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When advising LNW clients on trust strategies, a key issue we discuss at length is distributions: How much 

should the trust pay out, to whom and when? Especially for people and families with significant multigenerational 
wealth, a trust structure known as a “unitrust” may be able to resolve a variety of issues.   

A unitrust can be especially advantageous if the people and organizations you want the trust to support have 

different and potentially conflicting needs: say a spouse, children/grandchildren/stepchildren, other relatives or a 
favorite nonprofit.  

Below, I delve into the world of unitrusts to show how a unitrust works, the major advantages and also the pitfalls. 

Each family situation is unique, so this is intended as general information to give you an idea of what is possible.  

What is a unitrust? Unitrusts get their name from the fact that they distribute a fixed “unitary” percentage of their 
net asset value annually to the “primary beneficiaries” (the PBs), which are the first in line to receive trust 
distributions. Distributions are made for a set number of years – either the PBs’ lifetime or a fixed period of time. 

The operative word here is fixed. If LNW is the trustee, we would not 

have discretion to make additional distributions. At the end of the 

period specified, the trust assets would go to the “remainder 
beneficiaries” (the RBs) who can be anyone the grantor chooses: other 
family members, friends, a nonprofit, etc. 

For Example: Ryan has appreciated stock worth $5 million he transfers 
to an irrevocable unitrust, naming his wife Miranda (second marriage) as 
the PB to receive 4% of the trust’s net assets annually for the rest of her 

life. After Miranda passes, whatever is in the trust (including any 
appreciation) goes to the children and grandchildren from Ryan’s first 
marriage (the RBs).  

Taxes: Ryan can choose to make this a “grantor” trust. During his  
lifetime, he would then pay any taxes the trust owes, thereby allowing 
the assets to grow tax-free. Properly structured, trust assets and their 
appreciation would be outside Ryan’s estate, potentially reducing or 
eliminating estate taxes.  

Why a Unitrust 

There are numerous advantages to unitrusts, both financial and life-enhancing. 

Reduces conflict between the priorities of the primary (PBs) and remainder beneficiaries (RBs). Because the 

payout to the PBs is a fixed percentage of assets, this can reassure the RBs that the trust assets are less likely to be 
depleted by the time the trust pays out to them. 

Encourages the PBs to live well within a fixed budget. With a unitrust, the PBs cannot ask the trustee for higher 
payouts. This can make them more responsible with what they receive from the trust, including saving and investing 

the distributions to fund their goals. 

Unitrust Who’s Who 

Grantor: Person setting up and funding 
the trust. 

The PBs — Primary Beneficiaries: First 

to receive distributions (over their 
lifetime or up to 20 years) 

The RBs — Remainder Beneficiaries: 
Final recipients of trust assets (people 
or organizations), after the PBs. 

NOTE: If a charity or nonprofit is the RB, 
the unitrust is known as a Charitable 
Remainder Trust (CRT). When the charity is 
the PB, it is a Charitable Lead Trust (CLT). 
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Potentially less variance in distribution amounts. With a standard trust, the annual income can vary greatly 

depending on the markets, dividend and interest rate levels. The fixed percentage from a unitrust would also vary 
depending on those variables but possibly not as much if investments are diversified and well-managed.  

For Example: Say the PB is the much-younger spouse of the grantor, and the children from the first marriage are the 
RBs. If not a unitrust, the trustee would have incentive to maximize income payouts to the spouse, since 
discretionary trusts have compressed income tax brackets. (How Trusts are Taxed). The children might feel cheated. 

What’s more, with a discretionary trust the spouse could ask the trustee for additional distributions (discretionary 
principal). The children might become even more resentful, fearing that the trust will be greatly depleted by the time 
they inherit. With a unitrust, the risk of the spouse spending down trust assets through discretionary requests is 

virtually eliminated. 

Unitrusts can work well when charities are the remainder beneficiaries (RBs). If charities are the RBs, the 
grantor may be eligible for an upfront tax deduction. And if the grantor relinquishes control of the trust and is not a 
beneficiary (a “non-grantor” trust), the assets in the trust are excluded from the taxable estate, although not always 

at the state level.  

Another benefit: Charitable trusts have tax-exempt status. Therefore, funding such trusts with highly appreciated 
assets can be advantageous since any income or capital gains they generate is not taxable at the trust level. Trust 
beneficiaries, however, are still required to pay federal (and sometimes state) taxes on distributions. On the following 
page is an example of how a unitrust can work in the sale of a business.  

 

 

 

 

Standard Unitrust. Pays out a fixed percentage of trust assets annually (based on net asset value at a certain point in  
the year, typically the first business day of the year).  

Net Income Unitrust. Each year, the trust can pay out the lesser of (1) a fixed percentage; OR 2) the net income the trust 
generates. Say the grantors who are also the primary beneficiaries are a couple with teenage children (the RBs). The couple 
do not need income from the trust, so the trustee can focus on investing for capital growth. If the couple eventually retire,  

the trustee can focus on investing for higher income.  

Flip Unitrust. A flip trust can start as a net income unitrust (see above) and at a future date (often when the assets are 
sold) switch to a standard unitrust paying out a fixed percentage of assets. This may be a good option if there is an illiquid 
asset in the trust that does not produce income, say a highly appreciated vacation home or closely held stock (see 
example on next page). It can also work well for people near retirement whose “flip date” is when they stop working.  
 

Note: The “flip date” once set must be outside the control of the trustee or beneficiaries, ensuring fairness and preventing 
manipulation. 

 

Three Main Types of Unitrusts 

https://lnwadvisors.com/how-trusts-are-taxed-key-considerations-for-multigen-wealth/
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For Example: Business Exit with Charitable Remainder Unit Trust (CRUT) 
 

Issue: Angela is retiring and selling her fully owned online retailer founded 20 years ago. 

Her goal: Provide income for herself, her two grown children, and the nonprofit she founded.  
 

Solution: Two “flip” Charitable Remainder Unitrusts (CRUTs) are created. 10% of the company shares go into each trust. 

Angela is the grantor and the primary beneficiary (PB) of each trust. 

 

Before Company Sale  

• Upfront income tax deduction for the asset transfer made to each trust.  

• No extra taxes generated. Angela initially receives no income from the trusts because they hold only non-dividend 

paying stock (flip trusts allow for the lesser of what the trust generates or 4%).    

• Company shares are valued at a discount because they are held by more than one owner (Angela and the two 
CRUTs). So when she passes away, her heirs will inherit the shares held outside the trusts at a discounted value,  
thereby potentially reducing estate taxes payable upon Angela’s death. 

After Company Sale  

• Angela’s company is sold for $50 million after-tax, of which the CRUTs each get 10% ($5 million each).   

• Income. Angela receives 4% of net assets in the two trusts annually (roughly $400,000 the first year), which is taxed  
to her for the rest of her life; upon her death, each CRUT’s income stream will then be paid to her children.    

• Flexibility. The trust terms give Angela flexibility. Each trust specifies that Angela can change the charity that is the 
remainder beneficiary. 
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Vulnerabilities of Unitrusts 

While unitrusts can work well for a variety of family situations, they are not for everyone, and we are careful to point 

out the major pitfalls to our clients up front, including:  

• Changing needs of the grantor.  Unitrusts are irrevocable; the assets are not available for the grantor’s use 
during their lifetime and the terms of the trust cannot (easily) be changed once it is established. 

• Changing needs of the primary beneficiaries (PBs). Life is unpredictable and the PBs of a trust over time 
may have strong legitimate reasons for wanting higher trust distributions.  

• The state where a unitrust is located is very important. Because of the volatility of life, states that make  

it easier to change the terms of a trust from unitary to standard are probably better places to set up a trust. 

Also, because of the regular fixed payouts from a unitrust, creditors could come after the income stream 
from a unitary trust more easily. States that offer more asset protection on trusts, such as South Dakota, 

are preferable.  

• Good asset management is critical. The role of the asset manager is magnified with unitrusts because there 
is more leeway to invest for long-term growth, as well as income. As trustee and trust asset manager, LNW 

invests assets to last for the anticipated time horizon.  

• Issues with Charitable Remainder Trusts. When a charity is the remainder beneficiary, it receives the assets 
at the end of the specified period, even though future generations may still have great need for support. One 
solution would be to also create an ILIT (Irrevocable Life Insurance Trust). The ILIT would hold a life insurance 
policy that upon death of the grantor would pay to the PBs an amount that approximates the value of the 

assets eventually going to charity (the RB of the CRT). If done properly, the value of the life insurance policy 

would not be included in the grantor’s taxable estate.  

Final Thoughts 

The right trust structure for you and your family is something that takes time to figure out and is driven by many 
different factors: assets, capabilities and even personalities. This is why we get to know our clients and their family 
members well before advising on one type of trust vs. another. Then as trustees or co-trustees, LNW can make sure 

the purpose behind each trust is carried out, often over many generations.  
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ABOUT THE AUTHOR 

Diana Shiner, JD, CTFA is passionate about developing and implementing comprehensive strategies for 

wealth management that align with the goals of each client and their family, including administration of trusts 

at LNW. Diana utilizes her wide-ranging experience in private banking, estate planning/settlement, business 
formation/governance, real estate and family law to tailor sophisticated solutions for high-net-worth individuals 

and families with complex finances and asset holdings. 

ABOUT LNW 

LNW Advisors services support exceptional families and individuals seeking to activate the full potential of their wealth. To help turn lifetime 

ambitions and multigenerational aspirations into reality, Laird Norton Wetherby (LNW) brings to each client a high level of care combined with 

deep expertise in wealth and legacy planning, investments, and trust and estate services. 

Offering both RIA (registered investment advisor) and trust services, LNW is committed to providing clients 
with unbiased, independent guidance and solutions. LNW has offices in Seattle, San Francisco, New York, Los 
Angeles and Philadelphia, as well as an affiliated trust company in South Dakota, empowering clients across 

the U.S. and around the world. 

LNW is owned by employees and majority owned by Laird Norton Company, one of the longest-sustained 

family enterprises in the United States. To learn more, please visit LNWAdvisors.com. 

DISCLOSURES 

LNW refers to Laird Norton Wetherby Trust Company, LLC, a State of Washington chartered trust company; LNW Trust Company of South Dakota, LLC, a 

state of South Dakota charted trust company; and two investment advisers registered with the Securities and Exchange Commission, LNW Wealth 

Management, LLC and Laird Norton Wetherby Wealth Management, LLC. 

This presentation includes candid statements and observations regarding investment strategies, individual investments, economic and market 

conditions; however, there is no guarantee that these statements or forecasts will prove to be correct. These comments may also include the expression 
of opinions that are speculative in nature and should not be relied on as statements of fact. LNW views and opinions regarding the investment prospects 

of our portfolio holdings include “forward looking statements” which may or may not be accurate over the long term. While LNW believes there is a 

reasonable basis for the appraisals and there is confidence in our opinions, actual results may differ materially from that was anticipated. 

All investments involve a level of risk, and past performance is not a guarantee of future investment results. The value of investments and the income 

derived from them can go down as well as up. Future returns are not guaranteed, and a loss of principal may occur. All investment performance can be 

affected by general economic conditions and the extent and timing of investor participation in both the equity and fixed income markets. Asset 

allocation, due diligence, and diversification do not guarantee a profit or protect against a loss. 

This presentation is not intended as investment advice; LNW offers investment advice only on a personalized basis after understanding the client’s 
individual needs, objectives, and circumstances. The information presented herein does not constitute and should not be construed as legal advice or as 

an offer to buy or sell any investment product or service. Any accounting, business or tax advice contained in this presentation is not intended as a 

thorough, in-depth analysis of specific issues, nor a substitute for a formal opinion, nor is it sufficient to avoid tax-related penalties. Any opinions or 

investment planning solutions herein described may not be suitable for all investors nor apply to all situations. All opinions expressed are those of LNW 
and are current only as of the date appearing on this material. 

A benchmark or index is an unmanaged statistical combination of securities designed to be representative of the performance of an asset class, sector, 

or investment style. Indices are shown for informational purposes only and it is not possible to invest directly in an index. 

Indices are not subject to management fees. Comparisons between a composite or a portfolio and an index or benchmark are unreliable as performance 
indicators and should not be considered indicative of the performance that may be experienced in a particular managed portfolio. 

Certain information herein has been obtained from public third-party data sources, outside funds, and investment managers. All data presented is current 

only as of the date shown. Although LNW believes this information to be reliable, no representation or warranty, expressed or implied, is made, and no 
liability is accepted by LNW or any of its officers, agents or affiliates as to the accuracy, completeness or correctness of the information herein contained. 

Should a reader have questions regarding the applicability of information presented to her/his individual situation, she/he is encouraged to consult with 

the professional adviser of her/his choosing. A copy of LNW’s current ADV Part 2 & 3 discussing our advisory services, fees, and other relevant 

information is available upon request. LNW recommends individuals visit Investor.gov/CRS for a free and simple search tool to research us and our 

financial professionals.  
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