


A secondary beneficiary’s interest in a trust is postponed or subordinated to that of the

primary beneficiary.

Descriptions of trusts

Trusts can be described in a variety of ways, based upon when they are established, as well as

the way that they operate.

For example, trusts are referred to as either inter vivos or testamentary. An inter vivos

trust—more commonly described as a living trust—is established during the grantor’s

lifetime. A trust is testamentary when it springs into life after the grantor’s death, through his

or her will.

Trusts may be revocable or irrevocable. A revocable trust is the more flexible of the

two. The grantor can make any changes to the trust that he or she feels are warranted, at any

time, and can cancel the trust altogether, if necessary. An irrevocable trust is set in stone. The

trust agreement may not be changed or cancelled. It does, however, have one big plus over a

living trust: tax advantages.

Sometimes a trust is referred to as a grantor or nongrantor trust. The status of a trust

as grantor or nongrantor affects the grantor’s federal income and estate tax liability. In a

grantor trust, the grantor holds such a degree of control over the trust’s assets that he or she is

considered the owner of the assets for tax purposes. An intentionally defective grantor trust is

a trust created in a manner that allows the grantor to be treated as the owner of the trust for

income tax purposes, but not for estate, gift or generation-skipping transfer tax purposes.

Grantor retained annuity trusts (GRATs) and grantor retained unitrusts (GRUTs)

provide special tax benefits. The grantor transfers highly appreciating assets to a trust at less

than their full value, removing the threat of estate tax on the assets (as well as any tax on their

future appreciation). With a GRAT the grantor establishes a set amount of income to be paid

each year. With a GRUT payments are equal to a fixed percentage of the value each year of

the assets in the trust.

Kinds of trusts

Sometimes a trust is defined by the purpose for which it has been established or for the kind

of assets contained in the trust. We’ll mention just a few of the more common ones.




