
Understanding 

Irrevocable Trusts

An irrevocable trust is an effective estate-planning tool used to minimize tax burden 
or protect assets from creditors. The following are questions many of our customers 

have about irrevocable trusts:

HOW DOES AN IRREVOCABLE TRUST 
DIFFER FROM A REVOCABLE TRUST?
An irrevocable trust is designed to prevent alteration and 
dissolution once it has been created – the beneficiaries, assets, and 
terms are inflexible and completely final. Once you relinquish 
control, the assets and property (including any appreciation) is 
no longer part of your taxable estate. However, South Dakota 
trust laws allow irrevocable trusts to be reformed or decanted to 
accommodate the trustee or beneficiaries. An irrevocable trust may 
need modification to improve the trust’s administrative provisions, 
replacing a trustee or moving the trust jurisdiction. Decanting is 
utilized when the trustee has discretionary authority and wishes to 
“pour” funds from one trust to another with more favorable terms.

WHAT ARE SOME OF THE ADVANTAGES 
OF AN IRREVOCABLE TRUST?
Your estate’s ultimate tax liability may be reduced, resulting in more 
of your assets passing to your beneficiaries. Additionally, the assets 
in an irrevocable trust are not subject to probate and may also be 
protected from creditors. 

WHO CAN SERVE AS A TRUSTEE OR 
SUCCESSOR TRUSTEE?
A close friend or relative can serve as a trustee. Many people decide 
to name a corporate trustee such as Cornerstone as trustee or 
successor trustee, especially if they do not have the time, ability, or 
inclination to manage their assets. At Cornerstone we specialize in 
trust administration and wealth management.

ARE THERE DIFFERENT TYPES OF 
IRREVOCABLE TRUSTS? HOW DO THEY 
WORK?
Dynasty Trusts: A dynasty trust is an irrevocable trust that is 
designed to last as long as legally feasible. The purpose of the 
trust is to pass the assets in the trust through as many generations 
as possible without imposing any transfer taxes (gift, estate, or 
generation-skipping taxes) on the property in the trust.
Charitable Remainder Trusts: These trusts provide you or your 
family with a lifetime of income, while principal assets are donated 
to charity at the death of the income beneficiary.
Life Insurance Trusts: An irrevocable life insurance trust (ILIT) is 
a trust primarily set up to hold one or more life insurance policies. 
The main purpose of an ILIT is to avoid federal estate tax. If the 
trust is drafted and funded properly, your loved ones should receive 
all of your life insurance proceeds, undiminished by estate tax.
Asset Protection Trusts: Because you relinquish control over the 
assets you place in the trust, they’re generally beyond the reach of 
your creditors. In addition, by adding special language to your trust 
through a spendthrift clause, you can further protect trust assets 
from your beneficiaries’ creditors.
Self-Settled Trusts: A self-settled trust is a trust in which the 
person who creates the trust can name himself or herself as the 
primary, or even sole, beneficiary. These trusts give the trustee wide 
latitude to pay as much or as little of the trust assets to any or all of 
the eligible beneficiaries as the trustee deems appropriate. Creditors 
can only reach property that the beneficiary has the legal right to 
receive. Therefore, the trust property will not be considered the 
beneficiary’s property, and any creditors of the beneficiary will be 
unable to reach it.
GST-Exempt Trusts: Generation-skipping trusts exist when the 
beneficiaries are more than one generation away from the grantor 
(i.e. grandchildren or great-grandchildren). These trusts are 
designed to minimize the effect of the heavy generation-skipping 
tax that is applied at the federal level.
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