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10 Things
Everyone With a

Trust Should
Khow

Let's explore the crucial aspects that every individual

involved with a trust should be aware of for effective estate

planning and asset protection.



Understanding trust management is crucial for successful estate planning. Whether you're a
grantor, trustee, or beneficiary, being well-informed empowers you to make decisions that
align with the trust's intentions, protect assets, and provide for beneficiaries efficiently.

1 - Basics of a Trust: Definition, Parties Involved, and Types

A trust is a vessel in which you can place your assets, securing them for future distribution under
the terms you dictate. Whether you're looking to manage your assets during your lifetime,
provide for a loved one after you're gone, or donate to charity, a trust is a versatile tool designed
with foresight.

Definition and Purpose of a Trust

A trust is a fiduciary arrangement, a pact of sorts, allowing a third party, or trustee, to hold
assets on behalf of a beneficiary or beneficiaries. Trusts are established to provide legal
protection for the trustor's assets, ensuring those assets are distributed according to the
trustor's wishes, potentially saving time, reducing paperwork, and in some cases, avoiding or
reducing inheritance or estate taxes.

Beyond mere asset management, trusts can be sculpted to reflect a myriad of personal, family,
or business needs. They cater to a broad range of scenarios—from safeguarding a child's
inheritance to ensuring a steady income flow to a surviving spouse, from supporting a disabled
relative to contributing to philanthropic causes. Trusts are not a monolith; they are as diverse as
the individuals who utilize them.

Key Parties Involved: Grantor, Trustee, and Beneficiary

The cast of a trust involves pivotal roles, each with its distinct part to play. The grantor, or trustor,
is the originator, the visionary who sets the trust in motion. The trustee is the steward, the one
entrusted with the duty to manage the trust's assets with prudence and loyalty. And not to forget
the beneficiary, the ultimate recipient, for whom the trust’s spoils are intended.
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Understanding the interplay between these parties is crucial. The grantor crafts the trust's
terms, the trustee ensures these terms are executed, and the beneficiary reaps the benefits.
This dynamic requires unwavering trust and confidence, as the roles define the integrity and
functionality of the trust itself.

Types of Trusts: Revocable vs Irrevocable

Trusts come in various forms, each with its own set of rules, benefits, and limitations. Revocable
trusts are the chameleons of the trust world, offering the flexibility to be altered or terminated by
the grantor during their lifetime. They become irrevocable upon the grantor's death. In contrast,
irrevocable trusts are the stalwarts resistant to change, often granting the grantor certain tax
advantages while relinquishing control over the assets placed within.

Choosing between a revocable or irrevocable trust hinges on the grantor's objectives. Do they
desire control and flexibility, or is it a strategic move for tax benefits and asset protection? The
decision is not to be made lightly, as it influences the trust's resilience against creditors, its tax
implications, and its governance.
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2 - How to Establish a Trust

The creation of a trust is a journey of thoughtful consideration, requiring meticulous attention to
detail and a clear vision for the future. This journey, while complex, paves the way for a
structured and secure financial legacy.

Step 1: Define Your Estate Planning Goals

Before anything else, it's crucial to reflect on what you aim to achieve with your trust. Consider
your long-term financial goals, the needs of your beneficiaries, and how you wish your assets to
be managed and distributed. This initial step sets the stage for a trust that truly aligns with your
personal objectives.

Step 2: Consult With an Estate Planning Attorney

The next move is to seek out an estate planning attorney who has a wealth of experience in trust
creation. A legal expert will not only help you understand the complexities of trust law but will
ensure that your trust adheres to all legal standards and effectively captures your estate
planning intentions.

Step 3: Select the Type of Trust

Now it's time to decide which type of trust suits your needs. Whether it's a revocable living trust
for flexibility or an irrevocable trust for asset protection, the decision should be informed by your
financial situation, your desire for control over the assets, tax implications, and any specific
family circumstances, like planning for a relative with special needs.

Step 4: Identify Your Trustee and Beneficiaries

Carefully choose who will manage your trust (the trustee) and who will benefit from it (the
beneficiaries). The trustee should be someone you trust implicitly, while the beneficiaries should
be clearly defined. Consider also any stipulations you wish to set for beneficiaries receiving trust
assets.
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Step 5: Outline the Trust Terms

Detail the terms of the trust, including how and when assets will be distributed. This could mean
providing income to a spouse, funding education for grandchildren, or anything in between. The
terms should reflect your specific wishes and any contingencies for changing circumstances.

Step 6: Create the Trust Document
Work with your attorney to draft the trust document, which is the legal instrument that will
formalize your trust. This document is the foundation of your trust, outlining all the specifics of
management and distribution, and must be drafted with attention to detail to ensure it's legally
sound and reflective of your wishes.

Step 7: Fund the Trust
After your trust is legally established, transfer your assets into the trust. This may require
changing titles and deeds to reflect the trust as the new owner. It's crucial that this step is done

correctly to ensure that the trust is valid and functional.
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3 - How to Fund the Trust

Once the trust is established, it remains an empty vessel until the grantor transfers assets into
it. This is the fuel that powers the trust, and without it, the trust cannot serve its intended
purpose.

Identify and Transfer Assets

Determining which assets to place in a trust is the first crucial step. These could range from real
estate to stocks, from art collections to cash reserves. The grantor must identify each asset that
will fund the trust, which often requires a comprehensive review of the entire estate. It's a
strategic choice: some assets may be better suited to remain outside the trust due to tax
considerations or for ease of access.

Once the assets are identified, the process of transferring them into the trust can begin. This
often involves changing the title of the assets to the name of the trust, which may require new
deeds for property, changes in account registration for financial assets, and updating
beneficiary designations. This step must be executed with meticulous care to ensure the trust is
properly funded and the assets are under the legal protection it offers.

Manage and Title Assets Correctly

The management and titling of trust assets are not tasks to be taken lightly. It's a procedure
laden with potential pitfalls that can undermine the trust's objectives. For example, improperly
titled assets can lead to unwanted tax consequences or fail to bypass probate, which is often a
primary reason for establishing a trust.

The assets within the trust must be titled correctly to reflect the trust's ownership. This is not a
one-time event but an ongoing duty that requires consistent vigilance. As the grantor acquires
new assets, they must be titled to the trust, and as life circumstances change, the trust’s
holdings might need to be adjusted.

Diligent management of these details ensures that the trust operates as intended and provides
the desired protection and benefits to the beneficiaries.
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4 - How to Manage a Trust

Managing a trust is an ongoing duty that requires attention to detail, financial acumen, and a
deep understanding of the trust's terms. It is the trustee’s role to ensure that the trust is
managed according to the trust document and the best interests of the beneficiaries.

Role and Responsibilities of the Trustee

The trustee stands in a position of great responsibility and trust. They are charged with the duty
of carrying out the grantor's instructions and managing the trust's assets for the benefit of the
beneficiaries.

The trustee's role encompasses a broad range of tasks, including investing the trust's assets,
making distributions to beneficiaries, and keeping accurate records.

Trustees must operate with the utmost integrity and impartiality, often balancing competing
interests among beneficiaries while also maintaining the trust's fiscal health. They must be
prudent investors and diligent administrators, always working within the scope of their legal
duties and the powers granted to them by the trust document.

Investment and Management of Trust Assets

Investing and managing trust assets require a strategic approach that aligns with the trust’s
objectives. The trustee must consider the trust's terms, the needs of the beneficiaries, and the
tax implications of investment decisions. It's a balancing act that involves risk assessment,
portfolio diversification, and constant monitoring of the financial markets.

The trustee is expected to adhere to the "prudent investor rule," which means investing in a way
that aims to preserve the trust's assets while generating income for the beneficiaries. This may
involve consulting with financial advisors or investment professionals to make informed
decisions that are in the best interest of the trust and those it serves.
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5 - Trust Distributions

The rules and guidelines for distributions are the compass that guides the trustee. They must
have a clear understanding of when and how to make distributions to beneficiaries, whether
these are for specific purposes, like education or healthcare, or are general distributions for
maintenance and support.

The trust document will outline whether distributions are mandatory or discretionary, and it's the
trustee’s job to interpret these terms. For instance, a discretionary distribution may require the
trustee to consider the beneficiary's current income and other resources. It's a task that often
requires the trustee to exercise judgment and fairness, especially when managing expectations
and needs of multiple beneficiaries.

Distributions from a trust can have profound effects on the beneficiaries—not just financially, but
also in terms of their personal tax obligations and eligibility for public benefits.

The trustee must be cognizant of the impact each distribution may have. For example, a large
distribution could push a beneficiary into a higher tax bracket, or disqualify them from certain
government assistance programs.

6 - Tax Implications

For grantors, establishing a trust can alter their tax landscape, with the type of trust dictating the
specifics of their tax responsibilities. Revocable trusts may allow grantors to retain certain tax
benefits, while irrevocable trusts can shift tax liabilities to the trust itself.

Trustees, meanwhile, must be vigilant in managing the trust's tax obligations, adhering to the
complexities of tax laws to avoid penalties and maximize benefits for the trust and its
beneficiaries.
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Trustees shoulder a significant tax burden. They are responsible for all trust-related tax filings
and for ensuring that any taxes due are paid out of the trust's assets. This includes income
generated by the trust's investments and any other taxable events. Understanding the
intricacies of fiduciary tax returns is critical, as is the timely payment of estimated taxes to avoid
interest and penalties.

Beneficiaries must also understand how trust distributions affect their personal taxes. Some
distributions carry tax advantages, while others can be taxable income. The specific tax
implications depend on the type of trust and the nature of the distributions made.

Trust's Tax Identification Number and Filings

Every trust requires a tax identification number (TIN), which is used by the IRS to track the trust's
tax-related activities. Obtaining a TIN is one of the first administrative tasks to complete after a
trust is established. Once the trust has a TIN, it must file annual tax returns if it generates
income, just like an individual or corporation.

Filing trust taxes is a meticulous process. It's not just about submitting the standard Form 1040.
Trusts often use Form 1041, the U.S. Income Tax Return for Estates and Trusts. This form deals
with income the trust retains and income that is distributed to beneficiaries. Knowing which
deductions and credits the trust is eligible for can make a significant difference in the trust's tax
liability.

7 - The Trust During the Grantor's Lifetime

Revocable trusts serve as powerful tools for incapacity planning. They allow the grantor to
maintain control over their assets while alive and capable, but also provide a mechanism for
management of those assets should the grantor become incapacitated. This foresight preserves
the grantor’'s autonomy and ensures their estate is handled according to their wishes, even when
they can't express those wishes themselves.

The advantage of a revocable trust in the context of incapacity is twofold. Firstly, it eliminates
the need for a court-appointed conservator or guardian, maintaining the privacy of the grantor
and their family.
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Secondly, it provides a smooth transition of asset management, as the successor trustee can
step in without interruption to the trust’s activities. This seamless shift is essential in maintaining
the financial stability of the trust's beneficiaries.

While the grantor is alive, they have the opportunity to adjust the trust as their life circumstances
change. This flexibility is particularly present in revocable trusts, which can be amended or
revoked as the grantor sees fit, allowing them to respond to new family dynamics, financial
changes, or shifts in tax law.

8 - The Trust After the Grantor's Death

Following the death of the grantor, the trust effectively becomes irrevocable, and the trustee
must then take steps to activate the trust's terms. This often involves notifying beneficiaries of
their interest in the trust, and providing them with relevant information about the trust's assets
and the expected administration process. This is a legal requirement and also serves to provide
transparency and set expectations for all parties involved.

The period immediately following the grantor's death is critical for trust administration. It's a time
for the trustee to review the trust document, understand the grantor's instructions, and prepare
for the forthcoming tasks.

Notification to beneficiaries is not just a formality but also an initial step in establishing the
trustee’s relationship with the beneficiaries, laying the groundwork for future interactions and

trust management.

Trust administration after the death of the grantor involves a series of steps that may include
paying debts and taxes, and eventually distributing assets to beneficiaries as per the trust’s
terms. This process is managed by the trustee and is distinct from probate, which is the
court-supervised process of settling a deceased person's estate.

Because one of the trust's advantages is avoiding probate, the administration of a trust tends to
be a more private and potentially quicker process.
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Once all obligations have been met, the trustee can distribute the trust assets. This stage must
reflect the precise terms laid out by the grantor in the trust document. The distribution plan
could be straightforward, such as equal shares to each child, or it could be complex, involving
staggered distributions at different times or based on certain conditions.

9 - Legal Concerns and Disputes

Trusts are not impervious to legal challenges, and litigation can occur for a variety of reasons.
Disgruntled beneficiaries may contest the trust if they believe it was created under duress, or
coercion, or when the grantor was not of sound mind. Trustees may also face lawsuits if
beneficiaries believe the trust is being mismanaged or if they disagree with the trustee's
interpretation of the trust's terms.

Trust litigation can be a lengthy, costly, and emotionally draining process for all parties involved.
It is in these instances that the clarity of the trust document and the integrity of the trust's
administration are tested. Trustees need to exercise prudence, transparency, and strict
adherence to the trust terms to mitigate the risks of litigation.

When facing contests or claims against the trust, the trustee's role becomes even more critical.
They must navigate the legal landscape, often with the assistance of legal counsel, to defend
the trust and its terms. They must also continue to administer the trust in good faith, adhering to
their fiduciary duties while the dispute is resolved.

10 - Regular Review and Maintenance of the Trust

Regularly reviewing the trust ensures that it adapts to changes in the grantor's life, such as
changes in family dynamics, financial situations, and changes in law. These reviews can help
identify sections of the trust that may need adjustment and provide an opportunity to reaffirm
the grantor’'s current wishes. This proactive approach helps to keep the trust relevant and
effective as a living document.
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Scheduled trust reviews are a best practice that allows trustees and grantors to address any
changes proactively rather than reactively. It also provides a forum for beneficiaries to
understand any changes and the reasons behind them, which can help prevent
misunderstandings and disputes in the future.

Final Thoughts

Trusts are essential instruments that offer asset protection, flexibility, and strategic foresight.
Venturing into the core tenets of trust management is not merely ticking off boxes but building a
robust foundation for both peace of mind and financial resilience.

From mastering the basics, understanding funding intricacies, and deciphering tax
consequences to ensuring its continual upkeep—every facet is crucial for comprehensive estate
planning. The trust becomes a beacon of careful planning during the grantor's life, and its
meticulous execution after its demise symbolizes a lasting legacy. As the needs of beneficiaries
evolve, the trust must adapt accordingly.
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Need Further Assistance? We're Here to Help

Taylor Kovar, CFP®

Taylor@KovarWealth.com

(936) 899 - 5629
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