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Dacheng Law Firm, the largest law firm in Asia with over 4,000
attorneys, and the Law Firm of Mark Merric, LLC that has over 20 years
of experience in the offshore trust business are proud to present today’s
presentation on offshore trusts.
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Overview

This outline makes a brief comparison of a trust to a corporation. It then details
the benefits to the Chinese person such as passing assets to the next generation,
protection from creditors, protection against a possible future Chinese estate tax,
investing internationally, and information confidentiality. A detailed discussion of
the offshore structure combined with an offshore holding company follows. After
discussing the structure, how the Chinese owner retains indirect control over the
structure is discussed. Here the Chinese person has a removal/replacement power
over the Protector, who in turn has a removal/replacement power over the trustee.
The client serves as President of the holding company that controls the assets held by
the trust. After discussing indirect control, then the taxation of the offshore structure
is compared to the taxation of owning the assets individually. Then the costs of the
structure are discussed. Finally, the feasibility and safety of the structure is
discussed.
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1. Forward

This forward introduces some of the major problems that wealthy Chinese have
as well as it introduces the concept of a dynasty trust to help solve these problems.
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(—) Delusion of Wealth
1. Rich Three Generations Curse

Hurun’s 2006 (latest issue) list of 100 oldest family businesses does not contain a
single Chinese family business in the list. These oldest family businesses are
concentrated in Europe, the United States, and Japan. England, France and the United
States ranked in the top three with 17 family businesses, 16 family businesses, and 15
family businesses, respectively.

2. Succession of Chinese Private Businesses

In 2014, there were over 3 million family businesses. Of the 3 million family
businesses, 80 percent of these were family owned businesses. Of these family owned
businesses 90% of these families wished to transfer the ownership to the next
generation. Unfortunately, the average life expectance of a private Chinese business is
only 24 years. Further, of the 90% that wished to transfer the family business to the
next generation, only 30% were successful in transferring to the second generation.
When the second generation transferred to the third generation, only 10% of the
original family businesses were transferred. When it went to the fourth generation, this
statistic reduced to 4%.

3. Succession of Public Traded Companies

Some Chinese take their private company public. After the company has gone
public, the Chinese family generally manages the publicly traded company. When the
older generation wished to change management to the second generation, less than
10% of these successions were completed. Further, for those 10% of successions that
were completed, the average growth rate of 9.9% decreased to 2.9% under the
management of the second generation.
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(=) Our Goals

There are four primary goals to be solved by the offshore trust. First is to
plan for future policy developments within China, such as a possible estate tax.
Second is to protect a client’s assets. Third is to transfer the wealth to successive
generations and break the curse of wealth plus three generations. Fourth is to
diversify and avoid being dependent on one economy through international
investment.

© 2014 - 2016 Law Firm of Mark Merric, LLC, All Rights Reserved



an Al B ORI B TR ACAR 2K 2

How to Ensure Wealth For Future Generations?

- |

Lo W R & B e
i B R R T R W ACEEAE AR B R AR AR T A BT A S A
5. ERERBAEZL R, W E ALK KR R AR MELERF LA
(K, JCHARZE 7 = ARHIR X

1. How to Ensure Wealth For Future Generations

The above slide depicts wealth increasing from the parent to the child,
grandchild, and great grandchild. Unless proper planning has been done, most
of the time, wealth is lost from generation to generation, with wealth seldom
surviving the third generation.
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2. Dvynasty Trust Planning

A Dbrief view of history shows the curse that wealth does not generally last
more than three generations. The Qin dynasty only lasted 15 years. The Sui dynasty
lasted 37 years, and the Northern Wei dynasty lasted 148 years. While many
dynasties in history were short-lived, one might ask what was the longest dynasty in
the history of the world? Some might guess that it was Rome. However, Rome was
an empire that has many dynasties of which none lasted longer than a couple of
hundred of years. Even Cleopatra’s Ptolemaic dynasty lasted only 275 years.
Actually, the longest dynasty in the history of the world was the Zhou dynasty, which
lasted 825 years.

As related to our clients, England, France, and America had several families
that had passed on wealth from generation to generation. These families used dynasty
trusts as the foundation of their planning.
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(=) Overseas Success Stories

Overseas trusts are created for adopt to a variety of different family situations.

1. Shaw Family International Trust Fund

Mr. Shaw created a multimedia empire. He created the the Shaw Family
International Trust Fund to keep his children from fighting with each other as well as
asset protection from future creditors. He also created the trust to solve the Chinese
saying that wealth does not last past three generations and to allow international
investment to grow the trust fund’s wealth.
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2. Li Ka-Shing

In addition to Mr. Shaw, Li Ka-Shing, Lee Shau Kee, Albert Yeung have set
up a consortium of family trusts. Li Ka-Shing is the richest person in Asia with an
estimated net worth of 31.9 billion dollars. As we all know, Li Ka-shing has two
sons, the eldest son Victor Li is vice chairman and general manager and director of
Cheung Kong Group, the second son of "Little Superman" is PCCW chairman
Richard Li. But Li Ka-shing, said in his heart as well as "third son" is founded in
1980 in the "Li Ka Shing Foundation". Li Ka-Shing has donated approximately
$1.41 billion to this foundation. These offshore family trust are what we want to talk
about today. Li Ka-shing family trust structure is more complex, at least established
a four trust funds and multi-layered structure, involving a trust controlled by clever
its huge industrial groups and beneficiaries, including his wife and children.
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3. Faye Wong

Faye Wong, the famous Chinese singer and actress, was originally married to Dou
Wei in 1996. In 1997, they had a daughter named Dou Jingtong. Unfortunately, their
marriage ended in 1999. Fay Wong later remarried Nicolas Tse, a television actor, in 2005.

With second marriages, there are always potential conflicts with either the prior
spouse or the current spouse. To protect her daughter, Dou Jingtong, Faye Wong created
an offshore trust to provide for her daughter. The trust assets are also protected against
future marital problems should Dou Jingtong marry.
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1I. Offshore Trust Definition

Basically, the Chinese shareholder will create an offshore holding company,
owned by the offshore trust, and then transfer the stock in the Chinese corporation to
the holding company.

(1 The trust and the holding company are created outside the mainland

China.

2) Trust: The settlor creates a trust based on his or her trust to the trustee
and entrusts the property to the trustee, who is managing or dispose
the trust assets for the benefit of the beneficiary or the settlor or for
the other specific purposes.

3) After the trust agreement is signed by the settlor and the trustee and
the trust starts operating, the settlor transfers the assets to the trust and

©2014 - 2016 Law HisFHsUA0ldidhE Ipge! aineshineldhedrust assets.
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(—) Offshore Trust Structure

The above diagram depicts an offshore structure. The structure can be set
up according to the specific needs of the client. Such structure generally includes
an overseas holding company as well as international investment.
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(=) Settlor

A trust settlor is a person who puts the assets into a trust agreement. In the
trust agreement, the settlor retains the power to remove and replace both the trustee
and the protector.
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(=) Trustee

(1)  Trustee is selected by the settlor. It could be either a natural person
or a trust company. Due to the professional ability and reliance,
using a trust company would normally be a better choice. The trust
protector could remove and replace the trustee at any time.

(2)  The Trustee’s Responsibilities include:

(a) Managing and disposing the trust assets for the benefit of
beneficiaries according to the trust agreement

(b)  Distributing the trust assets to the beneficiaries

(c)  Hold a limited power to modify the trust agreement to reflect
the settlor’s estate plan. Pursuant to this power, the trustee
would be able to add future beneficiaries within the settlor’s
family. This power is subject to the Protector’s veto power
discussed on the following pages.

(V9) Beneficiaries

The trust beneficiary is named by the trust settlor in the trust agreement to
receive the benefits of the trust assets. Usually, the beneficiary would be the settlor’s
spouse or children and will become the ultimate owner of the interest.
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(f1) Protector

(1)  The trust settlor can appoint a reliable person or entity as the trust
protector to ensure the control of the trust.

(2)  Trust protector’s responsibilities are:

(a)  Veto the decision of the trustee and remove and replace the
trustee;

(b)  Veto any distribution decisions by the trustee;

(c)  Veto any trustee decision regarding the holding company;
and

(d)  Remove and or replace the trustee.

(3)  The trust protector also provides greater assurance that after the
settlor passed away, the trust will continue to be managed in the
way that the settlor wishes.

© 2014 - 2016 Law Firm of Mark Merric, LLC, All Rights Reserved
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(73) Offshore Holding Company

1. Function in the structure

According to the trust agreement, the holding company is the main body of
the structure. It will become the sharcholder of the Chinese corporation after
acquiring the shares from the Chinese trust settlor.

© 2014 - 2016 Law Firm of Mark Merric, LLC, All Rights Reserved
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() Trust Assets

The trust may own liquid assets (cash, marketable securities, and
bonds), real estate, and business interests.

© 2014 - 2016 Law Firm of Mark Merric, LLC, All Rights Reserved
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III. The benefits of creating offshore trust to the Chinese

By transferring the assets to the countries that have a well-developed private
asset protection law, the clients will be able to properly diversify the assets into
different locations and better protect their assets.
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(—) Pass Assets to the Next Generation

As China becomes an international business center, many members of Chinese
families begin to work and study abroad. Both during the life of the clients as well as
after their death, the trust passes assets to the next and subsequent generations. The
offshore trust may make distributions to its beneficiaries anywhere in the world.
Further, the trust is created as a dynasty trust so that it may span multiple generations
if desired.

© 2014 - 2016 Law Firm of Mark Merric, LLC, All Rights Reserved
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Discretionary Dynasty Trust Splits
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5. Trust Splits Into Separate Trusts

At this point of the analysis, there are primarily two concerns regarding
discretionary dynasty trusts : (1) all children, grandchildren, and great
grandchildren will be complaining to the same trustee requesting all sorts of
distributions; and (2) studies have shown that seldom does the money make it to
the children or grandchildren. The first concern discusses the situation where there
is one discretionary dynasty, sometimes known as a “pot trust.” In the example
below, Brutus and Cleopatra are used as the children. From history, we have all
learned that these two never got along ever since Brutus stuck the knife in
Cleopatra’s lover’s back, “Big Julie.”

Since naturally there will be fights between siblings or worse yet grandchildren
and great grandchildren, a pot trust is not used. Rather, upon the death of the
settlor (or if a first marriage, the last of the settlor or settlor’s spouses), the trust
will split into multiple discretionary dynasty trusts at each generation. Brutus now
has his own discretionary dynasty trust, and Cleopatra has her own discretionary
dynasty trust. The two never have to speak to each other again. Brutus is now
responsible for keeping his family in line, and Cleopatra hers. Regarding the
second concern, the purpose of these trusts is not to make sure that there is money
to be available to the grandchildren or great grandchildren. Rather, one of the
primary purposes is asset protection of the child’s beneficial interest by giving him
or her the benefits of receiving his or her inheritance in trust. If the child does not
consume his separate dynasty trust or the child does not exercise his or her
testamentary power of appointment, then upon the child’s death what is left in trust
goes to the grandchildren in separate dynasty trusts.

i The trust is analogized to a big pot of soup where all of the beneficiaries line up to fill their
bowls.
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5. = MEIE NARKILMETE

HUX M, ENEETRAE AN EE (D gL, A1, BT
LR AN ZIENBIFEREF B, (2) WHFRY], R
Bl 7 Mg L. BN HFRIE RS EPEINETT, ANEROY “ R
fE487 o N, DATE A BIERFROX AN % 7o TS B, 3T
HRHRITE, XA NIISCRMREAGE, A D97 & I T 31 235 R v A B
R (RKHRD FIEN.

PN RERI, fE LIk 18], H2I 758 I H <A AR, “—
WEIE” AT ERFEANEM (8, WRES—IEW, ZEA
AT AR TR S EARAD , BAGET AT R NE 2R
FIUETE. BB M E S EBEIAETE, A BERR AT i 5
CEBEANRETL. XD ANBEATET WX S WIE 7R oi4irr
B SRR, SO BRI H 2.

KRB AR, IXEAEFEH H AN T B R L% 1 5 6 B 45 P 18X
Wb T AARYE AT B B G SUIE S TRk gR AR P A BB R H
Mo R T AHFEE ML IERI B &, BT Al IS U A a1
ﬂﬁ,%Zﬁﬁ—ﬁiﬁﬁ,%%W%%F%%@ﬁﬁﬁ%%ﬁ%%ﬁ?

© 2014 - 2016 Law Firm of Mark Merric, LLC, All Rights Reserved 26



© 2014 - 2016 Law Firm of Mark Merric, LLC, All Rights Reserved

U 66 5 5 AT AR

Cascading Removal / Replacement Power

—>  JIFZFEA ML ZFEA
6 T Independent Independent
U Trustee Trustee
Ry ) ERI

Removal/Replacement Removal/Replacement

Grandchiid 1 Grandchiid 2

6. BT IR EA T HEE IR AR
B A 47 i RS DASH BPE A0 T R R B OO 4E 42 (30, 35, 3% 40
%), HANETESIRS EBZIE AR AR &8 IS 115
&, BANMOLEFEE S B A ZIEN, FHHBASZFE N2 PhSr 55 58 ik
E o

6. Each Child Now Holds a Removal/Replacement Power

Assuming Brutus and Cleopatra have reached a specified age of maturity
(age 30, 35, or 40), each child receives a removal/replacement power over the
trustee. Since each child has a separate trust, different trustees may serve on
each separate dynasty trust, and each trustee may make investment decisions
independently of the other trustee(s) on the other child trusts.



LARY, DR PFAE

Protect the assets from the creditors or
lawsuits

Owned by trust
Not Client
Not Trustee
Not Beneficiary
Real Estate
Divorce

Example RE & Divorce

(=) MPBEMLARY, AR, FREEFRIRm
(BEFEM P UL TEFERAL A ZAEN (BIEEH AR KA
Wi, AS5RIEN EIREERXRD WM AR, RAZK

BB ABRZIEN (EFEH AT B ARA BU™ M 32 2 4%k
g, BAT SRR .

(=) Protect the Assets from the Creditors and Lawsuits

The trust assets are not owned by the trust settlor or the trustee so that it
won’t be affected by the lawsuit or bankruptcy of any of them
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(=) Prevent the Estate tax and gift tax

Trusts are independent from the settlor who created the trust. The trust
owns the assets and the trust does not end when the settlor passes on. As an
independent and never-died person, the trust prevents the issue of inheritance and
the estate tax, which is typically 40%to 60% in most developed countries.
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Currently, China is one of the few industrial nations that has not
instituted an estate and gift tax. The Wall Street Journal reported that the
Chinese government was considering such a tax in October of 2013. Further,
a draft estate tax was released in 2004. In this respect, many commentators are
the opinion that China will adopt an estate and gift tax in the near future.

If the assets are transferred to the offshore trust prior to the
implementation of a China estate and gift tax, these assets as well as their
appreciated value will probably not be subject to a Chinese estate tax.
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(I9) Diversity the Assets Locations and Invest Globally

The trust assets made it easier for the clients to make foreign investment
through the foreign banks, in the real estate and industrial companies, increasing the
value of the assets. The clients may also invest in the Chinese investments in the

name of a foreign person.
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(#) Confidentiality

Different jurisdictions have different levels of confidentiality. For
example, Hong Kong and Singapore are income tax treaty countries that have
tax information exchange agreements with China. Conversely, the Cook
Islands does not have an income tax treaty. Different levels of confidentiality
may be obtained by using an offshore trust in a different jurisdiction than the
offshore holding company. Also, more than one holding company may be
utilized.
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(75) Indirect Control of Trust assets

The settlor retains significant control over the trust by retaining a
removal and replacement power over the protector. The settlor also manages
the day to day operations of the holding company by serving as Secretary.
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1. Power to Remove Trustee and Protector.

The protector has the power to remove and replace the trustee. The
settlor has the power to remove and replace the protector. Therefore, the
settlor has indirect control over the trust.
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2. Secretary

As the secretary of the holding company, the settlor controls and
manages the holding company and the trust, being in charge of the daily
operation and making any decision without the approval by the trustee or the
protector.
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3. Ownership

After the holding company is created according to the trust agreement, it
becomes the shareholder of the Chinese corporation by acquiring the shares from the
Chinese settlor. Although the settlor is no longer the shareholder, he or she still holds
the control of the Chinese corporation indirectly by managing and controlling the
holding company.
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(£) Taxation
1. Summary of Taxation

(1)  Tax on Transfer

There is no gift tax when transferring cash to the structure. However, there is a
transfer tax of 20% on the appreciation for any stock that is transferred.

(2)  Dividend

Dividends are taxed at a 10% rate, unless they qualify for a treaty. To qualify
for the treaty rate, the holding company will need distribution and marketing operating
income.

3) Holding Company Income Tax

If the company has distribution and marketing operating income, then it will
have a permanent establishment in the jurisdiction and be subject to corporate income
tax. The Singapore rate is 17%.

(4)  No Withholding Tax When Dividends Paid by the Holding
Company

When the dividends are paid by the Holding Company to the trust, then there is

no withholding or dividend tax in most of the offshore nations.
(5)  No Tax at the Trust Level

No tax is imposed at the trust level in most of the offshore nations.

(6)  Distributions
Distributions are taxed at 20% on the income accumulated in the trust.

© 2014 - 2016 Law Firm of Mark Merric, LLC, All Rights Reserved

38



ik el /NI PSP

Factors in Choosing a Holding Company

Inbound to China or Outbound Export
2. AR FRE

Type of Business

3. Bl ol 2

Treaties

4. 7%~ R AE S 3 B 2 7E B X BVA R R 2

Tax Rate of Holding Company - Jurisdiction

N E\*{% i 6. fE#EME

~ Confidentiality  Convenience

C. MAFRB

[ AN NS BB MR 2268, filtn (1) feE . MUEATE
ZRPAE BN (2) BRI (3) T, BAREeMREE
HAR TR AE 2 Jm BAR T 18

C. Individual Taxation

China classifies individual taxation into a few major categories such as (1)
dividends, interest, and royalties; (2) transfer of property; and (3) salaries and
wages. Retirement plans as well as life insurance also creates some issues so
they are also discussed in this outline.
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2. Choice of holding company’s place

The place of formation of the holding company depends on the
following three primary factors:

a. Tax benefits

First, the offshore region needs to have an income tax treaty with
China so that the Chinese income tax would be reduced to the lowest rate
when the Chinese corporation pays dividend to the holding company.
Secondly, the region should charge a relatively low income tax on the
earnings of the offshore holding company. Third, the offshore country does
not tax or tax under a low rate the holding company’s distribution to the
trust. Finally, when the trust distributes earnings to the beneficiary, the
country where the beneficiary is a tax resident charges a relatively low
income tax.

b. Information Confidentiality

Some of the Tax neutral countries have not signed treaties with China,
but they have very good information confidentiality and are often for
forming the offshore holding company, such as Isle of Man, Virgin Island,
Cook Island, Nevis, Guernsey, Jersey, Bahamas, Cayman Islands,
Bermuda.

C. Cost

Treaty offshore countries have greater operating and administration
costs when compared to non-treaty offshore countries. The same is
generally true when more confidentiality is desired.
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3. Reasonable Tax Avoidances

The offshore trust provides three methods for reasonable tax
avoidance. First, assuming that sufficient business is conducted abroad,
the holding company may be eligible for income tax treaty benefits.
Second, income transferred from the holding company to an offshore
trust is not taxed by the country where the trust resides. Third, Chinese
income tax is deferred until the income is distributed from the offshore
trust to a beneficiary.
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(—) Adequate Legal Protection

Both the Chinese attorneys and the American attorneys will provide the
legal authorities in every stage of the offshore trust creation to ensure the
legality of the offshore trust. They will also work together to help hire a
good trustee and review all the relevant legal documents in the whole
process to reduce the risk.
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1. Beijing Dacheng Law Firm

Beijing Dacheng Law Firm was formed in 1992. It is the largest law firm in
Asia, having more than 3700 attorneys. It has offices in the major 50 cities in China
and also has 38 offices and affiliates in Hong Kong, United States, Europe,
Southeast Asia and South Asia area.
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Wei Ma, J.D, Chinese national outstanding attorney, is the senior managing
partner and the Global Executive Committee of Beijing Dacheng Law Firm and the
director of Yunnan office. He is also the director of Dacheng ASEAN Committee,
the Vice President of Yunnan Bar Association, the arbitrator of China International
Economic Trade Arbitration Commission (CIETAC) and the legal counsel for
different government offices including Kunming and Yunnan Government.
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2. Mark Merric, JD, MT, CPA

In addition to being an attorney, Mark Merric holds a Masters of
Taxation and he is a Certified Public Accountant, as well as an Adjunct
Professor at the University of Denver’s, Law School Graduate Tax
Program. He has been quoted in Forbes, Wall Street Journal, Investor’s
News, On the Street, the Denver Business Journal, Oil and Gas Investor,
and the Sioux Falls Business Journal. Mr. Merric is an international
speaker presenting at over 450 seminars, and he has published over 70
national articles. Mr. Merric is the manager of the Law Firm of Mark
Merric, LLC and a manager for the Alliance of International Legal
Counselor, LLC. Prior to practicing as an attorney, Mark Merric
developed a strong business background working for a Final Four
Accounting Firm.

Mr. Merric is honored to have spoken at:
> Fudan University (2004); (2011); & (2014);

> Shanghai Bar Association; Jinan Bar Association; & Qingdao Bar
Association;

> China Council . for the Promotion of International Trade (CCPIT)
Yunnan; Bank of China (Kunming)

He is also a co-author of the following three treatises:

» The Asset Protection Planning Guide: A State-of-the-Art Approach
to Integrated Estate Planning, Commerce Clearing House (CCH)
treatise, first edition;

» Asset Protection Strategies, American Bar Association (two
chapters); and

> Asset Protection Strategies Volume II, American Bar Association
published Apr. 2005 (MM responsible for 1/5 of the text).

Through his own firm, the Alliance of International Legal Counselors,

and prior firms he and his team has worked on over 1,000 offshore trusts,

with about $5 billion in assets.
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(J4) Primary Offshore Trust Jurisdictions

Offshore trust jurisdictions first developed in the English islands of Isle
of Man, Jersey, and Guernsey. As Hong Kong had strong influence from
England, it also has trust law that was later adopted by Singapore. Later trust
law developed in some of the Carribean offshore trust business company
jurisdictions, such as Cayman Islands, Nevis, and Barabados. In 1988, the first
international trust statute was written in the Cook Islands and trust law
expanded into the Pacific Islands with places like Somoa. In the 1980’s, South
Dakota emerged as U.S. primary trust jurisdiction. Civil law nations such as
Lichetenstein, Luxembourg, and the Netherlands have something similar to a
trust, which is known as a private foundation for your family.

© 2014 - 2016 Law Firm of Mark Merric, LLC, All Rights Reserved 49



© 2014 - 2016 Law Firm of Mark Merric, LLC, All Rights Reserved

2. Mark Merric, JD, MT, CPA

In addition to being an attorney, Mark Merric holds a Masters of
Taxation and he is a Certified Public Accountant, as well as an Adjunct
Professor at the University of Denver’s, Law School Graduate Tax
Program. He has been quoted in Forbes, Wall Street Journal, Investor’s
News, On the Street, the Denver Business Journal, Oil and Gas Investor,
and the Sioux Falls Business Journal. Mr. Merric is an international
speaker presenting at over 450 seminars, and he has published over 70
national articles. Mr. Merric is the manager of the Law Firm of Mark
Merric, LLC and a manager for the Alliance of International Legal
Counselor, LLC. Prior to practicing as an attorney, Mark Merric
developed a strong business background working for a Final Four
Accounting Firm.

Mr. Merric is honored to have spoken at:
> Fudan University (2004); (2011); & (2014);

> Shanghai Bar Association; Jinan Bar Association; & Qingdao Bar
Association;

> China Council . for the Promotion of International Trade (CCPIT)
Yunnan; Bank of China (Kunming)

He is also a co-author of the following three treatises:

» The Asset Protection Planning Guide: A State-of-the-Art Approach
to Integrated Estate Planning, Commerce Clearing House (CCH)
treatise, first edition;

» Asset Protection Strategies, American Bar Association (two
chapters); and

> Asset Protection Strategies Volume II, American Bar Association
published Apr. 2005 (MM responsible for 1/5 of the text).

Through his own firm, the Alliance of International Legal Counselors,

and prior firms he and his team has worked on over 1,000 offshore trusts,

with about $5 billion in assets.
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He is also a co-author of the following three treatises:

» The Asset Protection Planning Guide: A State-of-the-Art Approach
to Integrated Estate Planning, Commerce Clearing House (CCH)
treatise, first edition;

» Asset Protection Strategies, American Bar Association (two
chapters); and

> Asset Protection Strategies Volume II, American Bar Association
published Apr. 2005 (MM responsible for 1/5 of the text).

Through his own firm, the Alliance of International Legal Counselors,

and prior firms he and his team has worked on over 1,000 offshore trusts,

with about $5 billion in assets.
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1. South Dakota Trust Company

South Dakota Trust Company specializes in high net worth clients
both nationally and internationally. As noted in Mark Merric’s co-
authored article that is published annually in Trusts and Estates, South
Dakota may well have the most favorable U.S. trust laws.

South Dakota Trust Company represents many super wealthy
families ($250 million +) that have set up their own private trust
company. A private trust company is where a family creates their own
trust company in corporate form to manage their trusts. Typically, there
are three non-related directors and two family members on the board of
directors. Under these private trust companies that were created by
South Dakota Trust Company, there is over $75 billion of assets under
agency.

South Dakota Trust Company also serves as trustee of many large
trusts. In this relationship, South Dakota Trust Company has over $18
billion under administration.
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2. Advantages of a U.S. Trustee

With a properly designed trust with a U.S. trustee, there will be no U.S.
tax except on any U.S. assets owned by the trust. Further, using a U.S.
trustee has the following three distinct advantages over typical offshore
trust jurisdictions:

(1) Many times a particular jurisdiction may be black listed by a
country. This prevents a national from doing business with a particular
country. The likelihood of a U.S. trustee being subject to a black list is
very remote when compared to the typical offshore jurisdictions.

(2) Many times a Chinese person or his children immigrate to
the U.S., Canada, or Europe. These nations have adopted greater and
greater money laundering regulations. When money is moved into these
nations, the Chinese client needs to be able to prove the source of the
funds and that the client is not involved in any illegal activities. When
an offshore trustee is used from an offshore jurisdiction, many banks in
the U.S., Canada, or Europe will not accept the funds. Conversely, this
process is much simple with a U.S. trustee that has kept detailed books
and records over the years.

(3) A typical offshore trust is generally not able to purchase
U.S. life insurance on the life of a Chinese national. However, an
offshore trust with a U.S. trustee can generally accomplish this. If the
Chinese Client, spouse or children immigrate to the U.S. There is a
second benefit to buying U.S. life insurance, most offshore insurance
products will not qualify under the U.S. tax code as insurance. This
means that the rate of return on the insurance product will be currently
taxable. If U.S. life insurance has been purchased, this is not an issue.

The negative side of using a U.S. trustee is that the cost might be a little
higher than some of the inexpensive offshore jurisdictions.
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(=) Safety and Internal Controls

Many offshore structures allow trustees that are not sufficiently
regulated by governmental agencies to manage the trust assets. Sooner
or later, someone hears about a story where the offshore trustee has
misappropriated some trust assets. Our structures are designed to
prevent the offshore trustee from having access to the trust assets, and
thereby prevent him from running off with some Chinese beauty he may
found. This is done by not having the trustee invest the assets in their
own investments as well as not having any any liquid assets owned
directly at the trust level. Further, all of the trustees that we use have at
least a $5 million bond.
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V. Cost of Creating Offshore Trust

For each offshore trust and offshore holding company, the overall
estimated cost for creating one offshore trust with one holding company is
listed in the above table. The cost covers the Chinese legal service fees, the
American legal service fees and the trust company management fee.
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