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Revocable Trusts: A Comprehensive Tool for
Estate Planning and Wealth Management

A Revocable Trust, also known as a Living Trust, is one of the most flexible and widely used
estate planning tools. It allows individuals to manage their assets during their lifetime and
efficiently transfer wealth to their beneficiaries upon death, all while avoiding the lengthy and
costly probate process. Unlike irrevocable trusts, a revocable trust can be altered or revoked
at any time by the grantor, providing ongoing control and flexibility.

One of the key components of advanced revocable trust planning is the A/B Trust Strategy,
designed to maximize estate tax exemptions for married couples. Additionally, the decision to
create joint or separate revocable trusts involves critical considerations about asset
protection, estate taxes, and management preferences.

Key Benefits of Revocable Trusts

>

Probate Avoidance: Assets held in a revocable trust bypass the probate process, ensuring
that beneficiaries receive their inheritance more quickly and privately than if assets were
transferred through a will. This helps reduce legal fees and court costs, and it avoids the
public disclosure of the estate’s assets and beneficiaries.

Incapacity Planning: A revocable trust allows for smooth financial management if the
grantor becomes incapacitated. By naming a successor trustee, the grantor ensures that a
trusted individual or entity can step in to manage the trust assets without the need for a
court-appointed guardian.

Flexibility: Because the trust is revocable, the grantor retains full control over the assets
during their lifetime. They can make changes to beneficiaries, update the terms of the
trust, add or remove assets, and revoke the trust entirely if their circumstances change.

Estate Tax Planning: For high-net-worth individuals, revocable trusts can be used in
conjunction with other estate planning strategies, such as A/B Trust Planning, to reduce or
eliminate estate taxes. Proper structuring can help married couples maximize the use of
both spouses’ estate tax exemptions.

Privacy: Unlike wills, which become public records during probate, revocable trusts remain
private documents. This helps ensure that details about the estate, its assets, and its
beneficiaries are not disclosed publicly.
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How a Revocable Trust Works

> Creation of the Trust: The grantor (the person creating the trust) transfers assets into
the trust, designating themselves as the initial trustee. The grantor can continue
managing the trust assets as they would normally. During the grantor’s lifetime, the trust
is revocable, meaning the grantor can modify or revoke the trust at any time.

> Successor Trustee: The grantor names a successor trustee who will manage the trust
upon the grantor’s death or incapacity. This person or institution will distribute assets to
the beneficiaries according to the terms of the trust, without the need for probate.

> Funding the Trust: For the trust to function effectively, it must be properly funded. This
means retitling assets such as real estate, investment accounts, and other valuable
property into the name of the trust. Assets not transferred into the trust may still be
subject to probate, diminishing one of the key advantages of a revocable trust.

> Distribution of Assets: Upon the grantor’s death, the successor trustee distributes the
trust assets to the beneficiaries according to the instructions in the trust. If the trust is
designed to hold assets for beneficiaries over time (such as for minor children or
beneficiaries with special needs), the trustee continues to manage and distribute the
assets per the trust's terms.

A/B Trust Planning for Married Couples

The A/B Trust Strategy is a popular estate planning method for married couples, designed to
minimize estate taxes and help ensure that both spouses’ estate tax exemptions are fully
utilized. The strategy divides the estate into two trusts upon the death of the first spouse: the
A Trust (or Marital Trust) and the B Trust (or Credit Shelter Trust).

> How A/B Trusts Work: When the first spouse dies, the estate is split into two parts:

o A Trust (Marital Trust): This trust contains the surviving spouse’s share of the
estate. The surviving spouse retains control over these assets and can use them for
their lifetime. These assets remain in the surviving spouse’s estate for tax
purposes.

* Qualified Terminable Interest Property (QTIP) Provisions in the A Trust
ensure that the surviving spouse has the right to receive income from the
trust for life and potentially access to principal, while limiting the surviving
spouse’s control over the ultimate disposition of the trust’s assets.
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o B Trust (Credit Shelter Trust): This trust is funded with the deceased spouse’s
share of the estate, up to the amount of the deceased spouse’s federal estate tax
exemption (currently $13.61 million in 2024). The surviving spouse can access the
income and principal from this trust for their needs, but the assets in the B Trust
bypass the surviving spouse’s estate, avoiding estate taxes when the second
spouse dies.

> Advantages of A/B Trusts

o Estate Tax Savings: The B Trust allows the deceased spouse’s assets to bypass the
estate of the surviving spouse, preventing those assets from being taxed upon the
second spouse’s death.

o Asset Protection: The B Trust can protect assets from creditors and provide more
control over how they are distributed to heirs.

o Preserving Wealth for Children: The A/B Trust structure ensures that the
deceased spouse’s assets can be preserved for children or other heirs while still
providing for the surviving spouse’s needs.

Joint Trusts: Pros and Cons

When creating revocable trusts, married couples must decide whether to establish a joint
trust or separate trusts. A joint trust is created by both spouses, and it holds assets that are
jointly owned as well as assets that each spouse contributes. Upon the death of one spouse,
the trust typically continues to operate, with the surviving spouse having control over the
assets.

> Advantages:
o Simplified Administration: Joint trusts simplify estate planning by consolidating all
assets into a single trust, making it easier to manage during the couple’s lifetime.

o Seamless Transition: When one spouse dies, there is no need to create a new trust,
and the surviving spouse can continue managing the assets without significant legal
intervention.

o Cost-Effective: A joint trust may be less expensive to create and administer than
separate trusts, as only one trust document is required.

> Disadvantages:
= Complexity in Blended Families: For couples in blended families (e.g., second
marriages, children from previous relationships), joint trusts can create
complications in ensuring that assets are fairly distributed to children from prior
marriages. There is a potential risk that the surviving spouse could alter the trust
terms and disinherit stepchildren or other heirs of the deceased spouse.
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* Maedicaid Planning/Long-Term Care: Joint trusts can complicate Medicaid
planning, particularly for long-term care. Because both spouses’ assets are often
considered as available resources, it may be harder for one spouse to qualify for
Medicaid while protecting the other spouse’s assets. Medicaid typically treats the
entire value of a joint trust as countable, making it more difficult to qualify for
benefits without spending down assets.

= Estate Taxes: A joint trust can complicate estate tax planning, especially if one
spouse’s estate is larger than the other’s or if both estates together exceed the
federal or state estate tax exemptions. Joint trusts may not fully take advantage of
each spouse’s estate tax exemption (currently $13.61 million per person in 2024).
Without proper structuring, assets in a joint trust could be taxed twice—once
when the first spouse dies and again when the surviving spouse dies—if the estate
exceeds the exemption amount.

Conclusion

A Revocable Trust is a versatile and essential tool for individuals looking to manage their
assets, avoid probate, and ensure a smooth transition of wealth to future generations. For
married couples, the decision to implement A/B Trust Planning or to use joint or separate
trusts depends on various factors, including estate tax considerations, asset ownership, and
family dynamics.

Careful planning and a thoughtful approach to structuring trusts can help minimize taxes,
protect assets, and achieve long-term financial goals, while providing flexibility and control
over the estate. Whether creating a single trust or multiple trusts, revocable trusts offer a
powerful solution for comprehensive wealth management.

Important Disclosure: The information contained in this whitepaper is intended to be general in nature
and for informational purposes only. It should not be considered as investment advice or as a
recommendation of any particular tax or investment strategy or product. Moreover, this whitepaper is
not a solicitation or an offer to provide any specific tax, estate planning or financial planning service.
Please consult with qualified tax, legal and/or financial professionals for advice specific to your
situation before engaging in any estate planning strategies.




