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Understanding the Significance of Trusts

This issue of The Wealth Advisor addresses a topic that is

important to many Americans yet is sometimes misunderstood -

trusts. In the right circumstances, trusts can provide significant

advantages to those who utilize them, particularly in protecting

trust assets from the creditors of beneficiaries.

Admittedly this can be a complex topic, but you see its

implications in the headlines every day. This newsletter attempts

to simplify the subject and explain the general protection trusts

provide for their creator (the "trust maker") as well as the trust

beneficiaries. Given the numerous types of trusts, this newsletter

explores only the most common varieties. We encourage you to

seek the counsel of your wealth planning team if you have

questions about the application of these concepts to your specific

situation, or if you have questions about specific types of trusts.

Revocable vs. Irrevocable Trusts

There are two basic types of trusts: revocable trusts and

irrevocable trusts. Perhaps the most common type of trust is

revocable trusts taka revocaDie living trusts, inter vivos trusts or

living trusts). As their name implies, revocable trusts are fully

revocable at the request of the trust maker. Thus, assets

transferred (or "funded") to a revocable trust remain within the

control of the trust maker; the trust maker (or trust makers if it is

a joint revocable trust) can simply revoke the trust and have the

assets returned. Alternatively, irrevocable trusts, as their name

implies, are not revocable by the trust maker(s).

Revocable Living Trusts

As is discussed more below, revocable trusts do not provide asset

protection for the trust maker(s). However, revocable trusts can

be advantageous to the extent the trust maker(s) transfer

property to the trust during lifetime.

Planning Tip: Revocable trusts can be excellent vehicles

for disability planning, privacy, and probate avoidance.

However, a revocable trust controls only that property

affirmatively transferred to the trust. Absent such

transfer, a revocable trust may not control disposition of

property as the trust maker intends. Also, with revocable

trusts and wills, it is Important to coordinate property

passing pursuant to contract (for example, by beneficiary

designation for retirement plans and life insurance).

Asset Protection for the Trust Maker

The goal of asset protection planning is to insulate assets that

would otherwise be subject to the claims of creditors. Typically, a

creditor can reach any assets owned by a debtor. Conversely, a

creditor cannot reach assets not owned by the debtor. This is

where trusts come into play.
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