. Fox Foundation for Parkinson’s
Research and has served on the boards of
numerous public and private companies.
He earned his AB degree in government
magna cum laude from Harvard College. He
received an MPhil in International Relations
from Oxford University, where he was a
Marshall Scholar, and an MBA from Stanford
Graduate School of Business, where he was
named an Arjay Miller Scholar.
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Jim Grant of Grant’s Interest Rate Observer recently
joked, “I remember interest rates. We used to have
them.” No kidding. Seven years after the Great Recession,
interest rates in the United States remain remarkably
low. Investors in traditional fixed income have three
basic options: Wait out the low rates and accept lower
returns in the meantime; take more interest rate risk;
take more credit risk in liquid markets.
In this low interest rate environment,
which option offers the best balance of
risk and potential return? Our answer is,
“none of the above.” Instead, we see a
compelling case for certain investors to
explore nontraditional alternatives to
fixed income – specifically, middle market
lending. These investments are more
illiquid than many traditional fixed income
investments but generally carry lower
interest rate risk than high-grade bond
portfolios and lower credit risk than
high-yield bond portfolios.

THE FIXED INCOME CONUNDRUM
Central bankers intend for low interest
rates to prompt investors to take more

risk. The math is simple. Let us assume
you target an 8% return on your portfolio
over time. Exhibit 1 on page 6, compares
the yield on a 5-year U.S. Treasury note
to that 8% return target. The gap of more
than 6%, as of November 2015, shows just
how much ground investors need to make
up with riskier assets. For the past few
years, that gap has been about 3-4 times
wider than at the end of 1999.
Can investors wait out the problem?
Unlikely. Exhibit 2 on page 6, compares
the same 8% target to the yield the
market currently expects a 5-year
Treasury note to have 5 and even
10 years from now. The gap narrows,
but not by much.
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How about extending duration? Not
promising. The yield curve is rather flat.
Thirty-year U.S. Treasury bonds today
yield about 3%, only a small premium
to the 5-year yield. An investor still faces

coupon payments. A shift of just 100
basis points could cause a 30-year bond
to lose nearly 20% of its value, with
only meager income to cushion the
impact on total return.

a yawning gap to that 8% target, but now
also has exposure to severe interest rate
risk. As shown in Exhibit 3 on page 7,
a small move in long-term interest rates
could wipe out several years’ worth of
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At constant maturity
The 5y5y UST forward rate in each period represents the market's expectation of the interest rate on a 5-year Treasury (UST) issued five years in the future. In each period,
it is defined as the interest rate, r, such that a 10-year UST (at the then-current, or "spot" interest rate) would be equivalent in present value terms to a 5-year UST
(at the spot rate) plus a 5-year UST issued five years in the future (at interest rate r). There is no guarantee that it would have been possible to make an investment in
a future 5-year UST at the 5y5y forward rate in any period.
3
The 5y10y UST forward rate is defined as the interest rate, r, such that a 15-year UST (at the spot rate) would be equivalent in present value terms to a 10-year UST (at the
spot rate) plus a 5-year UST issued ten years in the future (at interest rate r). The spot rate for the 15-year UST is interpolated by cubic regression on the spot UST rates
at 1, 5, 10, 20 and 30 years. There is no guarantee that it would have been possible to make an investment in a future 5-year UST at the 5y10y forward rate in any period.
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Finally, how about adding credit risk?
For a time, this worked well, as we were
in the “everyone is a genius” part of the
credit cycle. No more. Fundamentals
and standard credit metrics appear to
be deteriorating. We are not predicting
an imminent recession, but we are
keenly aware that we are not in the early
innings of this credit cycle. For example,
many fixed income investors received
an unwelcome surprise in 2015, as weak
commodity prices strained issuers in
the energy and basic industry sectors.
These sectors, which constituted more
than 22% of the Barclays U.S. HighYield index as of November 30, 2014,
delivered total returns of -18.3% and
-16.6%, respectively, over the following
12 months.
Investors are hard pressed to find the
least bad answer to the fixed income
conundrum. We see a better way – middle
market lending as an alternative to
traditional fixed income.

THE MIDDLE MARKET ALTERNATIVE
What is “middle market” lending, and why
should investors know about it?
The U.S. “middle market” consists of
around 200,000 businesses, which are
privately held and generally classified
by revenue (e.g., under $1 billion) or
EBITDA (e.g., $5-50 million). The U.S.
middle market produces about one-third
of private sector GDP, but many investors
have no exposure to this market. Not
only is the middle market large, it is also
healthy. The middle market companies in
the Golub Capital Altman Index increased
revenues by nearly 8% year-over-year in
Q3 2015 – outpacing most of the world’s
fastest-growing economies.
At Golub Capital, we have invested in
U.S. middle market companies for more
than 20 years. In our view, middle market
senior secured loans can help investors
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fix the fixed income conundrum.
Compared to traditional options, we
see several advantages:
• S uperior income. Middle market senior
loans may carry a premium yield to
high-yield bonds and large leveraged
loans, as lenders do not compete
only on price.
• L ow interest rate risk. Loans are
typically floating rate, not fixed.
• Relatively low credit risk. While all
of these corporate issuers employ
leverage, the senior secured loans are
at the top of the capital structure, and
middle market lenders often insist on
strong covenants.
• S ponsor support. We focus on lending
to companies backed by private equity
sponsors with proven expertise and a
significant equity investment behind us.
• Favorable supply-demand dynamics.
As banks have withdrawn from middle
market lending due to changes in the
regulatory landscape, a handful of
market leaders have emerged in their
place. We believe the market leaders
have scale, relationships and expertise
that are very hard to replicate.

THE RIGHT PARTNER
In our judgment, the true test of a lender
is performance over the full business
cycle – and the key driver of long-term
performance is minimizing credit losses.
Because past performance does not
guarantee future results, we believe
investors should seek to understand
how the lender is positioned to handle
a turn in the credit cycle. Here are some
questions to consider:

Scenario Total Return1
30-year Treasury Interest
Rate Risk Scenarios2
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Shift in 30-year interest rate (bps)
Scenario total return includes a market value
return equal to the change in interest rate
multiplied by the modified duration of the bond
(at issue, i.e., 19.69) and an interest return equal to
one year of coupon income.
2
Scenarios are based on a 30-year Treasury with
3% coupon, purchased at par when issued.
Sources: Bloomberg, Golub Capital internal analysis
1

• H ow are the incentives of the manager
and its investment professionals aligned
with investors’ long-term net returns?
Low interest rates have created a
conundrum for fixed income investors.
With the right partner, a middle
market lending strategy could be
a compelling alternative.

The essay above represents the views of
David Golub, and not necessarily the views
of Golub Capital. No investment product is
being offered as a result of this publication,
and is only offered in connection with
full definitive documentation. Investment

• Do the manager’s relationships,
capabilities and scale position it to
source and win high-quality deal flow?
• I s there a consistent, comprehensive
underwriting process, with appropriate
emphasis on performance in distress
scenarios?

carries with it the risk of loss.
To learn more about investing in credit
strategies and the Evercore Wealth
Management Efficient Architecture approach
to asset allocation, contact Brian Pollak
at brian.pollak@evercore.com.
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High-Yield Credit:

Time to Catch a Falling Knife?
By Brian Pollak

The high-yield credit market, after suffering its worst
year since 2008, is off to a rocky start in 2016. The
weakness that originated in the commodity-focused
credits has spread to high-yield sectors as diverse as
retail, gaming, media, consumer products, technology
and capital goods.
In each of these areas, more than 10%
of securities are trading at above 1,000
basis points, or 10%, over Treasuries
– the distressed threshold. According
to a recent Deutsche Bank report, the
high-yield distress ratio is 19% today
(led by a 30% rate in the energy sector),
up from just 4.7% in June 2014 and
the highest level of distress in the U.S.
bond market since the aftermath of the
2007-2008 credit crisis.
This situation has been some time in
the making. Years of historically low
interest rates driven by ultra-easy
monetary policy made borrowing
large sums of money for projects
that relied on high commodity prices
commonplace, flooding the market
with new high-yield debt. In addition,
the aftermath of the 2007-2008 credit
crisis and the subsequent increase in
1

2015, Bloomberg, JP Morgan
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government regulation, which limited
the amount of high-yield bonds that
banks and brokers can hold on their
balance sheets, caused a lasting decline
in liquidity. Traditional asset management
firms and other institutional investors
effectively became the liquidity provider
of last resort.
At the same time, mutual funds and
exchange traded funds, or ETFs,
became a much more significant
portion of the market, now accounting
for $374 billion of assets in the $1.32
trillion high-yield market, or 28.3%,
up from 13.5% in 2008.1
Essentially, in a market where liquidity
has decreased on the underlying
assets, a majority of the growth
(about 66%) has been in vehicles in
which investors can redeem on a
daily basis. That’s a classic asset and
liability mismatch, as evidenced by the

December 2015 suspension of investor
redemptions in Third Avenue Focused
Credit Fund, a 40-Act mutual fund with
an aggressive portfolio of distressed
and illiquid securities. (Evercore Wealth
Management has never owned shares
in this fund.)
Continued redemptions from high-yield
mutual funds could certainly put further
pressure on the market. However, it
seems to us unlikely that a rash of
similar events will follow. The Third
Avenue fund had far more distressed
securities and less liquidity in its portfolio
relative to almost all other funds in the
high-yield category.

10

%

More than 10% of securities are trading
above 1,000 basis points over Treasuries.

Increased risks can also present
opportunity. While we expect further
dislocations in this market and are
proceeding with caution, there are
some reasons for optimism. A positive,
albeit slow, economic growth rate in
the U.S. should be supportive of less

Mutual funds and exchange
traded funds, or ETFs, now
account for 28.3% of the
high-yield credit markets.

we see some attractive investments.
Credit investments currently represent
5% of our recommended asset
allocation to balanced portfolios.
Notable among these opportunities
is senior secured middle market debt
with an illiquid structure and less
exposure to cyclical and commodity
sensitive sectors than the broader
market. (David Golub of Golub Capital,
one of our external managers, makes
the case for this market on page 5.)

cyclical and more consumer-focused
high-yield sectors. While we expect
default rates to move higher, the
likely increase is already reflected
in current yields. At the same time,
to the extent the Federal Reserve
continues to hike interest rates, the
high-yield market, with significantly
more spread cushion, should be less
sensitive to further rate increase
than higher quality bonds. As a result,

to be dynamic and tactical in their
allocation to credit investments.
We are extremely selective, however,
as mutual funds in this space are
under a great deal of pressure. An
investment in more traditional
high-yield funds will make sense at
some point, but we believe it is worth
waiting to pick up the falling knife
until it hits the ground.

Brian Pollak is a Partner and
Portfolio Manager at Evercore Wealth

We also see opportunity to invest
with good managers focused on liquid
investments who have the disciplined
credit selection and the flexibility

Management. He can be contacted
at brian.pollak@evercore.com.

Increasing Areas of Weakness

November 2014

Sector Distress Ratios in U.S. High-Yield Market
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evercorewealthmanagement.com
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Transaction & Wealth Planning:

Timing is Everything
By Iain Silverthorne and Stuart Francis

This looks like another banner year for deals in the
United States, notably in Silicon Valley. There are
now 144 so-called unicorns – private companies with
valuations of $1 billion or more – and a huge appetite
for merger and acquisitions in an otherwise low-growth
market. In the race to get deals done, entrepreneurs
and executives risk forfeiting substantial planning
opportunities for themselves and their families.

While strategies to minimize personal
estate, income and capital gains taxes,
provide for liquidity needs, and manage
concentrated stock positions may be the
furthest thing from the minds of people
focused on the future of the company
that they have built, timing is everything
in wealth planning too. The earlier
the strategic wealth planning kicks in,
the better. Ideally, entrepreneurs and
executives should be in contact with both
their corporate advisor and their wealth
advisor from the very beginning of the
transaction planning stage through the
conclusion of the deal, and into the next
stages of their business and personal lives.
Let’s look here at some options for John,
a CEO with a $60 million stake (at a zerodollar cost basis, for income tax purposes)
in a private technology company that’s
likely to be acquired in the next two years.
Both he and his wife, Anne, are 53 years
old and spend about $750,000 a year after
taxes from his income. They have two
children and two grandchildren, to whom
they plan to leave most of their wealth,
but are also interested in establishing
a charitable legacy, either in a trust or
through a private foundation.
In pre-transaction wealth planning, we
create a comprehensive goals-based
investment plan, taking into account the

10
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Chart hed tk
Total Net to Heirs & Charitable Entity
No Pre/Post Transaction
Wealth Planning

various investment goals and objectives
for individual, trust, and charitable assets.
We determined that this couple needs
$30 million in liquid assets to sustain
their current lifestyle and preserve their
capital. Our recommendations included:
• R etaining $30 million worth of
the company shares (at current
pre-transaction value)
• Transferring the equivalent of $20
million shares in a zeroed-out two-year
grantor retained annuity trust, or
GRAT, with a 2% so-called hurdle rate
to exploit the lack of marketability
and minority interest discounts on the
shares. 1 When the GRAT terminates, the
remaining assets will pour over into
follow-on grantor trusts created for the
benefit of the couple’s two children. 2
• Utilizing both John and Anne’s gift tax
and generation-skipping transfer tax
exemptions to transfer $10 million
worth of shares directly to grantor trusts
for the benefit of their children and
grandchildren. 3 These grantor trusts
have provisions that allow the children
access during their lifetimes (subject
to the discretion of an independent
trustee), but are ideally set aside
for grandchildren to leverage the
generation-skipping tax exemption,
which would otherwise be wasted. In
other words, this structure is designed
to balance the long-term intent of
the grantors while providing for any
potential needs of the children.
• Selecting an individual and an independent
corporate co-trustee to govern family and
charitable trust entities (see the related
articles on pages 12, 14 and 16).
•D
 onating $20 million worth of long-term
appreciated shares (at post-transaction
value) to a charitable foundation (and
being mindful of the impact of securities
law restrictions).
Post-transaction, the work continues. We
help to make sure that the stock sales
and gifts are in keeping with regulatory

evercorewealthmanagement.com

With Pre/Post Transaction
Wealth Planning

Don’t
Money on the Table
Total Net toLeave
Heirs
& Charitable Entity

$58,110,720

Total Net to Heirs & Charitable Entity

Total Net to Heirs &
Charitable Entity

$85,561,756

Difference
from Planning

$27,451,036

No Pre/Post Transaction
Wealth Planning

With Pre/Post Transaction
Wealth Planning

Difference f rom Planning

$58,110,720

$85,561,756

$27,451,036

$100,000,000

No Pre/Post Transaction Planning

$100,000,000

With Pre/Post Transaction Planning

$80,000,000

$80,000,000

$60,000,000
$60,000,000

$40,000,000
$20,000,000

$40,000,000

$0
$20,000,000
$0

requirements and timed to maximize
potential tax savings. We also evaluate
whether a swap of assets in-kind between
the grantors and the grantor trusts is
prudent, based on the differing tax
characteristics and goals of the different
family stakeholders.

executives – and their families – fully
realize the rewards of all the work
and sacrifice that went into building
these companies.

Iain Silverthorne is a Partner and Wealth
Advisor at Evercore Wealth Management in

Each transaction is different, as are the
goals and constraints of individuals
involved. Decisions around the actual
proceeds of a transaction should include
an assessment of the differences in value
and associated risk, deal terms, and
the potential impact of securities law
restrictions, which can significantly affect
the ultimate value and access to the
proceeds. The benefits of this pre- and
post-transaction planning, as illustrated
in the chart above, can be significant, far
more so for those who live in California
and other high-tax states. (This example
was based on a couple living in a state
without income tax.)
It seems to all of us at Evercore that
it’s well worth taking the time to get
this right. It is our job to ensure that
our clients, the entrepreneurs and

San Francisco. Stuart Francis is the Senior
Banker in the Evercore office in Menlo Park,
California, and leads the firm’s Silicon Valley
Technology practice. For further information
on pre- and post-strategic wealth planning at
Evercore, please contact Iain Silverthorne at
silverthorne@evercore.com or Chris Zander in
New York at zander@evercore.com.

IRC. Sec. 7520 rate in December 2015.
	A s the sale of the private company was for stock,
the grantor trusts created for children will hold
shares of the new company stock. The use of GRATs
allows John and Anne to pay all related capital gains
taxes, effectively lowering their taxable estate.
The remaining assets in a GRAT, after all annuity
payments are made back to the grantor, will pass
into grantor trusts for the benefit of the children.
The grantors, while living, can be responsible for the
income taxes due on the income of the trusts, unless
they choose to relinquish that provision.
3
	The IRS applicable exclusion limit is currently $5.45
million per person.
1
2

11

Trusts & Family Wealth Services

The Makings of a
Modern Trust
By Chris Zander

It’s time to take a fresh look at trusts. They need not
be the rigid, expensive edifices familiar to previous
generations or fans of Downton Abbey. A modern
trust should be a flexible, dynamic structure that
protects and promotes a family’s assets and its values,
balancing the intent of the grantor with the real life
needs of the beneficiaries.
A trust needs to be flexible
enough to honor not just its
stated purpose, but also the
true intent of the grantor.

In thinking about existing or new trusts,
the best starting point is the purpose of the
trust. Whether it’s to preserve assets for
a spouse and/or transfer assets to future
generations in a tax-efficient and effective
manner, shelter assets from future creditors
or provide for the care of a family member
with special needs, the most effective
trusts are established and administered
to meet those goals.

erodes that capital over time, as taxes and
fees coupled with poor investment returns
take their toll.

Trusts also need to be properly managed.
As we’ve discussed in earlier editions of
Independent Thinking, there’s a reason
for the old saying in this business: that you
can make a small fortune by handing over
a large one to a bank trust department.
Investing trust assets exclusively to
preserve capital, as is still the practice at
many old-line trust companies, inevitably

Instead, investment and management
decisions for a modern trust generally
shouldn’t be that dissimilar from a
thoughtful, sophisticated goals-based
investment process generally. Risk/return
trade-offs, cash flow requirements, and
income tax status for a trust need to be
evaluated much like an advisor would do
for individuals. Investment vehicles that
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were once the preserve of institutional
investors can now be used to complement
the overall strategy of the trust and to
grow wealth as well as to preserve it.
It’s important not to stop there, however.
A properly drafted trust agreement must
offer flexibility so that trustees can fulfill
the true intentions of the grantor should
circumstances change. Appointing the right
trustee, as described on page 16, is critical.
There could be new family members to
consider. Or someone who had suffered
from addiction could show marked signs of
recovery. The selection of the situs of the
trust is also equally important. A national
charter can be important, as families
disperse across the country, while certain
trusts may be better located in a trust situs
such as Delaware to take advantage of
more flexible trust structures and favorable
income tax and asset protection attributes.
(See the article on Delaware trusts on page
14.) The point is: Future generations may
prosper or encounter challenges that
we can’t anticipate – and the trust needs
to be flexible enough to honor not just its
stated purpose, but also the true intent
of the grantor.
As with most endeavors, establishing,
managing and administering a successful
trust depends in large part on the attitude
of the people doing the work. Do they

work together, as a team, with you and
your other trusted advisors? Do they
possess the knowledge and experience
required to make fiduciary decisions
that solve complex issues? Do they have
the flexibility to manage unique assets
or large, concentrated holdings in the
context of the trust’s goals and overall
family wealth transfer plans? Most
important, have they taken the time to
understand your objectives and concerns?
In the trust business, there is no substitute
for direct relationships between a grantor
(and beneficiaries) and the professionals
to whom they are entrusting those assets.
Wealth advisors and investment managers
need to take the time to really get to know
their clients, their families, their businesses,
and their legacy goals. Understanding
how a particular trust fits into a family’s
long-term wealth planning and governance
plan enhances the advisory relationship
and ensures that advice is tailored to the
specific family’s circumstances.

It’s ironic that something that sounds so
old-fashioned has fallen out of practice at
the traditional trust companies. But it should
be the standard, at any firm. If you are
directed to a 1-800 number to discuss your
trust, then consider discussing it somewhere
else, with senior professionals who will
listen. In a similar vein, transparency in
all its dealings should be the hallmark of
a modern trust company. Clients should
expect a simple fee structure, free from
hidden charges or premiums for working
with co-trustees or co-executors.
Finally, it’s important to stress that
experience does matter. An old name
on the front door is no guarantee of
expertise inside. Indeed, some of the
firms established around the time of the
Lehman collapse, when many of the most
experienced planning and investment
professionals fled big bank and brokerage
models to better serve their clients, are
arguably better positioned to manage
and administer modern trusts.

At Evercore Wealth Management, our
founding partner and CEO, Jeff Maurer
(and the Chairman of our affiliate
Evercore Trust Company, N.A., a national
trust bank), started his career as a
fiduciary advisor, as did many of our
partners and other senior professionals
across the United States – it’s in our
DNA. In short, we know what it takes to
build a modern trust company. And we
follow through, with a complementary
range of family wealth planning and
investment services, always striving
to achieve the best possible after-tax,
after-fee, risk-adjusted performance
to honor the intent of the grantor
and ensure the lasting well-being of
the beneficiaries.

Chris Zander is the Chief Wealth & Fiduciary
Advisor at Evercore Wealth Management.
He is also the President of Evercore Trust
Company of Delaware. He can be contacted
at zander@evercore.com.

We strive to achieve
the best possible after-tax,
after-fee, risk-adjusted
performance.

evercorewealthmanagement.com
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Crossing to Delaware:

Factors in Determining
a Trust Jurisdiction
By Darlene M. Marchesani

Delaware punches well above its weight in helping
advisors protect client family assets. For more than one
hundred years, the state has actively supported trusts
and it continues to lead the country in estate planning
innovations. Delaware is now home to nine state
non-deposit trust companies and 24 state limited
purpose trust companies.
Tax considerations, asset protection
and confidentiality are three prominent
considerations for high net worth families
in selecting a trust jurisdiction. Delaware
does not impose income or capital
gains taxes on trusts administered in the
state.1 At the same time, asset protection
is arguably stronger in Delaware than in
any other trust jurisdiction. Legislation
that emphasizes the importance
of a trust’s intent is balanced with
measures to protect the privacy of family
members involved. 2

Also important is the jurisdiction’s breadth
and depth of fiduciary expertise. Created
in 1792, the Delaware Chancery Court is
a court of equity rather than a court of
law, meaning that it fashions a remedy in
those circumstances where a monetary
ruling is not sufficient.
These advantages are generally known
to many families, and certainly to their
attorneys and other advisors. Less
understood but also of significant interest
to families establishing trusts today is the

	E xcept when one or more beneficiaries of the trust reside in the state, in which case Delaware will only impose
tax upon that portion of the trust income that is attributable to the Delaware resident beneficiary.
2
	Delaware does not require the trustee to file trust agreements with a court or public agency, nor does it mandate
annual trust accountings.
1
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jurisdiction’s encouragement of flexibility
in trust administration. Here, Delaware has
advantages that significantly distinguish the
state from other U.S. locations. These include:
•A
 full range of investment options. The
state’s Prudent Investor Rule, adopted
in 1986, allows trustees to acquire just
about every kind of investment. The
trust’s investment performance is judged
based upon the performance of the entire
portfolio, rather than on an asset-by-asset
basis. Delaware trusts can be used to
hold alternative investments and more
speculative assets, enhancing potential
growth for future generations.
• S elf-settled asset protections. In 1997,
Delaware enacted a self-settled asset
protection trust law. The Qualified
Dispositions in Trust Act provides asset
protection for certain self-settled trusts
that meet specific requirements, permitting
a settlor to transfer his or her own assets
through a qualified disposition to an
irrevocable trust, while retaining certain
beneficial interests in the trust, but
protecting those assets from claims of
the settlor’s future creditors.
•P
 erpetual trusts. Delaware has allowed
certain types of trusts to exist in perpetuity
since 1995.

•D
 elaware Incomplete Non-Grantor
Trusts. These allow a non-grantor
asset protection trust to grow free of
state income tax and be subject to
federal gift tax only when distributions
are made to individuals other than
the grantor. Unfortunately for New
York residents, this technique is no
longer tax-efficient. A New York state
throwback rule has made untaxed
income distributed to New York
resident beneficiaries taxable over
several years.
Perhaps the most important of
Delaware’s trust benefits is the ability
to bifurcate a trustee’s traditional duties
to two or more persons. Delaware
law allows a trust’s investments to be
directed by an investment advisor, and
the distribution decisions to be directed
by a distribution advisor, provided that
both are acting in a fiduciary manner.
As Jeff Maurer discusses on page 16,
families who have entrusted their trust
investments to a particular investment
professional may retain that advisor with
a Delaware-directed trust. Individual
investment advisors can also provide
more flexibility, enabling a trust to more
easily hold a low-basis stock or an illiquid
asset (e.g., closely held business, family
farm, or private equity investment held in
an LLC). Similarly, a distribution advisor,
who knows the beneficiaries personally
and can assess their needs and evaluate
their behaviors in that context, may also
direct decisions regarding distributions
to beneficiaries.

evercorewealthmanagement.com

In situations involving an investment
advisor and/or a distribution advisor, the
traditional trustee function is modified
to that of an administrative trustee,
typically with a corresponding fee
adjustment, if appropriate. Delaware law
also allows a trust protector to be named
to make changes to an irrevocable trust
instrument including changing a power
of appointment, exercising a removal
or appointment provision, or amending
a trust to achieve a favorable tax result
or to improve administration.

Delaware continues to
lead the country in estate
planning innovations.
For example, a family can appoint their
longtime financial advisor to serve as the
investment advisor to their trust. In addition
to managing its marketable securities, the
advisor could direct the trustee to hold a
100% interest in the family’s limited liability
company, or LLC, which in turn holds their
interest in a private equity firm, in this
case. With this type of plan in place, the
administrative trustee has no responsibility
for the investments and, absent willful
misconduct, would not be liable for
any actions taken with regard to the
investments. The trust could hold the LLC
interest without any pressure to diversify
or otherwise dispose of this asset.

amount of any disbursements to be made
to the beneficiaries. Should a beneficiary
require, say, a tuition payment or similar
discretionary distribution of trust principal,
the distribution advisor would direct the
administrative trustee to facilitate that
distribution, free of layers of bureaucracy
inherent in many large institutions. In short,
the beneficiaries won’t need to wait – and
wait – for trust committees to meet and
decide on their distribution request.
Directed trusts can also provide long-term
benefits for a range of structures, including
dynasty trusts that protect closely held
businesses or family farms. Dynasty trusts
can be drafted to provide a discretionary
income interest to each generation, with
principal being expended (at the distribution
advisor’s discretion) for health, education,
maintenance and support. These trusts can
also last into perpetuity, and the family
can maintain control over the closely held
business or farm, free of pressure to diversify
or sell the assets.
Additional tools available to Delawaresitused trusts include the use of decanting,
merger and non-judicial settlements
to fix so-called broken trusts. We will
be addressing these in future editions of
Independent Thinking.

Darlene Marchesani is the Chief Trust Officer
and Trust Counsel of Evercore Trust Company
of Delaware. She can be contacted at darlene.
marchesani@evercore.com. To learn more about

Should the LLC generate income to the trust,
the distribution advisor determines the

Evercore Trust Company of Delaware, please visit
www.evercoretrustcompanyofdelaware.com.
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Choosing the Right
Trustees
By Jeff Maurer

One of the advantages of age is perspective. I’m
further along the financial life cycle than many of my
younger partners and able to voice the concerns of
my generation – and the experience of a long career in
wealth management – as we advise families on some
of the most important decisions they will ever make.

In our estate planning discussions, we ask
our clients many of the same questions that
I ask myself. Who will serve as a trustee
for children and grandchildren? Should
that responsibility go to a friend, to the
children or other relatives, to a lawyer or
accountant, or to an institution? Who will
step into the grantor’s shoes as needed?
As we dig a little deeper, other questions
come to mind. Of friends and family,
advisors and institutional relationships,
who has the experience to protect the
assets from theft or the Bernie Madoffs of
this world? To make the best investment
decisions? To make sure that the trust
income is properly reported and the
appropriate tax returns are filed? And,
just as important, who will provide the
most effective counsel to children and
grandchildren on financial affairs?
I started my career over 30 years ago as a
trust officer, so I know well that a properly
established, managed and administered
trust will provide the most benefit to its
beneficiaries. There’s a lot to consider, and
the starting point is recognition that family
circumstances can and will change. All
trusts, especially those designed to last for
two or more generations, need to have an
element of flexibility to balance the intent
of the grantor with the evolving needs of
the beneficiaries.
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Without a doubt, my family knows itself
best. I don’t want one of my two children to
serve as trustee for their sibling, however,
as this could cause lasting damage to
their relationship and affect their own
children, as well as the family as a whole.
(Indeed, that’s pretty much the last thing
I want.) There are circumstances in which
this approach makes sense, but they are
relatively rare. Nor do I want to worry
about replacing my long-term attorney
or accountant if I appoint one of them.
Trust companies are more objective, of
course, and a number pride themselves on
their histories. But I know from personal
experience that many trust companies
have changed a great deal in recent years.
I don’t want my beneficiaries to feel
that the institution I chose had become
impersonal, bureaucratic or that it charged
too much. Beneficiaries should have the
right to replace the trustee – and without
having to pay any termination fees.

such as vacation homes, concentrated
stock holdings, a private business or
a valuable art collection. In our firm’s
collective personal trust and fiduciary
experience, we’ve probably seen it all.
Often, they have more personal issues
to consider, such as protecting assets
from the potential ravages of divorce
or fairly managing the conflicting
interests in families with relatives from
previous marriages or special needs.

trustee and is able to manage a wide
range of assets for families across the
United States.

For these clients, a flexible institutional
trustee is usually a component in the
right solution. Evercore Trust Company
can act as a sole trustee or joint

Jeff Maurer is the CEO of Evercore

My own affairs are relatively
straightforward. Many of our clients have
more questions to address, including
the future ownership and management
of family businesses or shared assets,

evercorewealthmanagement.com

Wealth Management and the Chairman
of Evercore Trust Company. He can be
contacted at maurer@evercore.com.

Benefits of a Trust
Trust

Charitable lead trust

In the end, I chose an individual and
an institutional trustee (Evercore Trust
Company, N.A., a close affiliate of Evercore
Wealth Management) to co-manage my
own family’s affairs. My beneficiaries will
have, to my mind, the best of both worlds,
with the close understanding of their
relative and the support of an experienced,
flexible institution. It’s important to note
that the individual will also benefit from the
relationship with the institution: Becoming
a trustee is a big responsibility and I want
to do what I can, while I can, to ease that
burden for the individual I chose. The
individual co-trustee, on the other hand,
will provide a level of governance over the
corporate trustee, and will have the power
to remove and replace the corporate trustee
should it be necessary to do so.

The right trust, structured, managed
and administered the right way, can do
much to resolve pressing estate planning
questions and prevent future conflicts,
now and among future generations.
That’s a legacy worth leaving.

Benefits
•P
 otential income tax charitable deduction
•E
 xcess appreciation to non-charitable beneficiaries

Timing

Lifetime or at death

Charitable remainder
trust

• I ncome tax charitable deduction
•D
 eferral of capital gains tax if assets sold

Typically lifetime

Children’s trust

•M
 anagement of assets
•C
 ontrol over distributions
•C
 reditor protection

Lifetime or at death

Generation-skipping
trust

• Avoid generation-skipping tax
•A
 voidance of estate tax in child’s estate
•C
 reditor protection

Lifetime or at death

Grantor retained
annuity trust (GRAT)

•E
 xcess appreciation removed from estate

Lifetime

Life insurance trust

•A
 voidance of estate taxation of insurance proceeds

Lifetime

Qualified personal
residence trust
(QPRT)

•T
 ransfer of residence for less than fair market value

Lifetime

Qualified terminable
interest property
(QTIP) trust

•D
 eferral of estate tax until surviving spouse’s death
•C
 ontrol over distribution at surviving spouse’s death

Typically at death

Revocable trust

•P
 roperty management in case of disability
•A
 voidance of probate at death

Lifetime

Credit shelter trust

•F
 unded with remaining gift tax exemption
•A
 voidance of estate taxation in surviving spouse’s
estate

Lifetime or at death
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The Economics of
Immigration
By Dick Hokenson

The world is on the move. Today, there are 244 million
people living outside their country of birth, the highest
figure ever recorded, an increase of 71 million people
since 2000. The global refugee crisis, along with
security concerns that have escalated sharply since
the attacks in Paris and in San Bernardino, California,
are testing the best of immigration policies.

Editor’s note: Richard (Dick)
Hokenson is the Head of Global
Demographic Research at
Evercore ISI and a pioneer of
the application of demographics
to economic and financial
market forecasting.

Behind the Headlines: Smaller Numbers than Many Americans Might Realize
Immigrants as Percentage of Total Population
12%
10%
8%
6%
4%
2%
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The United States can
benefit from increased
immigration.
Unfortunately, and despite repeated
assertions that the country is
being overrun with immigrants, the
reality is that immigrants currently
represent only a relatively small
proportion of the total population
of the United States (see chart on
page 18).

evercorewealthmanagement.com
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Although the United States is not
aging as rapidly as almost all other
developed countries, we can also
benefit from increased immigration.
Naturalized U.S. citizens have the
highest rate of homeownership
in the country. Immigrants of all
races are more likely to be selfemployed compared to their U.S. born
counterparts and are a significant
force in creating jobs. Indeed, foreignborn workers, who represent 17% of
the U.S. total workforce, are more
likely to be employed than U.S.-born
workers. They comprise a substantial
proportion (19%) of the 14.6 million
self-employed workers. 1

5%

19

are Muslim.

Average annual percent change in
U.S. Hispanic population

–1

of doctors in the United States

U.S. Hispanic Population
is Growing More Slowly

90

10

%

The rate of increase in the Hispanic
population, which had been a
key driver in U.S. population
growth, has slowed considerably,
reflecting fewer entrants and
increased emigration (see chart
to the right). It would not surprise
us if the size of the Hispanic
population stalls or even shrinks
as more find opportunities in
their home countries. Certainly,
it is difficult to see any economic
rationale for building a wall
along the southern border of the
United States.
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Lost behind the headline rhetoric on
immigration and refugees, however,
is the demographic evidence that
migration can be an economic
blessing, infusing wealthier but more
slowly growing populations with
new blood and willing workers.

Note: Population estimates are for July 1.
Source: Pew Research Center analysis of Intercensal
population estimates for 1990–1999 and 2000–2009
and Vintage 2014 estimates for 2010–2014.

of recent Asian immigrants in
possession of a college degree.

For several years now, the main
region of origin for immigrants is
Asia. Not only are Asian Americans
the fastest-growing racial group
in America, they are the besteducated and highest-earning
group of recent immigrants. Nearly
half of Asian Americans 25 years
old and over have a bachelor’s
degree or higher, nearly double
the U.S. average. The figure for
recent Asian immigrants is even
more impressive, with 61% in
possession of a college degree.
Median annual household income
is $66,000, compared to $49,800 for
the general public. 2
It is very positive, therefore, that
73% of Asian American immigrants
say that the opportunity to get
ahead is better in America, versus
5% who think it is better in their
country of origin. 3

It’s also worth noting that Muslims
as a group account for just 1% of
the total U.S. population but 10%
of all U.S. doctors, according to the
American Medical Association.
In short, it’s pragmatic to welcome
immigration. It’s never easy; just
about every generation of Americans
since the country’s founding has
struggled with integrating large
numbers of migrants who are very
different from the existing populations.
But the economic case for continuing
to do so is clear.

	Pew Research
	Pew Research
3
	“A Place to Call Home” at http://www.publicagenda.
org/pages/immigrants
1
2

19

Trusts & Family Wealth Services

Changes in Social Security
By Jen Tse

Significant changes in Social Security will
impact married Baby Boomers who have
not yet filed for benefits. If your birthday is
on or before May 1, 1950, there is still time
to implement the so-called file and suspend
strategy to trigger a spousal benefit. By
filing and suspending, you will be able to
earn delayed retirement credits without
receiving any personal benefits until a
later date and allow your spouse to begin
receiving spousal benefits as young as age
62. You’ll have to act fast, however. The
window closes on April 30, 2016.
In practical terms, you can apply in person
at a Social Security office, by phone at
1-800-772-1213, or apply online at https://
www.ssa.gov/retire/apply.html. In the
remarks section of the application, write
that your intention is to “file and suspend” so
that your spouse can receive benefits; there
is no box to check for “file and suspend.” In
the application, you will also be asked to
provide your spouse’s personal information.

After you submit the application, a
representative should follow up with you
within five days to arrange to retrieve your
marriage certificate. Your spouse will have
to also apply online and note that he or
she is applying for a spousal benefit.

There is still time to
implement the so-called file
and suspend strategy to
trigger a spousal benefit.
If you have already filed for benefits or
turned 62 before the end of 2015, nothing
changes. Many people around this age will
be affected, however, as Social Security
benefits have been structured to reward
those who delay filing for benefits. Each year
of delayed filing past the minimum age of
eligibility of 62 and before the maximum of
70 accrues payments by 8% more per year,

pre-tax. Waiting until full retirement age,
which the Social Security Administration
calculates as either age 66 or 67, depending
on your year of birth, generates 25% more
per month than starting at age 62. Wait until
70 and the difference jumps to 32%.
As for spousal benefits, you have to be at
least age 62 to be eligible to receive spousal
benefits, and it is generally beneficial to wait
until full retirement age. If you claim before
full retirement age, the spousal benefit
amount will be permanently less than the
maximum spousal benefit amount, which
is 50% of your spouse’s full retirement age
amount. To see the amount of the reduction
if you claim before full retirement age, you
can use this calculator: https://www.ssa.gov/
OACT/quickcalc/spouse.html.

Jen Tse is a Vice President and Wealth Advisor
at Evercore Wealth Management. She can be
contacted at tse@evercore.com.

Private Wealth Education at Evercore:

Wise Women Seminars:

•	Investment Outlook: Liftoff at the Fed, Turbulence Expected

•	Women, Wealth & Wisdom

•	Accelerating Change: Investing in an Age of Technological Disruption, with Martin Ford

•	Wise Investing: How to Build a Realistic, TaxEfficient & Sustainable Portfolio

•	Connecticut at a Crossroads: The Outlook for State Bonds
•	David Golub on the Case for Middle Market Lending
•	Changing Demographics and the Investment Implications: A Conversation with Richard Hokenson
•	Gloria Steinem: Engaged at Every Age
•	Roger Altman: The Economic and Political Outlook
•	What You Don’t Know About Healthcare Coverage Can Hurt You: An Educational Seminar
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•	Thoughtful Giving to Your Children
Please contact your advisor or Jewelle Bickford
at jewelle.bickford@evercore.com for
further details on upcoming Evercore Wealth
Management events in your region.
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