Why Now Is a Good Time to Explore Trusts
By Carla Wigen

In my more than 20 years advising on trusts and estate planning, I have seldom
seen a better time to explore setting up a trust. The two key variables of multigenerational wealth planning – tax rates and interest rates – are both starting to
look as if they might be significantly less favorable in the coming years.
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The prospect of higher taxes -- on estates/inheritance, capital gains, and high
ordinary income – is increasing, given rising federal and state budget deficits
and ambitious new spending programs. At the same time, interest rates –
including the “hurdle rate” that determines distributions from some trusts – has
started to rise from historical lows. These developments make the benefits of a
trust potentially more valuable for high-net-worth households.
#1. Potentially Higher Estate Taxes. Currently, an individual during their
lifetime can transfer up to $11.7 million to heirs (over $23 million for a married
couple) without paying federal estate or gift taxes; this is double the amount
allowed prior to 2018. The current estate tax exclusion will expire at the end
of 2025 if not renewed by Congress, but Congress could lower it much sooner
(perhaps even halving it) as part of the Biden administration’s proposals to
increase taxes on the wealthy.
TRUST SOLUTION: Transferring assets to a trust (up to $11.7 million per person)
can take that amount out of an estate permanently without the grantor or the
heirs owing gift taxes on that. What’s more, a 2019 determination from the IRS
preserves this higher exclusion for those who use it before the law changes it,
in essence grandfathering it in. This has created a use it or lose it situation. The
“use” means giving assets away – directly to beneficiaries or to a trust — up to
the full exclusion ($11.7 million per person), which is enough to fund a trust that
can benefit children, grandchildren and/or charities over a long period of time.
Say you have a sizable estate that has grown significantly in value, is likely to
keep appreciating, and you want to provide for future generations of your
family, not just your children. A Generation-Skipping Trust (sometimes called
a Dynasty Trust) could currently be funded with up to $11.7 million in assets
(roughly $23 million for a couple). In Washington State, trusts can last for up
to 150 years, so this would allow many generations to benefit from the trust.
Another great benefit: assets transferred to a trust reduce or eliminate WA
State estate taxes (see box).
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DON’T FORGET WA STATE ESTATE TAX
If your primary residence is in Washington
State and you have a net worth higher than
$2.19 million, there is also the WA State estate
tax to consider (see chart at right). The good
news is that any lifetime gifts you make, either
outright or through a trust, reduce your WA
estate and thus the WA estate tax. (NOTE:
Many other states, including IL and MA, do not
allow this; they add back all gifts in calculating
your taxable estate at the state level.)

WA Estate Value
Above $2.19 Million

Estate Tax
Marginal Rate

$0 to $1 million

10.0%

$1 million to $2 million

14.0%

$2 million to $3 million

15.0%

$3 million to $4 million

16.0%

$4 million to $6 million

18.0%

$6 million to $7 million

19.0%

$7 million to $9 million

19.5%

Over $9 million

20.0%

#2. Potentially Higher Capital Gains Taxes. In the past decade, many assets have seen
tremendous price gains – stocks, real estate, private businesses, etc. Proposals put forth by the Biden
administration and some members of Congress would significantly increase capital gains taxes in
different ways and times – annually, upon sale, or when the owner dies. Among the proposals:
•

Taxing capital gains as income for households with $1 million or more in income from all sources.
If you’re in this category, capital gains would be taxed as ordinary income up to the highest rate,
which could revert back to 39.6%. For everyone else, long-term capital gains would continue to be
taxed at the usual beneficial rates of 0%, 15% and 20%, depending on income level.

•

Ending “stepped-up” basis at death. Currently, assets owned at death transfer to heirs at the
prevailing market price, referred to as “stepped-up tax basis.” This means your heirs can inherit,
sell immediately, and not pay any capital gains tax. An apartment building bought for $500,000
in 1984, for example, can be inherited and sold for $5 million in 2021 without any capital gains
taxes owed. If stepped-up basis is eliminated, however, the estate could owe $1.78 million in taxes
(39.6% top rate on $4.5 million in gains).

TRUST SOLUTIONS: Assets transferred to a trust
are out of the estate and can continue to gain
in value without capital taxes being recognized.
When and how to pay capital gains taxes can then
be decided by the trustee or ultimately the trust
beneficiaries. One strategy is to sell assets to a
trust over a set period of time in exchange for
a promissory note, whose rate would be based
on Applicable Federal Rates, which are relatively
low compared with market rates (see chart). The
assets would then be out of the estate and can
continue gaining in value over time.

© Laird Norton Wealth Management

Applicable Federal Rates (AFR) April 2021
Applicable Interest Rate
(Annualized, Fixed)

Term
0 to 3 years

0.12%

From 3 to 9 years

0.89%

More than 9 years

1.98%

Source: IRS Rev. Rul. 2021-7.
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For business owners, a Grantor Retained Annuity Trust (GRAT) can help revitalize the business by
transferring ownership shares to younger generations, including bringing in family members not
currently involved with the business. After the business is transferred to the GRAT, the current owners
would get back a series of annual payments that over time add up to the value of the business when
transferred. In the meantime, the business could continue to increase in value for the benefit of the new owners.
#3. Historically Low “Hurdle Rate.” For two major types of trusts – the GRATs mentioned above and
also Charitable Lead Trusts (CLTs) – the IRS sets a “hurdle rate” (officially known as the Section 7520
rate) at which trust assets are expected to grow. Any growth above that rate can go to heirs estatetax-free after the trust expires. In April 2021, the hurdle rate is 1%, about half what it was Jan. 2020,
although on the rise (see chart below). The relatively low hurdle rate currently makes trusts an even more
effective wealth transfer tool, assuming assets in the trust can gain more than 1% annually in value.
HURDLE RATE FOR CERTAIN TRUSTS: STARTING TO RISE
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Source: Internal Revenue Service.

Say you transfer a portion of a stock portfolio to a Charitable Lead Trust (CLT), which can then hold the
shares or sell them and reinvest. The CLT would make annual distributions to your favorite charities for
a specified period or for the lifetimes of you and/or your spouse. You could get an upfront income-tax
deduction depending on how much control you retain over the trust and your willingness to pay tax on
the trust’s income. Any growth in trust assets above 1% annually — the current hurdle rate — would go
estate-tax-free to your children or other heirs when the term of the trust ends.

The Bottom Line
My colleagues and I at LNWM are closely watching the progress of tax proposals at both the federal
and state level so we can advise clients accordingly should some of these become law. Keep in mind
that trusts are set up for many reasons, and they are definitely not for everyone. Still, what a trust can
do for you and your family is worth exploring given the potential changes noted above. Because each
situation is different, we advise that you get in touch with your LNWM advisor to learn more. We can
also work closely with your existing attorney(s) and accountant(s) to analyze the benefits and pitfalls of
specific trusts in context of your priorities and finances.
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DISCLOSURE
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. Fees charged by LNWM will reduce the net performance of the investment portfolio.
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 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 Laird Norton Wealth Management and are current only as of the date appearing on this material.
Any accounting, business or tax advice contained in this presentation (or communication, including attachments and enclosures) 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.
Some investments may not be publicly traded and they may only allow redemptions at certain times conditioned on various notice provisions
and other factors as more fully described in the related offering and subscription documents provided at the time of the investment. Due to
the nature of these types of investment funds, hedge funds, fund of funds, and similar partnership-like investment vehicles, they should be
considered illiquid. In addition to restrictions on redemption, they often include holdback provisions that may delay a full redemption for several
months or longer. There is no guarantee that the amount of the initial investment can be received upon redemption. Due to the nature of the tax
reporting that may be available from these types of investments, clients should expect to extend the filing of their tax returns.
A benchmark is an unmanaged index, and its performance does not include any advisory fees, transaction costs or other charges that may be
incurred in connection with your investments. Indices are statistical composites and are shown for informational purposes only. It is not possible
to invest directly in an index. Indices are unmanaged and are not subject to management fees. Any benchmark whose return is shown for
comparison purposes may include different holdings, a different number of holdings, and a different degree of investment in individual securities,
industries or economic sectors than the investments and/or investment accounts to which it is compared. Comparisons of individual account or
portfolio performance to an index or benchmark composed of indices are unreliable as indicators of future performance of an actual account or
portfolio.
Actual performance presented represents past performance net of investment management fees unless otherwise noted. Other fees, such as
custodial fees or transaction related fees may not be reflected in the actual performance results shown.
Certain information herein has been obtained from public third party data sources, outside funds and investment managers. Although we believe
this information to be reliable, no representation or warranty, expressed or implied, is made, and no liability is accepted by Laird Norton Wealth
Management or any of its officers, agents or affiliates as to the accuracy, completeness or correctness of the information herein contained. In
addition, due to the nature of an investment or the date of the creation of the attached presentation, some values shown or used in the
calculation of performance may be based on estimates that are subject to change.
All data presented is current only as of the date thereon shown. Laird Norton Wealth Management is comprised of two distinct entities that may
offer similar services to clients and both operate under the name of Laird Norton Wealth Management. Laird Norton Trust Company, LLC is a
State of Washington chartered trust company. Its wholly owned subsidiary, Laird Norton Wealth Management, LLC, is an investment advisor
registered with the Securities and Exchange Commission. Such registration does not imply any level of skill or expertise.
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