Financial applications for annuities

Pass-in-kind strategy

Primary demographic What is the How it works
This strategy is utilized with irrevocable trusts. pass-in-kind strategy? An irrevocable trust-owned annuity with a
Any irrevocable trust wishing to transfer A wealth transfer strategy that allows an remainder beneficiary as annuitant can be
assets to remainder beneficiaries in a tax- annuity to be transferred to a remainder retitled to the annuitant at the trust’s dissolution
efficient manner without triggering a taxable beneficiary of an irrevocable trust without or distribution of assets. The retitling of the
event on the transfer. triggering a taxable event or changes to contract ownership from the trust to the
the contractual features of the annuity. remainder beneficiary does not trigger a
This strategy can maximize an annuity’s taxable event. After the remainder beneficiary
tax-deferral period over the lifetime of the of the trust assumes ownership, they retain full
remainder beneficiaries. rights of ownership and can name their own

beneficiaries on the annuity policy.

Considerations

Pros:
This strategy maximizes the tax-deferral period of the annuity while avoiding the compressed tax brackets of irrevocable trusts.

Transfer from the irrevocable trust to the remainder beneficiary is not a taxable event. Income recognized after the transfer is taxed
to the remainder beneficiary as the new owner of the annuity.

Contractual features of the annuity stay intact upon transfer from the trust to the remainder beneficiary.
Cons:
Beneficiary withdrawals or distributions prior to age 59% may be subject to penalty.

Assets in anirrevocable trust are no longer owned by the trust grantor.
Contractual features, such as surrender charges, may be subject to penalty.
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$1,000,000 annuity
Owner: irrevocable trust

$1,000,000 annuity

Owner: irrevocable trust
Annuitant: Anna
Beneficiary: irrevocable trust

Annuitant: Teddy
Beneficiary: irrevocable trust

Pass-in-kind:
Trustee retitles annuity contract
ownership to the respective
annuitant on the policy.

10 years later
Trust dissolves at
grantor’s death.

The change occurs

The new owner names
their own beneficiary.

$1,500,000 annuity
$1,000,000 cost basis

$1,500,000 annuity
$1,000,000 cost basis
Owner: Anna

Annuitant: Anna
Beneficiary: Anna’s son

Owner: Teddy
Annuitant: Teddy
Beneficiary: Teddy's wife

Annuities are Ion§-term, tax-deferred vehicles designed for retirement
purposes. They offer three main benefits: tax-deferred treatment of earnings,
death benefit options, and lifetime payout options.

Variable annuities are subject to investment risk, including possible loss of
principal.

Withdrawals of taxable amounts are subject to ordinary income tax and may
be subject to a 10% additional federal tax if withdrawn before age 59%%.

Al §uarantees, including optional benefits, are based on the claims-paying
ability of the issuing insurance company.

Transamerica Resources, Inc., is an Aegon company and is affiliated with
various companies that include, but are not limited to, insurance companies
and broker-dealers. Transamerica Resources, Inc., does not offer insurance
products or securities. The information provided is for educational purposes
only and should not be construed as tax, investment, legal, or financial advice
or guidance. Please consult your personal independent professionals for
answers to your specific questions.
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without a taxable event or
change to the contracts.

Use case in client portfolio

Frank and Ellen

Frank's revocable trust at his death becomes irrevocable and names Ellen, his spouse,
as its income beneficiary. Frank and Ellen’s children, Teddy and Anna, are remainder
beneficiaries of the trust and receive the remaining trust assets at Ellen’'s death. While
Ellen is alive, she retains rights to income from the trust.

Ellen does not currently require or want any income from the trust. Rather she would like
to ensure Teddy and Anna are transferred trust assets in a tax-efficient manner.

To meet Ellen’s desire to leave tax-efficient assets to her children, the trustee decides to
purchase two annuities in the irrevocable trust using this structure:

Owner Annuitant
Irrevocable trust Remainder beneficiary
(annuity #1 Teddy, annuity #2 Anna)

Beneficiary
Irrevocable trust

Since the irrevocable trust’s beneficiaries are natural persons, the annuity retains its
tax-deferred status and is allowed to grow beyond the initial contribution, depending on
market valuations. When the trust dissolves and distributes assets upon Ellen’'s death, the
trustee requests an ownership change on the annuity contract from the trust to Teddy and
Anna without triggering a taxable event. Once completed, they have all rights as owners
and can add or remove a spousal co-owner and change beneficiaries as situations
warrant. As the new owners of the policies, Teddy and Anna are subject to any taxes and
penalties associated withdrawals, including those prior to reaching age 59%.

Before engaging in any strategy, consult a qualified tax and financial professional to
ensure this strategy is appropriate.

When preparing for the future,
there’s no time like the present.

D Visit transamerica.com
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