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Many	of	us	think	of	trust	funds	as	a	way	for	children	of	the	mega-rich	to	enjoy	a	luxurious	lifestyle.	With	our	ever-changing	world	of	extended	families	and	more	complex	financial	needs,	many	of	us	are	considering	setting	up	an	inheritance	trust	fund.	So	for	those	who	are	perhaps	divorced,	want	to	protect	money	for	children	of	first	marriages,	pay	for
childrens	education	or	even	help	to	avoid	family	quarrels,	an	inheritance	trust	fund	could	have	benefits.	In	general,	consider	the	aims	and	objectives	of	the	trust.	List	the	assets	and/or	incomes.	Decide	who	the	beneficiaries	are,	along	with	how	and	when	they	will	receive	the	benefits.	Also,	select	2-4	suitable	trustees	to	manage	the	fund.	Once	outlined,
discuss	in	detail	with	your	solicitor.	Trusts,	in	essence,	are	a	way	of	safeguarding	assets	such	as	money,	land,	property	or	investments	which	can	be	passed	on	to	your	loved	ones	by	way	of	inheritance.	It	helps	to	manage	these	assets	and	also	details	any	tax	requirements.	They	are	legal	arrangements	where	money	and	other	assets	are	given	to	one
person	to	hold	on	the	behalf	of	another,	for	example,	children	or	grandchildren.	There	are	two	main	trust	categories	There	are	two	main	categories	of	trusts.	Those	created	while	you	are	living,	are	called	lifetime	trusts,	and	those	that	are	set	up	in	a	Will.	These	trusts	are	actioned	upon	the	death	of	the	instigator	of	the	trust,	commonly	known	as	the
settlor.	They	can	be	complex	to	unravel,	mainly	because	the	terms	used	can	vary	between	solicitors	and	other	financial	services	operators.	Many	of	the	terms	used	can	describe	a	wealth	of	different	types	of	trusts	all	with	different	outcomes,	and	benefits.	So	if	you	are	looking	to	set	up	an	inheritance	trust	fund	in	Wales	or	indeed	anywhere	else	in	the
UK,	its	always	best	to	consult	with	the	best	legal	experts.	Trusts,	in	essence,	are	a	way	of	safeguarding	assets	such	as	money,	land,	property	or	investments	Heres	a	simple	step	by	step	guide	to	setting	up	a	trust	fund	in	the	UK.	Step	1:	Decide	on	the	broad	aims	and	objectives	of	creating	a	trust,	the	people	and	assets	involved	Step	2:	Create	a	details
list	of	all	assets,	and	their	value,	that	will	be	placed	into	the	trust	fund.	This	will	save	time	later.	Step	3:	Designate	2-4	appropriate	individuals	to	be	nominated	as	the	trustees.	Choose	sensible	people,	ideally	with	some	financial	knowledge	and	of	an	age	to	potentially	outlive	you.	Step	4:	Decide	on	both	who	the	beneficiaries	will	be,	and	which	portion
of	the	income	or	assets	will	pass	to	each	of	them	Step	5:	Outline	the	more	detailed	terms	of	the	trust.	You	can	discuss	fine	details	with	your	solicitor.	Include	how	and	when	beneficiaries	will	receive	the	income	or	asset,	when,	trust	management	and	potential	termination.	This	should	give	you	a	great	starting	point	to	set	out	the	framework	for	your
trust.	Its	good	preparation	before	sitting	down	to	go	through	the	fine	details	with	your	solicitor.	Many	people	choose	an	inheritance	trust	fund	because	of	its	main	benefits.	With	the	best	inheritance	trust	funds,	the	main	advantage	is	the	level	of	control.	It	means	you	have	direct	authority	as	to	who	gets	to	benefit	from	your	assets.	You	are	also	able	to
decide	on	a	trustworthy	representative	to	adhere	to	your	wishes	and	who	will	make	sure	your	financial	requests	are	taken	care	of.	Another	benefit	of	an	inheritance	trust	fund	is	that	depending	on	the	type,	you	may	be	able	to	get	around	some	tax	requirements.	However,	this	isnt	a	given	and	in	some	cases,	you	may	even	have	to	pay	more.	So	its	always
best	to	consult	with	legal	specialists	who	will	be	able	to	explain	tax	benefits	and	other	tax	issues	more	fully.	With	the	best	inheritance	trust	funds,	the	main	advantage	is	the	level	of	control.	Along	with	money,	in	general,	most	assets	can	be	put	into	a	trust	fund.	These	might	include	property	and	other	personal	possessions.	Its	worth	getting	some
expert	advice	if,	for	instance,	you	have	rental	property.	If	you	own	a	house	that	you	dont	live	in,	it	could	mean	an	extra	capital	gains	tax	bill.	Its	worth	understanding	that	there	are	no	limits	to	the	amount	of	money	you	put	in	an	inheritance	trust	fund.	However,	if	you	include	assets	or	money	that	take	you	over	the	nil	rate	band,	inheritance	tax	is
immediately	due.	The	nil	rate	band	is	often	referred	to	as	NRB	and	is	also	sometimes	called	The	Inheritance	Tax	Threshold	or	IHT.	There	are	ways	you	can	make	this	work	more	beneficially	for	you	in	terms	of	tax,	for	instance	only	putting	a	portion	of	your	house	in	trust.	An	experienced	trust	fund	specialist	will	be	able	to	help	you	with	this.
Discretionary	trust	This	type	of	trust	can	be	set	up	when	making	a	Will.	Essentially	its	purpose	is	to	give	those	you	have	appointed	to	look	after	your	money,	how,	when	and	who	receives	the	inheritance.	Some	of	your	estate	or	all	of	it	can	be	included	in	a	discretionary	trust.	It	provides	a	flexible	way	of	leaving	money	and	other	assets	to	children	or
grandchildren	and	protecting	family	inheritance.	Interest	in	possession	trust	This	type	of	inheritance	trust	is	very	often	used	for	protecting	childrens	inheritance	of	anyone	who	has	remarried	following	a	divorce.	In	an	Interest	In	Possession	trust,	those	who	benefit	from	the	trust	can	receive	any	income	immediately.	Although	they	are	not	allowed
access	to	either	the	money,	property	or	other	assets	that	gave	rise	to	the	income.	Its	important	to	understand	that	any	beneficiary	of	a	possession	trust	will	need	to	pay	income	tax	on	the	income.	This	type	of	inheritance	trust	is	very	often	used	for	protecting	childrens	inheritance	of	anyone	who	has	remarried	following	a	divorce.	Protective	property
trust	With	many	families	experiencing	extended	requirements	in	our	contemporary	world,	homeowners	need	to	secure	their	homes,	investments	and	other	assets	for	those	that	need	them.	Similar	to	an	Interest	In	Possession	trust,	a	Protective	Property	trust	is	often	used	when	there	are	children	from	a	previous	marriage.	In	cases	for	instance	where
they	would	like	their	spouse	to	continue	living	in	the	family	home.	This	type	of	inheritance	trust	is	also	suitable	for	couples	who	want	to	make	sure	there	are	enough	funds	for	any	long	term	care	requirements.	Couples,	especially	where	one	of	them	may	need	long	term	care	in	the	future.	However,	its	worth	understanding	that	setting	up	this	type	of
trust	purely	to	avoid	care	costs	is	illegal.	Seeking	specialist	legal	advice	will	help	you	understand	any	implications.	This	type	of	inheritance	trust	is	also	suitable	for	couples	who	want	to	make	sure	there	are	enough	funds	for	any	long	term	care	requirements.	As	we	noted	earlier	in	the	article,	although	a	trust	may	reduce	some	tax	obligations,	its	not	a
given	and	the	actuality	is	you	could	end	up	paying	more.	One	of	the	reasons	you	may	not	pay	as	much	tax	is	that	once	the	money,	property	or	investments	are	part	of	a	trust,	they	are	no	longer	counted	as	part	of	your	inheritance	tax	bill.	However,	it	is	a	common	misconception	that	tax	of	any	sort	isnt	required	on	inheritance	trusts.	Tax	will	still	be	due
at	the	time	the	trust	is	set	up	if	its	over	the	nil	rate	band,	however,	there	are	sometimes	some	exceptions,	where	a	specialist	in	trust	funds	will	be	able	to	explain	more	So	although	the	subject	of	inheritance	trusts	can	be	complex	to	navigate,	there	are	many	benefits	to	setting	up	funds	where	your	family	and	loved	ones	will	benefit.	Here	at	Robertsons
Solicitors,	we	provide	a	wide	range	of	legal	services	to	clients	looking	for	first-class	service.	We	boast	outstanding	reviews,	expertise	and	crucially	a	client-focused	approach.	Click	here	to	talk	to	one	of	our	experienced	solicitors	about	any	of	your	inheritance	trust	fund	questions.	Editorial	Note:	We	earn	a	commission	from	partner	links	on	Forbes
Advisor.	Commissions	do	not	affect	our	editors'	opinions	or	evaluations.	A	trust	is	a	legal	arrangement	in	which	you	separate	the	ownership	of	your	assets	from	the	possession	and	management	of	those	assets.You	put	assets	into	a	trust,	which	becomes	the	legal	owner	of	the	money	or	property	transferred	into	it.	You	name	a	beneficiary	who	the	assets
are	intended	to	benefit.	You	also	choose	a	trustee,	who	is	in	charge	of	managing	the	assets	and	using	the	money	or	property	for	the	designated	purpose.Many	people	create	this	type	of	arrangement	in	order	to	protect	their	assets	from	being	lost	to	creditors	or	other	claims.	People	also	create	trusts	as	part	of	their	estate	plan	to	facilitate	the	transfer	of
assets	outside	of	probate	and	sometimes	to	avoid	estate	taxes.If	youre	thinking	about	using	this	legal	arrangement,	you	may	wonder	how	to	set	it	up.	This	guide	will	explain	the	steps	youll	need	to	take.	You	will	need	to	create	different	types	of	trusts	depending	on	your	goals,	so	youll	need	to	consider	what	you	hope	to	achieve.	Some	of	the	common
reasons	include:Asset	protection.	Transferring	ownership	of	assets	can	help	to	protect	assets	from	creditor	claims	or	from	being	lost	by	an	heir	due	to	irresponsible	spending	or	divorce.	Those	who	are	concerned	about	having	to	pay	for	nursing	home	care	may	want	to	transfer	their	assets	as	part	of	a	plan	to	qualify	for	Medicaid	nursing	care	coverage
without	spending	down	their	wealth	to	qualify	for	means-tested	benefits.Providing	for	loved	ones	with	special	needs.	Individuals	with	special	needs	often	qualify	for	means-tested	programs	like	SSI.	Inheriting	a	substantial	amount	of	wealth	could	affect	their	ability	to	get	these	benefits	unless	a	special	needs	trust	is	created.Avoiding	probate.	Assets
can	sometimes	pass	outside	of	probate,	which	can	simplify	the	transfer	of	wealth,	help	to	ensure	it	occurs	more	quickly,	and	keep	the	transfer	of	assets	private.Reducing	estate	taxes.	In	some	cases,	it	is	possible	to	avoid	estate	taxes.Identifying	the	purpose	will	help	you	to	decide	what	kind	of	trust	you	need	to	create.	So,	consider	your	goals	first	and
foremost.	Broadly	there	are	two	different	categories	of	trusts:Irrevocable	trusts.	These	cannot	be	changed	or	modified	without	a	court	order	and	approval	from	all	beneficiaries.	If	you	want	to	ensure	your	assets	wont	have	to	be	spent	down	to	pay	for	nursing	home	care	or	you	want	to	avoid	estate	tax,	this	is	a	good	option.Revocable	or	living	trusts
(RLT).	This	can	be	modified	whenever	you	desire.	The	asset	protection	isnt	as	strong	with	this	option,	but	assets	can	pass	outside	of	probate.If	you	want	more	flexibility,	an	RLT	is	generally	the	better	choice.	But	if	you	want	stronger	protection	of	assets,	youd	likely	want	to	give	up	the	flexibility	and	opt	to	create	an	irrevocable	trust.	You	will	need	to
name	a	trustee	who	is	in	charge	of	managing	assets	and	a	beneficiary	who	is	the	one	who	will	receive	or	benefit	from	the	money	or	property.You	may	wish	to	name	yourself	as	the	trustee	of	an	RLT	and	then	identify	a	successor	who	will	take	responsibility	for	management	of	assets	upon	your	death	or	incapacity.	Whomever	you	select	should	be
someone	you	can	count	on	to	manage	your	wealth	effectively	and	to	appropriately	distribute	assets	to	beneficiaries.Beneficiaries	will	receive	the	assets	that	youve	transferred	to	the	trust,	so	choose	them	carefully.	This	could	be	relatives	or	friends,	or	you	could	choose	a	charitable	organization	as	the	beneficiary.	You	can	also	choose	secondary
beneficiaries	in	case	your	first	choice	cant	inherit	for	some	reason.	You	will	need	to	formally	transfer	the	ownership	of	your	assets	to	the	trust	in	order	to	benefit	from	this	type	of	arrangement.You	may	decide	to	transfer	many	different	assets	including	real	estate	and	financial	accounts.	Be	aware	that	if	you	transfer	a	property	with	a	mortgage	thats
not	a	primary	home,	this	could	sometimes	trigger	a	due-on-sale	clause	on	your	loan	that	forces	you	to	pay	the	entire	balance.	Youll	next	need	to	create	the	appropriate	documents	to	put	the	right	legal	arrangement	in	place.	Forbes	free	templates	that	you	can	use,	as	the	specific	language	you	need	to	include	can	vary	by	state.It	is	often	best	to	speak
with	an	experienced	attorney	to	help	you.	If	you	make	mistakes,	these	errors	may	not	be	discovered	until	it	is	too	late	to	fix	the	problem.	For	example,	if	your	goal	was	to	avoid	estate	taxes	and	it	turns	out	you	didnt	transfer	the	right	properties	into	the	trust,	this	may	not	be	discovered	until	after	you	pass	so	your	estate	could	end	up	getting	hit	with	a
big	IRS	bill.An	estate	planning	attorney	can	guide	you	through	the	entire	process	and	help	to	ensure	that	you	get	the	full	benefits	of	trust	creation.	You	may	need	to	create	a	trust	if	you	hope	to	protect	assets	from	creditor	claims,	avoid	estate	taxes	or	facilitate	the	transfer	of	assets	outside	of	probate.	An	estate	planning	attorney	can	help	you	to
determine	if	this	is	the	appropriate	legal	tool	for	you	to	use	to	protect	or	transfer	your	wealth.	It	can	take	time	and	cost	money	to	create	this	type	of	legal	arrangement.	You	may	also	need	to	give	up	some	control	over	your	assets	if	you	are	hoping	to	get	the	maximum	protection	for	your	money	and	property.	Often,	the	benefits	outweigh	the	downsides
but	its	best	to	talk	with	an	attorney	to	find	out	if	trust	creation	is	right	for	you.	You	may	be	able	to	act	as	the	trustee	of	your	own	revocable	living	trust,	but	should	name	a	successor	trustee	who	will	manage	assets	after	your	death	or	in	case	you	become	incapacitated.	When	choosing	a	trustee	to	manage	your	assets,	you	should	select	someone	who	you
can	count	on	to	follow	your	wishes	and	safeguard	your	wealth.	Was	this	article	helpful?	If	youre	inheriting	a	trust	fund,	you	likely	have	questions	about	how	the	distribution	payouts	to	beneficiaries	work	and	the	tax	implications.	While	general	information	about	how	trust	funds	work	is	useful,	there	are	limitations.	Trusts	can	be	complex,	highly
customizable	tools,	so	what	applies	to	one	situation	may	not	in	another.	The	ultimate	guidance	to	understand	how	trust	fund	distributions	to	beneficiaries	will	occur	will	need	to	come	from	the	trustee	and	your	estate	planning	attorney.	Important	disclosure:	The	material	in	this	article	is	for	generalized	information	only	as	to	some	of	the	financial
planning	considerations	regarding	trusts	and	should	not	be	misconstrued	as	the	rendering	of	personal	legal,	accounting,	tax,	or	investment	advice.	We	strongly	recommend	you	consult	an	attorney	in	your	state	to	discuss	your	personal	situation	and	estate	planning	needs.What	beneficiaries	need	to	know	about	distributions	from	a	trust	fundAfter
inheriting	a	trust	fund,	you	(a	beneficiary)	may	have	questions	about	distributions.	Trust	fund	distributions	can	happen	in	several	different	ways.	So	its	critical	to	first	review	key	trust	terminology	before	digging	into	how	trust	funds	work.Key	Terminology:Grantor:	donor	or	person	who	set	up	and	funded	the	trustBeneficiary:	individual(s)	who	the
grantor	selected	to	receive	money/property/assets	from	the	trust	(at	some	point)Trustee/successor	trustee:	individual	or	entity	the	grantor	assigned	to	oversee	the	trust	and	abide	by	its	termsHow	do	trust	funds	work?	What	is	a	trust	fund?A	trust	is	a	type	of	legal	entity	that	you	transfer	assets	to,	either	during	your	lifetime	or	upon	death,	to
accomplish	various	financial	goals.	When	someone	sets	up	a	trust	fund,	theyre	able	to	maintain	maximum	control	over	the	distribution	of	their	assets	to	beneficiaries.	Trusts	come	in	many	forms.	The	most	common	is	a	revocable	living	trust	but	the	grantor	can	also	create	an	irrevocable	trust	during	their	lifetime.When	setting	up	a	trust,	the	grantor
must	make	several	decisions	(here	are	a	few):Choosing	what	type	of	trust	to	set	upSelecting	successor	trustee(s)	and	beneficiariesDefining	payouts	and	the	terms	of	the	trustDeciding	what	assets	to	put	in	the	trust	(e.g.	financial	accounts,	real	estate,	life	insurance,	etc.)At	a	high	level,	heres	how	trust	funds	work.	After	establishing	a	trust,	the	trust	is
funded	by	retitling	assets	or	accounts	in	the	name	of	the	trust.	The	terms	of	the	trust	dictate	what	happens	next.	The	trust	document	will	indicate	when	the	trustee	may	(or	must)	distribute	assets	to	beneficiaries	and	the	amount.A	word	of	caution:	it	is	common	for	individuals	to	go	through	the	work	of	establishing	a	trust	but	never	following	through
with	the	funding	of	the	trust.	This	step	is	critical.	Without	it,	when	the	grantor	dies,	the	trust	is	irrelevant	(because	nothing	is	in	it).Heres	a	simplistic	example	of	how	a	trust	fund	could	work:Finn	establishes	a	revocable	living	trust	with	his	attorney.	He	puts	his	brokerage	account	in	the	trust	by	retitling	it	with	the	help	of	his	financial	advisor.	Finn	is
free	to	take	money	from	the	account	whenever	he	needs	it	or	invest	more,	just	as	he	did	previously.	His	daughter,	Olivia,	age	15,	is	the	sole	beneficiary	of	the	trust.	Finns	sister	is	his	successor	trustee.To	avoid	probate	and	mismanagement	of	the	money	after	he	dies,	Finn	includes	terms	in	his	trust	which	dictate	when	Olivia	can	access	money	in	her
inherited	trust	fund.Finn	dies	and	the	trust	becomes	irrevocable.	The	trust	specifies	that	Olivia	will	receive	25%	of	the	trust	value	at	age	25,	25%	at	age	30,	and	the	remainder	at	age	35.	Prior	to	age	35,	the	trustee	must	also	provide	Olivia	reasonable	support	for	living	expenses,	medical	expenses,	and	education	and	up	to	$50,000	for	a
wedding.Inheriting	a	trust	fund:	distributions	to	beneficiariesAs	you	can	see,	trusts	are	highly	customizable	tools	for	leaving	an	inheritance	to	beneficiaries.	Because	of	this	complexity,	it	can	take	time	for	beneficiaries	to	receive	distributions,	assuming	the	terms	of	the	trust	call	for	payouts	right	away.Trust	administration	is	the	process	that	begins
when	the	grantor	dies	and	the	trustee	must	manage/distribute	trust	property	accordingly.	The	trustee	needs	to	collect	trust	assets,	beneficiary	information,	pay	debts,	pay	individual	and/or	estate	taxes,	and	possibly	ready	assets	such	as	a	home	for	sale.If	there	are	disagreements	between	beneficiaries	about	what	to	do	after	inheriting	a	home,	as	is
common,	that	will	delay	the	process.	This	process	can	take	months	or	years	depending	on	the	complexity	of	the	estate	and	if	disputes	arise.The	ultimate	guidance	to	understand	how	trust	fund	distributions	to	beneficiaries	will	occur	will	need	to	come	from	the	trustee	or	the	trust	and	estate	attorney	working	on	the	administration	and	settlement	of	the
estate.	It	can	be	frustrating	for	beneficiaries	to	learn	that	they	might	not	have	any	visibility	about	how	much	they	stand	to	inherit	until	the	payouts	are	made.	Every	situation	is	different.If	you	have	concerns	about	the	process,	you	may	want	to	consider	engaging	your	own	attorney	who	focuses	on	trust	administration	and	estate	settlement	(versus
drafting	wills	and	trusts).Here	are	some	examples	of	how	trust	distributions	to	beneficiaries	could	be	structured:In	a	lump	sum	after	the	grantor	passes	awayAll,	or	a	percentage	of,	trust	income	and/or	principalDistributions	at	age	milestones	(e.g.	age	25	or	35)Trust	fund	distributions	for	specific	reasons,	such	as	to	pay	for	higher	education,	medical
expenses,	or	a	weddingAt	the	discretion	of	the	trusteeIts	not	uncommon	for	a	trust	fund	to	use	a	blend	of	distribution	methods.Will	a	trust	fund	distribute	cash,	stock,	or	other	property?Unsurprisingly,	the	answer	is	it	depends.	The	trust	document	may	specify	how	distributions	should	be	pay	out	or	it	may	give	discretion	to	the	trustee.	Or	it	may	make
no	mention	at	all.	Generally,	though,	the	trustee	will	get	to	decide	whats	in	the	best	interest	of	the	beneficiary.For	example,	if	a	beneficiary	is	receiving	a	lump	sum	from	a	trust	fund	and	plans	to	keep	their	inheritance	invested	in	the	market,	the	trustee	could	transfer	the	ETFs,	mutual	funds,	stocks,	and	bonds	in	kind	into	the	beneficiarys	account.	This
would	avoid	incurring	unnecessary	capital	gains	taxes.Alternatively,	consider	a	beneficiary	is	getting	a	distribution	to	pay	for	college	or	a	down	payment	on	a	home.	It	would	be	easier	for	the	trustee	to	sell	assets	and	send	cash.Trusts	can	own	shares	of	privately	held	businesses,	assets	such	as	art,	or	real	estate,	such	as	a	home	or	rental	property.	This
can	get	very	tricky,	particularly	when	there	are	disagreements	among	beneficiaries	or	the	trust	doesnt	align	with	their	wishes.A	straightforward	and	common	example	of	this	is	when	a	parent	leaves	a	home	or	vacation	house	to	adult	children.	Real	estate	is	a	highly	emotional	asset.	When	parents	dont	specify	their	wishes	for	the	property,	it	can	make
beneficiaries	feel	guilty	about	selling	a	family	home.	Co-owning	a	home	with	family	is	difficult	and	buying	out	the	other	beneficiaries	can	put	the	purchaser	in	a	poor	financial	condition.Who	pays	taxes	on	an	inherited	trust	fund?You	guessed	it:	it	depends.	Youll	need	to	work	with	your	CPA	and	the	trustee	to	discuss	the	tax	treatment	of	the	inheritance
and	what	options	you	may	have.At	a	very	high	level,	generally,	if	the	trust	fund	distributes	assets/income	to	the	beneficiary,	the	individual	will	typically	pay	the	tax	at	their	own	tax	rates.	If	the	trust	retains	income	at	the	end	of	the	year	or	if	the	inheritance	was	part	of	the	decedents	estate,	then	the	trust	or	estate	would	pay	the	tax	(respectively).	The
trustee	will	send	K-1s	to	beneficiaries	annually.	This	is	how	beneficiaries	report	income	and	payouts	from	the	trust	on	their	tax	return.Trust	TaxesThe	tax	rates	for	trusts	are	extremely	compressed.	In	2023,	a	trust	will	enter	the	highest	marginal	tax	bracket	(37%)	with	taxable	income	above	$14,450.	For	comparison,	single	filers	dont	reach	the	37%	tax
bracket	until	taxable	income	reaches	$578,125.	It	may	sound	better	to	have	the	trust	pay	the	tax	instead	of	you,	but	taxes	are	paid	with	money	from	the	trust	fund.	This	reduces	the	amount	left	for	beneficiaries,	like	you.Federal	Estate	TaxLarge	estates	may	be	subject	to	federal	estate	tax	to	the	extent	they	exceed	the	exemption.	The	estate	and	gift	tax
exemption	is	$12,920,000	per	person	in	2023.	The	current	federal	estate	tax	is	40%.	Funds	from	the	estate	go	towards	paying	the	tax	which	can	reduce	whats	left	for	beneficiaries.State	Level	Estate	TaxA	handful	of	states	(including	Massachusetts)	impose	their	own	estate	tax	and	exemption	amounts.	The	tax	rate	is	much	lower	than	the	federal	estate
tax,	but	the	exemption	amounts	are	much	lower.	State	estate	tax	may	apply	to	residents	or	nonresidents;	in	the	latter	case	its	usually	because	the	decedent	held	real	estate	out	of	state.	Funds	from	the	estate	go	towards	paying	the	tax	which	can	reduce	whats	left	for	beneficiaries.Other	tax	questions	about	an	inheritance	in	a	trust	fundThe	type	of	asset
inherited	in	a	trust	will	also	factor	into	whether	youll	pay	tax	on	an	inheritance	and	how	much.	This	is	another	reason	to	discuss	the	inheritance	with	your	CPA	or	accountant.	If	you	inherit	a	retirement	account,	it	will	be	taxable	as	ordinary	income,	often	to	the	beneficiary	directly	due	to	the	trust	tax	rates.When	stocks	or	bonds	are	held	in	a	taxable
account	and	inherited	through	a	trust	fund,	the	beneficiary	might	be	eligible	for	a	step	up	in	cost	basis	to	the	market	value	of	the	security	at	the	time	of	death.	Eligibility	often	hinges	on	whether	the	decedent	owned	the	asset	when	they	died	(e.g.	in	a	revocable	trust	which	became	irrevocable	when	they	passed).Why	would	someone	set	up	a	trust	fund?
Wondering	why	your	inheritance	was	left	in	a	trust	instead	of	given	to	you	outright?	There	are	several	reasons	the	grantor	might	have	set	up	a	trust.	Trusts	have	several	benefits:Avoid	probate.	Probate	is	a	legal	process	where	certain	assets	in	the	decedents	estate	that	were	owned	as	an	individual	are	distributed	by	the	court.	Assets	that	pass	via
beneficiary	designation,	like	a	retirement	account,	or	assets	in	trust,	are	not	subject	to	probate.	Probate	is	a	lengthy,	costly,	and	public	process	and	should	be	avoided	when	possible.	If	there	was	a	will,	then	assets	are	typically	distributed	accordingly.	If	the	decedent	did	not	have	a	will,	then	the	court	decides.Retain	control	over	your	assets,	even	after
death.	Atrust	and	a	will	serve	different	purposes.	In	many	situations,	awill	does	not	provide	enough	control	for	the	grantor	by	itself.	Here	are	some	examples:	if	you	have	young	children,	you	may	want	to	ensure	a	teen	doesnt	squander	a	large	inheritance	or	funds	arent	misused	by	caretakers.	Or	if	your	family	includes	children	from	previous	marriages
or	other	types	of	family	dynamics/disputes,	a	trust	can	help	ensure	your	loved	ones	arent	cut	out	of	their	inheritance,	unless	you	want	them	to	bein	which	case	a	trust	is	a	good	vehicle	for	that,	too.Privacy	and	peacekeeping.	The	probate	process	is	public,	which	isnt	ideal	for	most	families.	Trust	funds	maintain	financial	privacy	and	can	also	limit	the
visibility	between	beneficiaries.	Imagine	the	arguments	if	one	child	learns	his/her	sibling	inherited	twice	as	muchThe	trustee	has	a	legal	obligation.	Appointing	someone	as	a	trustee	on	a	trust	is	a	big	decision.	It	is	a	lot	of	work	and	can	carry	significant	legal	complications	if	done	improperly.	Trustees	have	a	fiduciary	duty	to	abide	by	the	terms	of	the
trust	and	act	in	beneficiaries	best	interests.	People	often	name	relatives	as	successor	trustees,	but	this	can	strain	family	dynamics	and	is	not	typically	advisable	if	a	corporate	trustee	is	an	option.Sudden	wealth	from	inheriting	a	trust	fundIf	you	have	sudden	wealth	from	inherited	money	in	a	trust	and	arent	sure	what	to	do	next,	we	may	be	able	to	help.
As	an	independent	wealth	management	firm	and	second-generation	family	business,	we	pride	ourselves	on	developing	long-term	relationships	with	our	clients.	Unfortunately,	advisors	at	the	big	firms	dont	always	give	adequate	attention	to	new	wealth	inheritors.But	heres	the	good	news:	as	the	beneficiary,	once	you	receive	a	distribution	from	the	trust,
youll	likely	be	free	to	start	a	relationship	with	a	fiduciary	financial	advisor	of	your	choosing.	Through	ongoing	investment	management	and	financial	planning,	well	work	to	help	you	develop	a	roadmap	to	meet	your	financial	goals.	To	learn	more,	schedule	a	call	with	an	advisor.	Important	disclosure:	The	material	in	this	article	is	for	generalized
information	only	as	to	some	of	the	financial	planning	considerations	regarding	trusts	and	should	not	be	misconstrued	as	the	rendering	of	personal	legal,	accounting,	tax,	or	investment	advice.	We	strongly	recommend	you	consult	an	attorney	in	your	state	to	discuss	your	personal	situation	and	estate	planning	needs.	SmartAsset	maintains	strict	editorial
integrity.	It	doesnt	provide	legal,	tax,	accounting	or	financial	advice	and	isnt	a	financial	planner,	broker,	lawyer	or	tax	adviser.	Consult	with	your	own	advisers	for	guidance.	Opinions,	analyses,	reviews	or	recommendations	expressed	in	this	post	are	only	the	authors	and	for	informational	purposes.	This	post	may	contain	links	from	advertisers,	and	we
may	receive	compensation	for	marketing	their	products	or	services	or	if	users	purchase	products	or	services.	|Marketing	DisclosureInheritance	trusts	take	on	critical	importance	in	wealth	management,	particularly	for	multi-generational	families.	The	term	might	come	across	as	complex	but	in	essence,	inheritance	trusts	involve	safeguarding	assets
while	managing	their	distribution	efficiently.	Moreover,	they	provide	potential	tax	benefits	that	can	contribute	significantly	towards	your	familys	financial	security.	A	financial	advisor	well-versed	in	this	field	can	guide	you	in	setting	up	an	inheritance	trust,	ensuring	your	assets	are	secure	and	your	familys	financial	health	remains	robust.An	inheritance
trust	also	known	as	a	family	or	testamentary	trust	is	a	legal	arrangement	designed	to	manage	and	protect	assets	for	the	benefit	of	heirs	or	beneficiaries	after	the	grantors	passing.	Its	primary	purpose	is	to	ensure	the	efficient	and	controlled	distribution	of	assets,	typically	financial,	real	estate	or	valuable	personal	property.Trusts	come	in	different
variations,	each	offering	different	levels	of	control,	tax	benefits	and	asset	protection.	For	instance,	revocable	trusts	allow	the	trustee	or	the	individual	who	sets	up	the	trust	to	retain	control	over	their	assets	during	their	lifetime	and	alter	the	terms	of	the	trust.	On	the	contrary,	irrevocable	trusts	cannot	be	easily	altered	or	revoked,	offering	stronger
defense	against	creditors	and	legal	disputes.Generation-skipping	trusts,	meanwhile,	are	designed	to	transfer	wealth	directly	to	outright	beneficiaries,	like	grandchildren,	thereby	potentially	avoiding	repeated	estate	taxes.First	and	foremost,	an	inheritance	trust	provides	a	robust	shield	of	protection	for	your	assets.	By	placing	assets	into	a	trust,	you
can	safeguard	them	from	creditors,	lawsuits	and	even	certain	tax	liabilities.	This	protection	ensures	that	your	intended	beneficiaries	receive	their	inheritance	intact,	without	the	risk	of	it	being	eroded	by	unforeseen	financial	challenges.Another	compelling	reason	to	opt	for	an	inheritance	trust	is	its	ability	to	control	the	distribution	of	assets.	With	a
trust	in	place,	you	can	establish	specific	conditions	and	timelines	for	when	and	how	your	assets	will	be	passed	on	to	your	heirs.	Whether	you	want	to	ensure	financial	responsibility,	protect	against	reckless	spending	or	provide	for	the	long-term	care	of	a	loved	one,	an	inheritance	trust	offers	that	control	and	flexibility.Furthermore,	an	inheritance	trust
can	be	a	valuable	tool	for	minimizing	estate	taxes.	Through	careful	planning	and	allocation	of	assets	within	the	trust,	you	can	potentially	reduce	the	tax	burden	on	your	estate,	allowing	your	heirs	to	inherit	more	of	your	hard-earned	wealth.When	you	establish	a	trust,	you	retain	the	authority	to	dictate	the	terms	and	conditions	under	which	your
beneficiaries	will	receive	their	inheritance.	This	control	ensures	that	your	assets	are	distributed	per	your	wishes,	safeguarding	them	from	potential	mismanagement	or	misuse.In	addition,	inheritance	trusts	provide	added	privacy.	Unlike	wills,	trusts	are	not	public	documents.	Trusts	bypass	the	probate	process,	which	could	otherwise	become	a
protracted	and	costly	public	court	proceeding.	A	trust	ensures	a	prompt	and	confidential	transfer	of	family	wealth.Additionally,	for	those	with	complex	family	dynamics	or	blended	families,	inheritance	trusts	can	help	prevent	disputes	and	ensure	that	your	assets	are	distributed	according	to	your	wishes.	For	example,	perhaps	you	want	to	leave	your
assets	to	your	children	but	protect	them	from	their	spouses	if	they	were	to	get	divorced.	Or	maybe	you	want	to	ensure	that	your	assets	are	distributed	directly	to	grandchildren	not	a	son-	or	daughter-in-law.Although	they	present	numerous	advantages,	inheritance	trusts	also	come	with	a	set	of	challenges.	The	process	of	setting	up	a	trust	can	involve
significant	legal	and	financial	complexity,	featuring	ongoing	administrative	tasks	and	potential	trustee	fees.Inheritance	trusts	may	sometimes	lead	to	familial	conflicts	over	distribution	of	assets,	perceived	fairness	or	disagreements	over	the	trustees	decisions.	Yet,	resolving	such	issues	is	an	attainable	feat	given	the	right	professional	advice	and	open
communication	within	the	family.Ensuring	that	your	wealth	gets	passed	on	to	future	generations	requires	careful	planning.	Here	are	some	tips	to	help	you	through	that	process:Create	a	comprehensive	estate	plan.	Begin	by	crafting	a	well-thought-out	estate	plan.	This	includes	drafting	a	will,	establishing	trusts	and	assigning	beneficiaries	for	your
assets.	Consulting	with	an	experienced	estate	attorney	can	help	you	structure	your	plan	effectively	and	in	line	with	your	specific	wishes.Communicate	your	intentions.	Open	and	honest	communication	with	your	heirs	is	key.	Discuss	your	estate	plan	with	them,	so	they	understand	your	intentions	and	expectations.	This	can	help	prevent
misunderstandings	or	disputes	down	the	road	and	allow	you	to	address	any	concerns	they	may	have.Regularly	review	and	update	your	plan.	Life	is	constantly	changing,	and	so	should	your	estate	plan.	Major	life	events	such	as	marriages,	births,	deaths	or	significant	financial	shifts	should	prompt	a	review	of	your	plan	to	ensure	it	remains	current	and
aligned	with	your	goals.Consider	the	impact	of	taxes.	If	youre	especially	wealthy,	estate	taxes	can	significantly	diminish	the	value	of	your	assets	passed	on	to	the	next	generation.	Explore	tax-saving	strategies	such	as	gifting,	the	use	of	trusts	or	other	legal	methods	to	minimize	tax	liabilities.Protect	your	assets.	Safeguard	your	assets	by	ensuring	you
have	adequate	insurance	coverage	and	by	implementing	asset	protection	strategies.	This	can	include	liability	insurance,	family	limited	partnerships,	or	placing	assets	in	irrevocable	trusts.Educate	your	heirs.	Preparing	your	heirs	for	their	financial	responsibilities	is	crucial.	Provide	financial	education	and	guidance	to	help	them	manage	their
inheritance	wisely	and	make	informed	decisions.Choose	the	right	executor	or	trustee.	Select	a	responsible	and	trustworthy	individual	or	institution	to	oversee	the	distribution	of	your	assets.	This	executor	or	trustee	should	be	capable	of	handling	the	complex	administrative	tasks	involved.Document	your	digital	assets.	In	todays	digital	age,	dont	forget
about	your	online	accounts	and	digital	assets.	Create	a	list	of	passwords,	usernames,	and	instructions	for	accessing	and	managing	these	accounts.Explore	charitable	giving.	Consider	leaving	a	legacy	through	charitable	giving.	Donating	to	a	cause	youre	passionate	about	can	provide	tax	benefits	while	benefiting	society.Inheritance	trusts	are	vital
components	of	estate	planning.	They	can	serve	as	powerful	tools	for	individuals	to	secure	the	financial	future	of	their	loved	ones	while	efficiently	managing	the	distribution	of	assets	after	their	passing.	Trusts	can	provide	families	privacy,	flexibility	and	control,	as	well	as	tax	benefits	and	asset	protection.Keep	in	mind	that	a	trust	isnt	the	only
component	of	an	estate	plan.	Youll	need	to	draft	a	will,	and	you	may	consider	an	advance	healthcare	directive.	This	document	states	your	wishes	for	medical	care	in	the	event	of	you	becoming	incapacitated	or	no	longer	being	able	to	care	for	yourself.A	financial	advisor	with	estate	planning	expertise	can	be	a	valuable	partner	in	this	often-complex
process.	Finding	a	financial	advisor	doesnt	have	to	be	hard.	SmartAssets	free	tool	matches	you	with	up	to	three	vetted	financial	advisors	who	serve	your	area,	and	you	can	have	a	free	introductory	call	with	your	advisor	matches	to	decide	which	one	you	feel	is	right	for	you.	If	youre	ready	to	find	an	advisor	who	can	help	you	achieve	your	financial	goals,
get	started	now.Photo	credit:	iStock.com/kate_sept2004,	iStock.com/RichLegg,	iStock.com/DNY59Read	More	About	Estate	PlanningRecent	postsMore	from	SmartAssetCategories	Setting	up	an	inheritance	trust	fund	can	be	a	great	way	to	ensure	that	your	loved	ones	are	taken	care	of	after	youre	gone.	But	how	do	you	go	about	setting	one	up?	Well
walk	you	through	the	whole	process.	Lets	get	started!	What	is	a	Trust	Fund?	A	trust	fund	is	a	legal	arrangement	in	which	property	or	assets	are	held	by	one	party	for	the	benefit	of	another.	In	Australia,	trust	funds	are	often	used	to	manage	money	or	property	on	behalf	of	children,	disabled	persons,	or	other	individuals	who	cannot	manage	their	affairs.
Trust	funds	can	be	created	by	will,	trust	deed,	or	inter	vivos	trust	agreement.	The	property	or	assets	in	a	trust	fund	are	held	by	the	trustee	for	the	benefit	of	the	beneficiaries.	The	trustee	has	a	fiduciary	duty	to	act	in	the	best	interests	of	the	beneficiaries	and	must	exercise	care,	skill,	and	diligence	in	administering	the	trust.	Trustees	can	be	individuals
or	corporate	entities	such	as	banks	or	trust	companies.	The	beneficiaries	have	the	right	to	information	about	the	trust	and	its	administration.	They	can	also	bring	a	claim	against	the	trustee	if	they	believe	that	they	have	not	been	properly	advised,	or	that	their	rights	have	been	breached.	What	is	a	trust	fund	used	for?	Trust	funds	can	be	a	useful	way	to
save	for	specific	goals	or	purposes,	including	retirement	planning	and	estate	planning,	and	can	provide	benefits	such	as	tax	advantages	and	assets	protection.	Basically,	theyre	just	a	way	of	saving	up	for	something	specific.	The	money	in	a	trust	fund	is	usually	invested	so	it	can	grow	over	time.	This	means	that	when	you	come	to	use	it,	youll	have	more
than	you	originally	put	in.	However,	they	also	come	with	some	risks	and	complexities	that	need	to	be	considered	before	establishing	one,	which	we	will	elaborate	on	as	follows.	How	to	Set	Up	a	Trust	Fund?	A	trust	fund	can	be	a	great	way	to	manage	your	finances	and	provide	for	your	future.	But	how	do	you	set	one	up?	In	Australia,	there	are	a	few
things	you	need	to	do.	First,	you	need	to	choose	who	will	manage	the	trust	assets.	This	can	be	a	family	member,	friend,	or	professional	trustee.	Secondly,	you	need	to	decide	what	type	of	trust	fund	you	want.	There	are	many	different	types	of	trusts,	so	its	important	to	choose	one	that	best	suits	your	needs.	Next,	you	will	need	to	sign	up	for	a	Tax	File
Number	(TFN)	and	an	Australian	Business	Number	(ABN),	if	you	plan	to	transfer	enterprise	or	business	activities	under	the	trust.	Finally,	you	need	to	set	up	a	bank	account	and	put	the	trust	assets	into	the	fund.	This	can	be	done	by	transferring	money	or	property	into	the	trust.	Once	the	assets	are	in	the	trust,	they	can	be	used	to	provide	for	your
future	needs.	Setting	up	a	trust	fund	for	a	child	Setting	up	a	childs	trust	fund	is	a	great	way	to	provide	for	their	future	financial	security.	There	are	several	different	ways	to	set	up	a	trust	fund,	but	the	most	important	thing	is	to	make	sure	that	the	fund	is	properly	managed	and	that	the	childs	interests	are	protected.	First,	youll	need	to	choose	a
trustee.	This	can	be	a	family	member,	friend,	or	professional	trustee	company.	Once	youve	chosen	a	trustee,	youll	need	to	open	a	bank	account	in	the	name	of	the	trust.	The	money	for	the	trust	can	come	from	a	variety	of	sources,	such	as	savings,	investments,	gifts,	and	inheritances.	Once	the	trust	is	established,	the	trustee	will	have	complete	control
over	how	the	money	is	managed	and	used.	However,	its	important	to	remember	that	trust	funds	are	subject	to	certain	taxes	and	fees,	so	be	sure	to	seek	legal	advice	about	trust	funds	and	tax	before	setting	one	up.	What	Types	of	Trust	are	There	in	Australia?	Some	common	examples	of	trust	funds	in	Australia	include:	Discretionary	family	trusts	(DFT)
DFT	is	a	popular	way	for	families	to	manage	and	control	their	assets.	A	DFT	is	a	type	of	trust	that	gives	the	trustees	the	discretion	to	distribute	income	and	assets	to	beneficiaries.	This	means	that	the	trustees	have	flexibility	in	how	they	manage	the	trust,	and	they	can	take	into	account	the	changing	needs	of	the	beneficiaries.	A	fixed	trust	is	a	type	of
trust	where	the	beneficiaries,	trustee,	and	terms	of	the	trust	are	all	determined	upfront	and	cannot	be	changed.	This	type	of	trust	is	often	used	when	people	want	to	pass	on	their	assets	to	specific	people	or	charities,	as	it	provides	more	certainty	than	a	discretionary	trust.	It	is	very	similar	to	fixed	trusts,	but	there	is	one	main	difference.	A	fixed	unit
trust	is	a	type	of	trust	fund	where	the	trustee	invests	in	a	fixed	number	of	units.	The	units	are	then	traded	on	a	stock	exchange,	and	the	value	of	the	fund	will	fluctuate	based	on	the	price	of	those	units.	A	testamentary	trust	is	a	type	of	trust	that	is	created	by	a	will.	Testamentary	trusts	are	commonly	used	in	Australia	to	help	manage	the	estate	of	a
deceased	person	and	ensure	that	their	assets	are	distributed	according	to	their	wishes.	In	these	cases,	there	are	numerous	procedures	that	must	be	followed	in	order	to	administer	their	assets.	Obtaining	a	grant	of	probate	is	sometimes	one	of	them.Special	disability	trusts	In	Australia,	a	special	disability	trust	(SDT)	is	a	type	of	trust	established	for	the
primary	purpose	of	providing	financial	benefits	and	support	to	a	person	with	a	severe	disability.	SDTs	can	be	used	to	build	up	savings	or	to	pay	for	items	and	services	that	improve	the	quality	of	life	of	a	person	with	a	disability.	Charitable	trusts	are	typically	set	up	to	provide	funding	for	charitable	organizations	or	causes.	The	funds	for	the	trust	come
from	donors,	and	the	trust	is	managed	by	trustees	who	are	responsible	for	ensuring	that	the	money	is	used	in	accordance	with	the	wishes	of	the	donors.	In	Australia,	there	are	more	than	600,000	NFPs,	with	approximately	5,000	of	them	being	trusts,	foundations	and	ancillary	funds.	Before	setting	up	a	charitable	trust	and	donating	your	savings	to	a
good	cause,	get	familiar	what	the	top	10	not	for	profit	organisations	in	Australia.Superannuation	proceeds	trusts	These	types	of	funds	are	used	to	manage	and	distribute	the	proceeds	of	a	persons	superannuation	(retirement	savings).	The	trustee	of	the	trust	(usually	a	financial	institution)	is	responsible	for	investing	the	money	and	managing	the	assets.
The	beneficiaries	of	the	trust	are	typically	the	members	of	the	persons	family.	To	learn	more	about	how	to	make	it	easier	for	people	to	keep	track	of	their	retirement	savings	read	this	helpful	Guide.	Bottom	Line	An	Inheritance	trust	set-up	can	be	a	great	way	to	ensure	your	loved	ones	are	taken	care	of	in	the	event	something	happens	to	you.	But	its
important	to	plan	ahead	and	make	sure	you	set	everything	up	correctly.	We	hope	this	article	has	helped	give	you	a	better	understanding	of	how	family	trusts	work	in	Australia	and	how	you	can	go	about	setting	up	an	inheritance	trust	fund	for	yourself.	FAQs:	1.	Do	you	pay	tax	on	inheritance?	In	Australia,	you	generally	dont	have	to	pay	any	tax	on
money	or	property	that	you	inherit	from	a	deceased	person.	There	are	some	limited	exceptions	to	this	rule,	but	Inheritance	Tax	is	not	a	major	concern	for	most	Australians.	2.	Is	it	worth	setting	up	an	inheritance	trust	fund?	Yes,	it	is	worth	setting	up	a	family	trust	in	Australia.	A	family	trust	can	help	reduce	your	tax	liability,	and	can	also	help	protect
your	assets	from	creditors.	Additionally,	a	family	trust	can	be	a	great	way	to	provide	financial	security	for	your	loved	ones	in	the	event	something	happens	to	you.	

Setting	up	a	trust	for	inheritance.	Set	up	a	trust.	How	to	set	up	a	trust	fund	for	grandchildren.	How	do	you	set	up	a	trust	fund	for	someone.	How	do	i	set	up	a	trust	fund	for	my	family.	Set	up	trust	fund.	Can	you
set	up	a	trust	fund	for	anyone.


