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Trust Basics

Whether you're seeking to manage your
own assets, control how your assets are
distributed after your death, or plan for
incapacity, trusts can help you accom-
plish your estate planning goals. Their
power is in their versatility--many types of
trusts exist, each designed for a specific
purpose. Although trust law is complex
and establishing a trust requires the ser-
vices of an experienced attorney, master-
ing the basics isn't hard.

What is a trust?

A trust is a legal entity that holds assets for the benefit of an-
other. Basically, it's like a container that holds money or prop-
erty for somebody else. There are three parties in a trust

arrangement:

e The grantor (also called a settler
or trustor): The person(s) who
creates and funds the trust

e The beneficiary: The person(s)
who receives benefits from the
trust, such as income or the right to use a home, and has
what is called equitable title to trust property

e The trustee: The person(s) who holds legal title to trust
property, administers the trust, and has a duty to act in the
best interest of the beneficiary

You create a trust by executing a legal document called a trust
agreement. The trust agreement names the beneficiary and
trustee, and contains instructions about what benefits the
beneficiary will receive, what the trustee's duties are, and
when the trust will end, among other things.

Funding a trust

You can put almost any kind of asset in a trust, including cash,
stocks, bonds, insurance policies, real estate, and artwork.
The assets you choose to put in a trust will depend largely on
your goals. For example, if you want the trust to generate in-
come, you should put income-producing assets, such as
bonds, in your trust. Or, if you want your trust to create a fund
that can be used to pay estate taxes or provide for your family
at your death, you might fund the trust with a life insurance

policy.

See disclaimer on final page

Potential trust advantages:

e Minimize estate taxes

e  Shield assets from potential creditors

e Avoid the expense and delay of probate

e Preserve assets for your children until they are
grown (in case you should die while they are still
minors)

e Create a pool of investments that can be managed
by professional money managers

e  Set up a fund for your own support in the event of
incapacity

e Shift part of your income tax burden to
beneficiaries in lower tax brackets

e Provide benefits for charity
Potential trust disadvantages:

e There are costs associated with setting up and
maintaining a trust, which may include trustee
fees, professional fees, and filing fees

e  Depending on the type of trust you choose, you
may give up some control over the assets in the
trust

e  Maintaining the trust and complying with recording
and notice requirements can take considerable
time

e Income generated by trust assets and not distrib-
uted to trust beneficiaries may be taxed at a higher
income tax rate than your individual rate

Types of trusts

There are many types of trusts, the most basic being revoca-
ble and irrevocable. The type of trust you should use will
depend on what you're trying to accomplish.

Living (revocable) trust

A living trust is a trust that you create while you're alive.
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A living trust:

e Avoids probate: Unlike property that passes to heirs by
your will, property that passes by a living trust is not sub-
ject to probate, avoiding the delay of property transfers to
your heirs and keeping matters private

e Maintains control: You can change the beneficiary, the
trustee, any of the trust terms, move property in or out of
the trust, or even end the trust and get your property
back at any time

e  Protects against incapacity: If because of an illness or
injury you can no longer handle your financial affairs, a
successor trustee can step in and manage the trust prop-
erty for you while you get better. In the absence of a liv-
ing trust or other arrangement, your family may have to
ask the court to appoint a guardian to manage your
property

How a revocable living trust works during grantor’s life

o Grantor creates trust,
names successor or
co-trustee, and

transfers assets to
trust.

Grantor/ -
ot Living Trust e iSOV
transferred assets-
distributes income
and assets
.| Successor according to trust
Trustee agreement. Grantor

remains responsible
for taxes.

o Successor or co-trustee steps

in to manage trust assets if
grantor becomes
incapacitated, but can’t amend
or end the trust.

A living trust can also continue after your death--you can di-
rect the trustee to hold trust property until the beneficiary
reaches a certain age or gets married, for instance.

Caution: Despite the benefits, living trusts have some draw-
backs. Property in a living trust is generally not protected from
creditors, and you cannot avoid estate taxes using a living
trust.
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How a revocable living trust works upon grantor’s death

o Trust assets are

included in estate
for purposes of
esfate tax.

Successor

Trustee
i Successor trustee
becomes trustes.

Living Trust
o Trust is now 2
separate taxpayer.

Grantor’'s
Estate

¥

e Trust becomes
irrevocable. Grantor's
wilf may provige for

additional assets to
"pour over” into trust.

Trust distributes
assets/income to

Beneficiaries beneficiaries.

Irrevocable trusts

Unlike a living trust, you can't change or end an irrevocable
trust. You can't remove assets, change beneficiaries, or re-
write any of the terms of the trust. Irrevocable trusts are most
often used to minimize estate tax. The transfer may be sub-
ject to gift tax on the value of the property at the time of trans-
fer, but the property, plus any future appreciation, is removed
from your gross estate. That means your ultimate estate tax
liability may be less, resulting in more
property that can pass to your heirs.

Tip: Each taxpayer has a $1 million life-
time exemption from the federal gift tax,
S0 you may not actually have to pay the
tax. You may owe state gift tax, though,
if you live in one of the handful of states
that impose gift tax.

Additionally, property transferred through an irrevocable trust
will avoid probate, and may be protected from future
creditors.

Whether you're seeking to manage your own
assets, control how your assets are distributed
after your death, or plan for incapacity, trusts
can help you accomplish your estate planning
goals. For more information, consult an
experienced attorney.

Disclosure Information -- Important -- Please Review

Forefield Inc. does not provide legal, tax, or investment advice. All content provided by Forefield is protected by copyright. Forefield is

not responsible for any modifications made to its materials, or for the accuracy of information provided by other sources.

Prepared by Forefield Inc, Copyright 2008
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