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Directed Trusts  

As many readers may know, I spent several years of my career working as 

an advisor with various roles at a few large financial institutions in an 

area that might be characterized in the private banking world as a 

traditional trust department.  Years ago, the trust department model set 

the standard for servicing high net worth clients in a fiduciary capacity 

(placing the client’s interests ahead of their own), and their delivery 

model had several advantages over the competition when it came to 

providing a vast array of services to meet the needs of those clients. 

Delivery of Trust Services – What has changed? 

The trust department platform provided the parent organization with the 

ability to serve as a true fiduciary for clients, where there were no 

conflicts of interest, no commission-based investment products being 

sold, unbiased advice being provided, etc.  They also had the flexibility 

to offer customized solutions that were specifically designed to address 

those specific client needs.   

Over the past decade, corporate demands for greater profitability from 

their high net worth client service offering forced changes within the 

private banking industry, particularly with the service delivery model of 

the traditional trust department.  Examples of that included the 

introduction of more proprietary product offerings, fewer employees 

servicing the complicated demands of clients, and an overall service 

model that, in my opinion, is more often than not less focused on 

providing a high level of service that these clients expect and deserve 

and more concerned about the bottom line. 

Importance of Creating an Estate Plan Utilizing a Trust 

In November of 2016, I wrote a Wealth Insights whitepaper alongside our 

monthly Private Client Letter titled “Understanding Living Trusts”.  In 

that article, among other topics, I wrote about the importance of 

implementing a comprehensive estate plan and incorporating specific 

documents within that plan such as a revocable living trust.   

A revocable living trust is a legal document that, among other things, 

allows the grantor (individual forming the trust) to remain in complete 
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control of any assets that are titled in the name of the trust by being named as trustee of the trust, as well 

as the sole or primary beneficiary of those trust assets if the grantor chooses.  The living trust also 

designates a successor trustee who, in a situation where the grantor is the primary beneficiary of the trust,  

has the responsibility to look after the grantor’s care and manage the grantor’s financial affairs if the 

grantor is unable to perform those roles for various reasons, including incapacity.   

In many instances, an estate plan will create a new trust altogether upon the death of an individual (called 

an irrevocable trust) that will also designate a successor trustee with specific roles and responsibilities, 

including those mentioned above. 

Historically, either individuals, such as family members, or a corporate trustee, such as a bank trust 

department, were directed within the language of the trust document to fulfill the important roles and 

responsibilities of the successor trustee.  In those instances where a corporate trustee was selected as 

trustee, it usually created a situation where a bank’s trust department staff not only handled all of the 

administrative responsibilities pertaining to the trust (distributing out income and trust principal, trust 

accounting and record keeping, statement reporting, etc.), but was also responsible for serving as 

investment advisor and manager of the trust assets. 

Separating Trustee Responsibilities – How? 

Because of the fact that in these instances the trust is often irrevocable in nature, the beneficiaries often 

times had no or very little power to change the corporate trustee because of the manner in which the 

original trust documentation was drafted.  This created the opportunity for a lack of accountability on the 

part of the corporate trustee. 

This is just how it was done in previous generations; trustees retained full authority over both the way trust 

assets were used to provide for the beneficiaries as well as the manner in which those assets were invested.  

There was limited flexibility for making changes regarding those handling the important responsibilities of 

the trustee, including the division of trustee responsibilities to more than one party. 

During the 1990s, the financial services industry experienced two very significant changes: the birth and 

proliferation of independent financial advisory firms that served the role as a fiduciary for the clients it 

served (outside of the traditional bank trust department setting), coupled with sweeping changes to trust 

laws and regulations including those of so-called “directed” trusts.   

Directed Trust – What is it? 

A directed trust is a trust arrangement where the duties traditionally held by a trustee are split between a 

trustee and another entity.  For example, the trust document in a directed trust arrangement will allow the 

grantor to direct an administrative trustee (trust company) to exercise power and authority over the 

administrative functions mentioned above and another party, such as an investment advisor, to fulfill the 

investment management responsibility. 

By dividing the duties in this manner, the trust grantor is able to use different specialized professionals in 

order to fulfill the important duties of the trustee – i.e. a professional corporate trustee to serve along with 

a professional independent financial advisor who will together serve the role of fiduciary for the trust 

beneficiary. 

When a grantor uses a directed approach for his or her trust, the grantor now has the power to appoint in 

the trust document a specific investment advisory firm for the role of managing the trust assets.  In 



situations where the grantor may have a longstanding relationship and comfort level with the advisory firm 

(or individual at that firm), this would likely be a better alternative than dealing with the uncertainty of 

not knowing who (at an organization listed in the 

trust document) will handle this important 

investment management role in the future.  In other 

words, not knowing whether trust assets will be 

effectively managed and monitored in advance does 

not provide peace of mind. 

A directed trust differs from a delegated trust.  With 

a delegated trust, the grantor can choose to allow 

the trustee to delegate the investment authority 

over the trust assets to another party, such as an 

investment advisor.  Unlike with a directed trust 

though, the trustee in a delegated trust arrangement 

has the duty to monitor and supervise the 

investment advisor. 

In either the directed trust or delegated trust model 

where the role of the trustee is bifurcated in this 

manner, investment advisors are able to manage trust assets and maintain a primary relationship 

management role for their client. 

Directed trust statutes, which as of recently existed in 45 states across the country, consider the advisor to 

be a fiduciary even though the investment management function is separated from the traditional all-

inclusive fiduciary tasks associated with trust administration.  And whether the grantor lives in one of these 

45 states that has enacted directed trust statutes or not, the grantor can still create a directed trust for the 

grantor’s benefit. 

How Can We Help? 

Clearwater Capital Partners, as an independent Registered Investment Advisor, has the ability to work 

alongside administrative fiduciaries such as independent trust departments and certain trust departments 

of larger banking institutions in this bifurcated manner.  Other financial institutions, including full service 

brokerage firms such as Charles Schwab, also have the capability to work with independent wealth 

management firms like ours in a similar manner through its administrative trust department, Charles 

Schwab Trust Company of Delaware.   

By hiring the Clearwater Capital Team as investment advisor, the grantor can be reassured that they will 

have a true fiduciary working for them who will always place their interests first.   Our firm does not sell 

any proprietary products, uses a customized approach to serving our clients, and is fully transparent in 

everything that we do regarding the services that we provide (no hidden fees).  Our business model allows 

us the ability to act as a true fiduciary for the clients we serve. 

When developing your estate plan, consult with your attorney about whether it makes sense to delegate 

more than one trusted advisor working together to fulfill the future roles and responsibilities of the trustee.  

Today, this is becoming more and more common as individuals seek to work with professionals that they are 

not only familiar with, but who they can better rely on to fulfill this important fiduciary role. 
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Please consult with an attorney for advice regarding a suitable estate plan and related strategies for your situation. 
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