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What Is a Discretionary  
Testamentary Trust?

A Discretionary Testamentary Trust (DTT) is a type of 
trust created by your Will that only comes into effect 
when you die, meaning no trust is created now. It 
can provide your beneficiaries with significant tax 
savings and asset protection benefits, and should be 
considered if any beneficiary is likely to inherit more 
than $500,000. Importantly, it cannot be created 
by your beneficiaries after your death — it must 
be included in your Will now.

Benefits 
ASSET PROTECTION
A DTT may assist in protecting inheritances from:

	✔ Bankruptcy or creditor claims  
(for example a child in a high-risk occupation being 
sued for professional negligence)

	✔ Relationship breakdowns  
(family law property disputes)

	✔ Financial vulnerability or immaturity

TAX PLANNING FLEXIBILITY
A DTT allows the trustee of the trust to distribute the income 
earned by the trust among the various beneficiaries of the trust, 
creating potential taxation advantages for families.
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Example of Tax Planning Flexibility

If you die leaving assets of $880,000 to 
your son under a standard Will, he would 
inherit the full amount in his own name.

If he invested the $880,000 and earned 
$44,000 per year in income, that income 
would be taxed at his marginal tax rate. 
If he were a high-income earner taxed 
at 45%, he would pay $19,800 in tax on 
that income.

Alternatively, if your Will included a 
DTT, your son could choose to have his 
inheritance paid into the trust instead of 
receiving it personally. The trust would 
invest the $880,000 and earn the same 
$44,000.

If your son had two children, the trust 
could distribute $22,000 to each child. 
As each child can receive approximately 
$22,000 of income tax-free, the full 
$44,000 could potentially be received 
without paying tax.

In this example, your son could save 
$19,800 in tax in that year alone — and 
similar savings could potentially be 
achieved in future years.

Helpful Information for Reviewing

Discretionary 
Testamentary 
Trust Wills

Thank you for choosing Lee Sames Egan.
This guide outlines the benefits for your 
beneficiaries of including a DTT in your Will.
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How a Testamentary Trust Operates

1.	 If when you die the beneficiaries named in your 
Will (say your children):

	✔ are under an age you nominated in your 
Will (for example, 25), a DTT is automatically 
established for each child;  

	✔ are over the nominated age, each of your 
children have the option to elect whether to 
take their inheritance in a DTT.

2.	 If a trust is established for a child, a new bank 
account is created in the name of the trust, 
and that child’s inheritance is paid into this new 
account.

3.	 The trust is managed by the trustee. If a 
compulsory trust was created, your executor 
appoints a trustee (and can appoint themselves) 
to act until your child reaches the nominated age, 
after which your child can appoint the trustee (and 
can appoint themselves). If your child elected to 
have a trust, your child appoints a trustee (and can 
appoint themselves).  

4.	 The trustee makes decisions such as how to invest 
the inheritance; and which beneficiaries of the 
trust will receive the trust income, and in what 
proportions, each year.

5.	 The potential beneficiaries of the trust would include 
your child, and your child’s spouse and children.

6.	 The trustee will have to engage an accountant to 
obtain a tax file number for the trust; and do an income 
tax return and resolutions for the trust each year.

What Are the Costs?

FOR THE WILL MAKER

Additional legal fees apply when preparing a Will  
that includes a DTT.

FOR THE BENEFICIARY

After your death, if the trust is established, there may 
be initial setup costs and ongoing administration and 
accounting fees.


