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TAX PLANNING

Tax Deferral: A Valentine’s Day Gift beyond Roses

For loved ones looking for ways to boost their retirement-savings plans, clients may want look outside the box

for Valentine’s Day gifts. Here’s how you can guide clients to express their love in an unconventional way—

through tax deferral.

Recently, a financial professional shared an outside-
the-box—but quite meaningful—Valentine’s Day gift
that she encourages her clients to consider giving. Now
understand, she also is a certified public accountant
(CPA), so itisn’t completely surprising that her idea of a
Valentine’s Day gift might be tax inspired. In this case,
it can be a very effective strategy to help increase
retirement savings.

She typically suggests this gift to dual-income professional
couples who plan to retire in 10 to 15 years. These clients’
current incomes place them in a high tax bracket at both
the federal and state levels. That means they can reinvest
only a portion of their investment earnings. It is frustrating
for them, as they are trying to use their top-earning years
to save more toward retirement. Even more frustrating,
their taxes will change for the (much) better when they
retire, as their incomes will be lower.

Saving Challenge during Peak Earning Years

Couples typically want to maximize their savings when
they have the most discretionary income, that is, in their
peak earning years. The challenge: That also is when they
are likely to be in the highest tax bracket. This means
less of every dollar earned from their investments will
be reinvested.

In other words, clients are trying to maximize their retirement
savings when they also are in higher tax brackets. What if
those clients could defer paying taxes on their savings until
they need the funds?

Tax Control through Deferral Can Help

Tax control means the owner of the tax-deferred account
can (generally) control when taxes are due on gains by
controlling the timing of distributions. (For a tax-deferred
account, taxes are not due until a distribution is taken.)
This is true for qualified accounts, such as traditional
Individual Retirement Accounts (IRAs) and 401(k)s, required
minimum distributions (RMDs) notwithstanding. It also is
true for nonqualified tax-deferred annuities. A nonqualified
annuity allows the owner to time the distributions with the
associated taxes on gains, thus providing control.

What Makes a Nonqualified Annuity a Consideration
for Savers?

For clients who want the ability to have more control
over the timing of the recognition of gains, a nonqualified
deferred annuity can mean:

= More Gains Stay Invested. As taxes are deferred until
distribution, 100% of each reinvested dollar goes to
work. The rule of 72 helps illustrate how deferral can
help shorten the time needed for assets to reach a
specific amount.

= Potential for Tax-Managed Income. A nonqualified
annuity offers different ways to create cash flow. The
client can choose to take a distribution, although this
means gains are distributed first. The client also can
elect partial or full annuitization and have exclusion-
ratio tax treatment, which means each paymentis a
pro rata combination of return of premium and gain.
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= Tax Control. A nonqualified annuity allows the client
to rebalance investment options and capture gains
without immediately incurring taxes. This means more
dollars stay invested for longer. It also means that the
client has more control over the entries on Form 1099.

Remember—nothing worth having is free. Annuities have

charges that vary depending on the type of annuity and

investment options available. If the client is not age 59%
or older, there is an additional 10% federal income tax that
may be applied to any distributed gains. But this strategy

may work for a portion of the account.

So, what is the outside-the-box Valentine’s Day gift this
financial professional suggests clients consider for their loved
ones? It’'s a nonqualified deferred annuity for a portion of
their retirement savings. This financial professional focuses
the investments on separate accounts that produce ordinary
income—the same type of income the gains in the annuity
produce. Every dollar of gain in the contract stays working
until clients need the funds (or reach the age of contract
maturity, which is age 100 in most states).

Valentine’s Day is an opportunity to express love for
those special people in our lives. What a caring way for
dual-income couples to show their love for each other—a
tool to help create a happy and comfortable retirement.

Reach out to your clients to share this unconventional but
potentially rewarding Valentine’s Day idea so they can
communicate love through the gift of tax control.

Tax Deferral: A Valentine’s Day Gift beyond Roses

ACTIONS YOU CAN TAKE RIGHT NOW

= Connect with clients with loved ones who
are saving for retirement.

= Discuss the potential benefits of tax deferral.

= Determine whether a nonqualified deferred
annuity would be a helpful strategy for clients’
loved ones.

Additional Resources and Links

Seven Reasons to Gift a Roth Conversion for Valentine’s Day

Nonqualified Annuities

The Power of Tax Deferral Tool

This material is educational and intended for an audience with financial services knowledge. 20f3


https://www.annuities.pacificlife.com/home/insights/blog/2021/seven-reasons-to-gift-a-roth-conversion-for-valentines-day.html
https://www.annuities.pacificlife.com/home/insights/nonqualified-annuities.html
https://www.annuities.pacificlife.com/home/sales-tools/calculators/tax-planning/tax-deferral-tool.html

For more information about retirement planning,
please contact our Retirement Strategies Group at

RSG@PacificLife.com or (800) 722-2333, ext. 3939.
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This material is provided for informational purposes only and should not be construed as investment, tax, or legal advice.
Information is based on current laws, which are subject to change at any time. Clients should consult with their accounting or
tax professionals for guidance regarding their specific financial situations.

Pacific Life is a product provider. It is not a fiduciary and therefore does not give advice or make recommendations regarding
insurance or investment products.

You should carefully consider a variable annuity’s risks, charges, limitations, and expenses, as well as the risks, charges,
expenses, and investment goals of the underlying investment options. This and other information about Pacific Life are
provided in the product and underlying fund prospectuses. These prospectuses are available from your financial
professional or at PacificLife.com. Read them carefully before investing.

Annuity withdrawals and other distributions of taxable amounts, including death benefit payouts, will be subject to ordinary
income tax. For nonqualified contracts, an additional 3.8% federal tax may apply on net investment income. If withdrawals
and other distributions are taken prior to age 59, an additional 10% federal income tax may apply. A withdrawal charge and
a market value adjustment (MVA) also may apply. Withdrawals will reduce the contract value and the value of the death
benefit, and also may reduce the value of any optional benefits.

Partial annuitization and withdrawals will reduce the contract value and the value of the death benefit, and also may reduce
the value of any optional benefits. Partial annuitization is treated as a withdrawal and will reduce the contract value by the
amount that is annuitized. Additionally, for contracts that hold an optional living or death benefit rider, partial annuitization
may reduce the benefits guaranteed under the rider, depending on each rider’s features and the amount that is annuitized.

Under current law, a nonqualified annuity that is owned by an individual is generally entitled to tax deferral. IRAs and qualified
plans—such as 401(k)s and 403(b)s—are already tax deferred. Therefore, a deferred annuity should be used only to fund an IRA
or qualified plan to benefit from the annuity’s features other than tax deferral. These features include lifetime income, death
benefit options, and the ability to transfer among investment options without sales or withdrawal charges.

Pacific Life refers to Pacific Life Insurance Company and its subsidiary Pacific Life & Annuity Company. Insurance products can
be issued in all states, except New York, by Pacific Life Insurance Company and in all states by Pacific Life & Annuity Company.
Product/material availability and features may vary by state. Each insurance company is solely responsible for the financial
obligations accruing under the products it issues.

Variable insurance products are distributed by Pacific Select Distributors, LLC (member FINRA & SIPC), a subsidiary of
Pacific Life Insurance Company and an affiliate of Pacific Life & Annuity Company.

The home office for Pacific Life & Annuity Company is located in Phoenix, Arizona. The home office for Pacific Life Insurance
Company is located in Omaha, Nebraska.
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