A trust is a legal structure created under property law in which one party holds and
manages property for the benefit of another party according to a written set of
instructions. The word “trust” refers to the legal relationship created when ownership of
property is divided into two separate forms: legal ownership and beneficial ownership.
Legal ownership means the authority to control, manage, and administer the property.
Beneficial ownership means the right to receive the economic benefit of the property,
such as income, use of assets, or eventual ownership. In a trust, the trustee holds legal
ownership, while the beneficiary holds beneficial ownership.

The legal foundation of a trust originates from equity law, which developed in English
courts centuries ago to address situations where strict property law produced unfair
outcomes. Equity law allowed courts to enforce obligations when someone held property
on behalf of another person. Over time this concept developed into the modern trust
structure. Today trusts are widely used in estate planning, asset management,
philanthropy, and the preservation of family wealth.

Three primary roles exist in every trust arrangement. The grantor, also called the settlor
or trustor, is the person who creates the trust and contributes property to it. The act of
transferring property into the trust is called funding the trust. Funding means legally
retitling or transferring ownership of assets—such as bank accounts, securities, land, or
business shares—into the name of the trust.

The trustee is the person or institution responsible for administering the trust according
to the written terms of the trust agreement. Trustees may be individuals, such as a family
member, or professional institutions such as banks or trust companies. The trustee has
the authority to control trust assets but must follow strict legal duties. These duties
include managing assets prudently, maintaining accurate records, distributing assets
according to the trust terms, and acting solely in the interests of the beneficiaries.

The beneficiaries are the individuals or entities entitled to benefit from the trust property.
Beneficiaries may receive distributions of income, access to property, or eventual
ownership of assets. A trust can name multiple beneficiaries and specify different rules
for each of them. Some beneficiaries may receive income immediately, while others
receive principal at a later time.

The written document that establishes these rules is called the trust instrument or trust
agreement. This document defines how the trust operates. It specifies who the trustee is,
who the beneficiaries are, what assets are included, how those assets may be invested,
and under what circumstances distributions occur. The trust agreement also identifies a
successor trustee, who takes over management of the trust if the original trustee dies,
resigns, or becomes unable to serve.

A central legal obligation placed on trustees is known as fiduciary duty. A fiduciary duty
is a legal requirement to act in the best interest of another party. Under fiduciary law,



trustees must manage the trust property with care, loyalty, and impartiality. This means
they cannot use trust property for personal gain and must avoid conflicts of interest.
They must also follow the prudent investor rule, which requires trustees to manage
investments responsibly and diversify assets in order to balance risk and return.

Trust property can consist of many types of assets. These assets may include real estate,
meaning land and buildings; financial securities, such as stocks and bonds; cash
accounts; intellectual property, such as copyrights or patents; and business ownership
interests, including shares in private companies. The trust legally owns these assets
once they are transferred into the trust.

One reason trusts are widely used is because they allow assets to be managed
continuously over long periods of time. When an individual dies, property normally
transfers through a legal process called probate. Probate is a court-supervised
procedure that verifies a person’s will, identifies their assets, pays outstanding debts,
and distributes remaining property to heirs. This process can take months or years and
often becomes part of the public court record.

Assets held in a trust generally bypass probate because they are not owned directly by
the deceased individual. Instead, the trust remains the legal owner of the property. When
the grantor dies, the trustee simply continues managing the trust according to the
instructions written in the trust document. This continuity allows property to transfer
smoothly without court supervision.

Trusts are also used to control how wealth moves across generations. If wealth passes
directly to heirs, it typically transfers as a single inheritance. Once the heirs receive that
property, they control it completely. They may spend it, sell it, or divide it. Trusts allow a
different structure. Instead of transferring assets outright, the trust continues holding the
assets while distributing benefits over time.

For example, a trust might instruct the trustee to pay education expenses for
grandchildren, provide annual income to family members, and distribute the remaining
assets at specific ages. These rules can continue for decades. In this way the trust
becomes a long-term structure that preserves assets and controls how they are used.

Trusts designed to preserve wealth across multiple generations are often called dynasty
trusts. A dynasty trust is structured to last for many decades or even centuries,
depending on the laws governing the jurisdiction in which the trust is created. Some
jurisdictions historically limited the duration of trusts through a rule called the rule
against perpetuities, which restricted how long property could remain in trust. Modern
legal reforms in some regions have modified or removed this rule, allowing trusts to
continue for very long periods.

The reason dynasty trusts are associated with generational wealth is that the trust holds
the assets permanently rather than distributing them outright. Each generation may



receive income or limited access to funds, but the underlying principal remains inside
the trust. The principal refers to the core assets held by the trust, while income refers to
the earnings generated by those assets. Income may include interest from bonds,
dividends from stocks, rental payments from real estate, or profits from businesses.

Because the principal remains invested, the trust assets can grow over time through
compound returns. Compound returns occur when investment earnings are reinvested
so that future earnings are calculated on a larger base of capital. Over long periods,
compounding allows wealth to expand significantly if investments perform well.

Trusts may also play a role in tax planning. Different jurisdictions apply taxes to the
transfer of wealth, including estate taxes, which are taxes applied when property
transfers at death, and gift taxes, which may apply when assets are transferred during a
person’s lifetime. By placing assets into certain types of trusts, individuals may reduce
or delay the tax impact associated with transferring wealth to future generations. The
exact rules depend on the tax laws governing the trust’s jurisdiction.

Trusts can also provide asset protection. Because the trust legally owns the property
rather than the beneficiaries directly, creditors of individual beneficiaries may have
limited ability to claim those assets. Some trusts include spendthrift provisions, which
prevent beneficiaries from selling or pledging their future trust distributions to creditors.
These provisions are designed to protect trust assets from financial mismanagement or
external claims.

In large family wealth systems, trusts often serve as central ownership vehicles for family
investments. A trust may own shares of a family business, controlling voting rights and
strategic decisions while distributing profits to beneficiaries. This structure helps
prevent fragmentation of ownership when multiple heirs exist across generations.

Trusts may also hold diversified investment portfolios managed by professional
investment advisors. These portfolios can include publicly traded stocks, government
bonds, private equity investments, real estate holdings, and other financial assets. The
trustee or investment manager oversees these investments with the goal of preserving
and growing the trust’s assets over time.

Because trusts operate as continuing legal entities, they require ongoing administration.
Trustees must maintain accounting records, file tax returns for the trust, and provide
reports to beneficiaries. These reports typically include statements showing investment
performance, distributions made, and changes in asset value.

In summary, a trust is a legal mechanism that separates control of property from the right
to benefit from that property. Through this structure, assets can be managed under
defined rules that persist beyond the lifetime of the original owner. When used for
generational wealth, trusts allow families to preserve capital, manage investments



continuously, and distribute financial benefits across multiple generations while
maintaining centralized control over the underlying assets.



