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Using a trust as part of your 
estate planning strategy

A trust is a legal 
arrangement 
established by the 
owner of assets 
(grantor) in which 
a person(s) and/
or entity (trustee) 
holds title to assets 
that are managed on 
behalf of others (trust 
beneficiaries). Trusts  
can play a useful  
role within estate 
planning strategies. 

Familiarizing yourself with the basic types of trusts and how they are  
utilized can prepare you for conversations with your financial professional 
about trust strategies and options.

Below are some things you should know about trusts and their role in  
estate planning.

There isn’t just one type of trust.
There are two main types of trusts: revocable and irrevocable. 

Revocable trusts, established during 
life, are also known as living trusts. 
With them, you can:

• Make changes at any time

• Maintain control of the assets 
during your lifetime

• Handle your affairs if you’re 
incapacitated

• Help your estate avoid probate

There are multiple types of 
irrevocable trusts, established 
during life, depending on your  
end goals, but generally, an 
irrevocable trust helps:

• Reduce estate taxes

• Protect yourself and the trust 
beneficiaries from creditors

• Handle your affairs if you’re 
incapacitated

• Your estate avoid probate

Trusts do have drawbacks.
Whether you choose a revocable or irrevocable trust, there are limitations 
you’ll need to consider. With a revocable trust, you won’t receive any tax 
benefits because the assets are still considered owned by the grantor. 
Creditors are also still able to make claims against a revocable trust.

With an irrevocable trust, you give up ownership of those assets to an 
appointed trustee. Any changes may require the approval of all of the 
beneficiaries and/or a court. Additionally, irrevocable trusts are complicated 
legal documents that may require outside expertise from an attorney.

A credit shelter trust is a common type of irrevocable trust in  
estate planning.
A credit shelter trust (also known as a bypass trust or an A/B trust) helps 
married couples reduce or avoid estate taxes. Generally, it’s created after 
the death of the first spouse and held apart from the estate of the surviving 
spouse. This helps pass the trust assets estate tax-free to the remaining  
heirs/trust beneficiaries after the death of the second spouse.



Many assets can be used to fund trusts.
Nearly any type of asset can be used to fund a trust, 
including stocks, bonds, cash, mutual funds, real  
estate property, life insurance and annuities, unless 
restricted under state trust law or the trust document. 
Life insurance and annuities are becoming common  
ways to fund a trust.

There are different reasons to choose an  
annuity or life insurance inside a trust.
You can consider using an annuity if the income 
beneficiary (often the surviving spouse) is uninsurable  
or the premium isn't economical. 

A life insurance death benefit is generally paid to  
any beneficiary income tax free, and the gain in a 
nonqualified annuity is taxable when paid to the 
beneficiary. Also, it is possible for the beneficiary  
to receive more death benefit from life insurance  
than a nonqualified annuity if the grantor dies in a  
shorter period after establishing the contract.

Life — Life insurance can provide a benefit when 
owned by a trust. Not only does the trust not have to 
recognize income from any gains in cash value of the 
life insurance policy, the death benefit generated by 
the product can also be income and estate tax free.

Annuity — Annuities can provide an effective way to 
manage trust assets and pass them on to the trust 
beneficiaries. Trusts are able to own annuities and 
receive tax deferral on any gains as long as the trust is 
acting as an agent of a natural person.

Once assets are transferred to an irrevocable trust, they generally cannot go back to the grantor, and 
it may not be possible to change the terms of the trust. If you are uncomfortable giving someone else 
irrevocable control over your money, a revocable trust might be more in line with your goals.
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This material is not a recommendation to buy or sell a financial product or to adopt an investment strategy. Investors should discuss their specific situation 
with their financial professional.

When evaluating the purchase of a variable annuity, you should be aware that variable annuities are long-term investment vehicles designed for retirement 
purposes and will fluctuate in value; annuities have limitations; and investing involves market risk, including possible loss of principal.

A variable annuity is a contract you buy from an insurance company. It's designed to help accumulate assets to provide income for retirement. It will fluctuate 
in value based on the performance of the underlying investment options. You should also know that all guarantees and protections of a variable annuity are 
subject to the claims-paying ability of the issuing insurance company. They don't apply to the investment performance or safety of the underlying investment 
options. Underlying subaccounts are available only as investment options in variable insurance contracts issued by life insurance companies. They are not 
offered directly to the general public.

You may be charged a penalty if you take your money out early, if you're not yet 59½ (additional 10% tax penalty), or both. Variable annuities have fees and 
charges that include mortality and expense, administrative fees, contract fees and the expense of the underlying investment options.

Annuities have limitations. They are long-term vehicles designed for retirement purposes. They are not intended to replace emergency funds, to be used as 
income for day-to-day expenses, or to fund short-term savings goals.

Federal tax laws are complex and subject to change. The information in this material is based on current interpretations of the law. Neither Nationwide nor its 
representatives provide tax, legal or investment advice. You should consult with your own counsel or financial professional for answers to specific questions.
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