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A Practical Framework

Trusts can be a powerful tool in advanced financial planning. When properly designed and coordinated, trusts can address
concerns around estate taxes, asset protection, intergenerational wealth transfer, business succession, and charitable giving
objectives. However, the dynamics between state trust law, income taxation, and investments introduces complexity that
requires discussion and planning.

This white paper synthesizes basic trust principles, high-level taxation frameworks, and standard implementation guidance. The
goal is to provide a framework for evaluating when trusts can potentially enhance outcomes and when they may introduce
unnecessary cost or risk. This is not designed to provide tax and legal advice. The concepts discussed are general in nature and
should be discussed with legal and tax professionals.

Trust Basics

A trust is a fiduciary legal arrangement in which a grantor transfers assets to the trust. What is a trust?
A trustee manages that property in a fiduciary manner for the benefit of one or more :
beneficiaries of the trust. The language in the trust governs how assets are invested,
distributed, and ultimately transferred.
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Trusts may be created during life (inter vivos or living trusts) or at death (testamentary trusts) and may be revocable or
irrevocable depending on whether the grantor retains amendment or termination rights of the trust.
Trusts are not merely estate planning tools. They are financial planning strategies designed
to solve very specific family, financial, and legal problems. Common objectives for trusts
Why use a trust? include:
» Avoiding probate and simplifying e Balancing competing interests among
estate settlement beneficiaries
* Managing assets for minors or  Facilitating charitable giving plans
incapacitated beneficiaries * Managing estate tax concerns
 Protecting trust beneficiaries from » Preserving wealth across generations

creditors or spendthrift behavior

While trusts are often categorized by labels (bypass, dynasty, special needs, living, revocable, irrevocable), the most important
factor of the trust is always the language of the trust itself. Each trust is generally custom drafted to reflect the grantor’s long-
term objectives.
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Basics of Trust Taxation e

Grantor Trusts

A trust is treated as a grantor trust for federal income tax purposes when the grantor retains sufficient control or benefit over
the trust assets. In such cases:

—

Non-Grantor Trusts

)

Trust income is reported
on the grantor’s personal

income tax return.

Grantor trust tax treatment is generally put back on the grantor's tax situation and is often desirable when the grantor
expects to remain financially responsible for trust assets during their lifetime.

The trust itself typically
will have the same tax
identification number

(TIN) as the grantor,
though this may not
always be the case.

Revocable living trusts
are the most common
example of a grantor
trust.

A non-grantor trust exists when the grantor relinquishes enough control that the trust is treated as a separate taxpayer. This
means that the trust itself has its own TIN. Key aspects include:
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The trust pays income
tax on undistributed
income. This is
generally at higher tax
rates than individuals'
effective tax rates.

Trust income tax
brackets are highly
compressed, reaching
the top marginal rate
at relatively low-
income levels.

Distributions may shift
taxable income to
beneficiaries.

®

g

The trust makes sure

the assets in the trust

are outside of the
grantor’s estate.

Income staying in the trust can be taxed at relatively high rates. Due to this concern, investment and distribution
planning are especially critical for non-grantor trusts.
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Annuities and Trust Planning in Financial Planning

Annuities and trusts share several planning objectives, including tax efficiency, income control, and asset management simplicity.
When used in alignment of trust objectives, annuities may help:
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. Control the S
Defer taxation e Simplify

Manage estate

on investment portfolio
amount of tax concerns

growth income administration

The suitability of investment choices depends on trust type, tax status, beneficiary needs,
distribution intent, and language within the trust.

Trust Case Concepts

Grantor Trust Contexts

Revocable trusts (and, in some cases, annuity-based strategies) may be appropriate when:

Beneficiaries require
long-term oversight or
protection. An example of
this would be a spendthrift death control over asset

Trust manageme.nt allows a T
trustee to exercise control
over trust assets, which
may reduce the need for
separate powers of attorney

for those assets.

distribution outweighs
the potential tax flexibility
available to beneficiaries.

child or an individual
with special needs or
circumstances that need
additional care, protection,
or oversight.

The investment decisions within the trust are rarely easy and must be evaluated considering
|® family dynamics, applicable state law, and administrative considerations.
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Non-Grantor Trust Contexts

Non-grantor trusts often face tension between distributing income (triggering beneficiary taxation) and
retaining income (triggering trust-level taxation). In certain designs, annuities may allow:

Tax-deferred accumulation

within the trust provided Deferral of current income
. . . , Orderly transfer of assets
the trust qualifies as an taxation during a primary —
R upon trust termination.
agent for a natural person beneficiary's lifetime.

under IRC Section 72(u).

beneficiaries than other distribution strategies. However, each situation is different and

® When structured properly, this approach may preserve more after-tax value for remainder
N should be evaluated with a qualified tax or legal professional.

Marital and credit shelter
planning (A-B, QTIP)

Asset protection and

Trust Structures dynasty planning
Commonly

Encountered in e i
Planning

Trusts may serve a wide range of Educational, discretionary,
purposes, including: and income trusts

Irrevocable life insurance
trusts (ILITs)
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|dentify Assemble
need team

Review
and adapt

Not all trust structures are suitable for owning all financial products. Product acceptance
rules, reporting requirements, and fiduciary authority must be evaluated before
implementation. In many cases, some companies will not allow certain assets to be owned
by trusts, and it is important to ask each product provider and broker/dealer about what
types of assets they will allow to be in trusts, as different company policies will apply.

Practical
Planning Framework

Effective trust-based financial planning
follows a basic systematic process:

Draft and
execute

Select and
allocate
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Identify the planning need: Determine whether a trust is necessary to address family, tax, or control
objectives. What is the primary objective? There are often trade-offs when pursuing a primary
objective. For instance, prioritizing control over distributions after death may mean giving up certain
tax advantages for beneficiaries. The conversation should focus on what matters most.

Assemble the advisory team: Coordinate among local financial, legal, and tax professionals. Local
professionals will be familiar with state and local laws that are important to achieve financial planning
objectives.

Design the trust: Define grantor vs. non-grantor status, revocability, distribution standards, and
funding strategy.

Draft and execute: Ensure legal documentation aligns with planning intent and state law.

Select and allocate assets: Evaluate what investment assets can potentially enhance outcomes.

Review and adapt: Plans should be reviewed periodically to account for changes in laws, family
circumstances, and financial goals. Legislative updates at both the state and federal level can quickly
make even a well-designed strategy outdated. Trusts should not be set and forgotten—they should
be revisited regularly to ensure continued alignment with intended objectives.
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The question isn’t whether trusts are powerful.
The question is whether they are appropriate.

Trusts remain a valuable planning tool, but their true power lies in thoughtful design and disciplined execution. When used as
one-size-fits-all solutions, they can introduce unnecessary complexity and cost.

The challenge is not whether trusts are inherently good or bad, but whether they are appropriate for the specific situation,
purpose, and long-term goals at hand. True mastery lies in understanding how the pieces interact—and knowing when simplicity
is the superior solution.

SAMMONS

INSTITUTIONAL GROUP®

The term financial professional is not intended to imply engagement in an advisory business in which compensation is not related to
sales. Financial professionals that are insurance licensed will be paid a commission on the sale of an insurance product.

Securities distributed by Sammons Financial Network®, LLC., member FINRA. Insurance products are issued by Midland National® Life Insurance Company (West Des Moines, IA). Sammons
Institutional Group®, Inc. provides administrative services. Sammons Financial Network®, LLC., Midland National® Life Insurance Company, and Sammons Institutional Group®, Inc. are wholly
owned subsidiaries of Sammons® Financial Group, Inc. Sammons Retirement Solutions® and Midland Retirement Distributors® are marketing divisions of Sammons Institutional Group®, Inc.

The tax-deferred feature of the annuity is not necessary for a tax-qualified plan. Before clients purchase this product, they should obtain competent tax advice as to the tax treatment of
the annuity and the suitability of the purchase. Under current law, annuities grow tax-deferred. Annuities may be subject to taxation during the income or withdrawal phase. There is no
additional tax benefit to investing in an annuity within a tax-qualified account (such as 401(k) or IRA).

Sammons Institutional Group®, Inc., Sammons Financial Network®, LLC., member FINRA, and Midland National® Life Insurance Company do not give tax, legal, or investment advice. Please

have your client consult with and rely on their own tax, legal, or investment professional(s). Taxes are payable upon withdrawal of funds, and a 10% IRS penalty may apply to withdrawals
prior to age 59%:.

NOT FDIC/NCUA INSURED, MAY LOSE VALUE INCLUDING LOSS OF PRINCIPAL, NO BANK/CU GUARANTEE, NOT A DEPOSIT, NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY.
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