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Presenter
Presentation Notes
Welcome! I am [name & role/relationship] ……. 

Nonqualified stretches are alive and well after the SECURE Act and continue to allow beneficiaries to stretch out income…and taxes. 


Spreading Out Income ... and Taxes ... for Non-Spousal Beneficiaries

Upon Death of Owner of NQ Deferred Annuity

 Potential options:
1. Lump-sum
2. Annuitization
3. 5-year deferral
4. NQ stretch
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Presenter
Presentation Notes
Traditionally, there were just two options for non-spousal beneficiaries of NQ deferred annuities: a lump sum or an annuitization option.

With the addition to the Internal Revenue Code of Section 72(s), distributions became required on the death of an owner. This addition introduced the five-year deferral option and the NQ stretch.


Spreading Out Income ... and Taxes ... for Non-Spousal Beneficiaries

Upon Death of Owner of NQ Deferred Annuity

Death Benefit Options: Pros and Cons

Pros Cons

All gain includable in income;

SRR D 2R TS S0 e e no continued growth or tax deferral
Five-Year Ability to spread any tax over All gain must be includable in income
Deferral five years; may access cash as needed within the five-year deferral period

Use of exclusion ratio, each payment
Annuitization is part gain and part return of basis; Lack of flexibility and liquidity
may elect guaranteed lifetime income
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Presenter
Presentation Notes
Before we go into more detail on the NQ stretch, let’s quickly review the pros and cons of the first three options. 

[read slide]


Spreading Out Income ... and Taxes ... for Non-Spousal Beneficiaries

Upon Death of Owner of NQ Deferred Annuity

Death Benefit Options: Pros and Cons
Pros Cons

NQ Stretch Allows most flexibility; can stretch payments and

taxes over lifetime but can take more as needed? May not qualify for exclusion ratio

3 Taking more than the required amount will result in the loss of the exclusion ratio and remaining distributions will be taxed under the LIFO (gains
first) method.
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Presenter
Presentation Notes
The NQ stretch is available regardless of when the owner dies, provided the beneficiary is a natural person.

This option allows non-spousal beneficiaries to take distribution of the death benefit over their life expectancy. The NQ stretch allows the beneficiary to withdraw the minimum amount each year. However, unlike the traditional annuitization option, it also allows that same beneficiary to withdraw more if or when needed.

Please note that the Integrity Companies – Integrity Life and National Integrity Life -- do allow the use of an exclusion ratio when the non-spouse beneficiary takes the minimum required distribution each year. The beneficiary is allowed to take more – flexibility being an important attribute of a NQ stretch – however, taking more will result in distributions being taxed under the LIFO (gains first) method.


Spreading Out Income ... and Taxes ... for Non-Spousal Beneficiaries

NQ Stretch Requirements

* Distributions taken over life or a period not longer than their life expectancy

* First distribution must begin within 1 year of owner’s death
* Distributions must be taken at least annually

« May need to elect NQ stretch option within 60 days
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Presentation Notes
What are the requirements for a NQ stretch?

Well, the first distribution must be taken within one year of the owner’s death and distributions must be taken at least annually. Some carriers require that the decision to take the NQ stretch option must be made within 60 days of the date of death, even though the first distribution may be delayed up to one year.

In addition, it is important to note that some carriers do require the NQ stretch option to be elected within 60 of the carrier being notified of the death of the owner. Even though the first distribution does not need to be taken for up to one year, the NQ stretch may need to be selected within a 60-day period.




Spreading Out Income ... and Taxes ... for Non-Spousal Beneficiaries

Not All Carriers Allow NQ Stretches
* No regulations under Section 72(s)

* PLR 200303016" — outlined 3 methods for satisfying requirements:
1. RMD method
2. Amortization method

3. Annuitization method

T A PLR has no reliance value other than for the particular taxpayer receiving it.
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Presenter
Presentation Notes
Not all carriers allow NQ stretches.

Unlike RMDs, which have pages and pages of regulations, there are no regulations under Section 72(s). Carriers only have the Code section language itself and a few private letter rulings for guidance regarding NQ stretches. Unfortunately, private letter rulings cannot be relied on by anyone other than the person requesting the ruling. However, these rulings do shed light on how the Internal Revenue Service might rule in certain situations.

One ruling outlined three methods for satisfying the lifetime requirement without actual annuitization of the contract: RMD … amortization … and annuitization. Those are the same three methods used for calculating “substantially equal periodic payments” under 72(t) and 72(q). 


Spreading Out Income ... and Taxes ... for Non-Spousal Beneficiaries

Upon Death of Owner of NQ Deferred Annuity

* PLR 2013300162 — permitted a non-spousal beneficiary to do a 1035 exchange
of one inherited NQ deferred annuity for another

2 A PLR has no reliance value other than for the particular taxpayer receiving it.
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Presenter
Presentation Notes
Another ruling permitted a non-spousal beneficiary to do a 1035 exchange of one inherited NQ deferred annuity for another one. The private-letter ruling required that distributions continue to be taken at least as rapidly as under the old contract.

Note that, as is always the case, a PLR may not be used as precedent and applies only to the taxpayer requesting the ruling.

Some carriers that don’t offer a NQ stretch option may allow a tax-free Section 1035 exchange to a carrier like Integrity Life or National Integrity Life or Western-Southern Life Assurance Company that does allow NQ stretches. Some might not.

As with any 1035 exchange, it is critical that the ceding carrier report the transfer as a 1035 exchange. If you have older clients, with older contracts, and substantial gain in those older contracts, then a best practice may be to review NQ annuity contracts and carriers and consider moving contracts to a stretch-friendly carrier prior to the death of the owner/annuitant of the contract.



Spreading Out Income ... and Taxes ... for Non-Spousal Beneficiaries

Two Forces: Time and Tax Deferral

Lump-Sum

5-Year Deferral

Life Annuitization

NQ Stretch

Years

Source for beneficiary’s life expectancy of 47.6 years as illustrated for Life Annuitization and NQ Stretch from Table 1 (Single Life Expectancy;
For Use by Beneficiaries); https://www.irs.gov/publications/p590b#en US 2020 publink1000231236; accessed 6/15/2022.

Group Distributors
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Presentation Notes
When it comes to tax deferral, time can be a force multiplier.

Consider, for example, the options available to a 39-year-old beneficiary. Life annuitizations and NQ stretch options both could potentially spread out income – and taxes – over the beneficiary's life expectancy of 47.6 years.*

Note, however, that the NQ stretch option offers greater flexibility than annuitization. Non-spouse beneficiaries not only can stretch over their lifetime, but they also can take more income as needed.
















*Source for beneficiary’s life expectancy of 47.6 years as illustrated for Life Annuitization and NQ Stretch from Table 1 (Single Life Expectancy; For Use by Beneficiaries); https://www.irs.gov/publications/p590b#en_US_2020_publink1000231236; accessed 6/15/2022.



https://www.irs.gov/publications/p590b#en_US_2020_publink1000231236

Spreading Out Income ... and Taxes ... for Non-Spousal Beneficiaries

Revised RMD Factors

Distribution Years Before 2022 Distribution Years After 2021
Taxpayer's Life Withdrawal ' i Withdrawal
Age Expectancy Percentage Percentage
72 256 3.91% 72 274 3.65%
73 24.7 4.05% 73 265 3.77%
74 238 4.20% 74 255 3.92%
75 229 4.37% 75 245 4.06%

* Bottom line: smaller RMDs
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Presenter
Presentation Notes
Before we look at a case table, I want to make sure that everyone is aware that we do have new RMD tables. These two tables compare a small portion of the Uniform Lifetime Table, used for lifetime distributions. There are also new life expectancy factors for the Single Life Table, used for inherited accounts.

The new tables contain updated distribution periods that reflect increased life expectancies since the last tables were issued (2002). The differences in the tables are not huge. However, use of the new tables will result in smaller RMDs.



Spreading Out Income ... and Taxes ... for Non-Spousal Beneficiaries

A Case Study
- Sarah’s father was owner & annuitant of a NQ annuity
* Value at father’s death: $500,000 w/ $250,000 cost basis

e Sarah is 55 & married

« Couple’s combined annual taxable income of $100,000 puts them in 22%
federal tax bracket
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Presenter
Presentation Notes
Let’s look at a case study that demonstrates the benefit of stretching payments and taxes over a beneficiary’s lifetime and that takes into account the time value of money. 

Sarah’s father was the owner and annuitant of a nonqualified deferred annuity. At the time of his death, the current value of the annuity was $500,000, with a basis of $250,000. Sarah is 55 and married. The couple’s combined annual taxable income of $100,000 puts them in the 22% federal income tax bracket.

Her financial professional discusses the different distribution options – lump sum, five-year deferral and NQ stretch. The choice could mean tens of thousands of dollars in future value.


Spreading Out Income ... and Taxes ... for Non-Spousal Beneficiaries

A Case Study
* All options assume a 4% future value/interest rate

* Lump sum distribution assumes combined 30% net effective
federal & state tax rate

 5-year deferral distributions assume 27% combined net effective
federal & state tax rate

« Stretch distributions assume 25% net effective federal & state tax rate

 All future values of distributions assume 25% combined net effective
federal & state tax rate

* Portion of NQ Stretch account value still subject to income tax
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Presentation Notes
Let’s look at our assumptions for this example.

All options assume a 4% future value/interest rate. Lump sum distribution assumes combined 30% net effective federal and state tax rate. Five-year deferral distributions assume 27% combined net effective federal and state tax rate. Stretch distributions assume 25% net effective federal and state tax rate. All future values of distributions assume 25% combined net effective state and federal tax rate on the growth in future value. And, keep in mind, a portion of NQ Stretch account value still subject to income tax. 


Spreading Out Income ... and Taxes ... for Non-Spousal Beneficiaries

Upon Death of Owner of NQ Deferred Annuity: An Example

Lump Sum 5-Year Deferral NQ Stretch
m FutureValue | AccountValue + Future NQ Stretch Future Value
of Distribution | Value of Distributions | AccountValue of Distributions
Year 1 $437,750 $503,260 $503,544 + $14,320 = $517,864
Year 5 $492,691 $508,551 $512,660 + $80,879 = $593,539
Year 10 $571,164 $589,551 $509,920 + $187,983 = $697,903
Year 15 $662,136 $683,451 $486,988 + $326,558 = $813,546

All options assume 4% future value/ interest rate. Lump sum distribution assumes 30% combined net effective state and federal tax rate. 5-year deferral distributions assume 27% combined net effective
state and federal tax rate. Stretch distributions assume 25% combined net effective state and federal tax rate. All future values of distributions assume 25% combined net effective state and federal tax rate
on the growth in future value. Portion of NQ Stretch account value still subject to income tax. Hypothetical results for example only.

* Assuming all after-tax funds received are reinvested, in 15 years:
— projected future value of NQ stretch account & its distributions totals $813,546

— compare to $683,451 w/ 5-year deferral & $662,136 w/ lump sum
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Presenter
Presentation Notes
Assuming all after-tax funds received are reinvested, in 15 years, the future value of the NQ stretch account value and its distributions total $813,546. As you can see in the chart, the future value of the five-year deferral account value and future distributions in 15 years is only $683,451 and the future value of the lump sum distribution in 15 years is even less … $662,136.

Remember our discussion of time and tax deferral?


Spreading Out Income ... and Taxes ... for Non-Spousal Beneficiaries

Upon Death of Owner of NQ Deferred Annuity: An Example

Annual Distribution Taxable Amount Net Distribution

Exclusion Ratio Taxation
Year 1 $16,456 $8,544 $2,136 $14,320

LIFO Taxation

Year 1 516,456 $16,456 54,114 $12,342

Assumes 4% future value/ interest rate on account value and 25% combined net effective state and federal tax rate on all distributions. Hypothetical results for example only.

» Use of exclusion ratio will allow for larger net distributions
* Required distributions may not always qualify for exclusion ratio

 Taking more than required amount will trigger LIFO taxation
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Presenter
Presentation Notes
When considering NQ stretch options, do not overlook the advantage of the exclusion ratio. The use of the exclusion ratio will allow for larger net distributions.

In the chart, using the exclusion ratio results in only $8,544 of the $16,456 distribution being taxable. At an assumed 25% combined net effective tax rate, the tax owed is $2,136, making the net distribution $14,320. Without the exclusion ratio, the entire amount of the distribution would be treated as gain under LIFO taxation. Again, assuming a 25% combined net effective net tax rate, the tax owed would be $4,114, making the net distribution $12,342.

Remember, required distributions may not always qualify for the exclusion ratio. Taking more than the required amount will trigger LIFO taxation.


Spreading Out Income ... and Taxes ... for Non-Spousal Beneficiaries
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Presenter
Presentation Notes
Materials on NQ stretches upon death will be made available to you. Remember, they’re also available anytime on our website: WSFinancialPartners.com.


We’re Here to Help

[dynamic content: insert names, photos and contact
info for relevant channel]

[National Accounts Team]
[800.804.4465]|[SalesSupport@wsfinancialgroup.com |

Paul Kruth, ChFC Kim Humbert Erik Long, CRPC, Debbie Miner,

VP & National Sales Manager VP, Business Development C FP®, C h FC® J D, CF P®, CLU®,
x8516 x8517 VP, Business Development Ch FC®, RICP®
x8518 AVP, Advanced Markets
x2183
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Presenter
Presentation Notes
Now then, what questions do you have? How can we help you?



Important Information

W&S Financial Group Distributors, Inc., Cincinnati, OH (doing business in CA as W&S Financial
Insurance Services) is an affiliated life insurance agency of the issuer. Issuer has sole financial
responsibility for its products. All companies are members of Western & Southern Financial Group
(Western & Southern).

Tax information contained herein is general in nature, is provided for informational purposes only, and
should not be construed as legal or tax advice. This material is not intended to be used, nor can it be
used by any taxpayer, for the purpose of avoiding U.S. federal, state or local tax penalties. This material
is written to support the promotion or marketability of the transactions addressed by this material. This
material is being provided for informational purposes only. Western & Southern member companies and
their agents do not provide legal or tax advice. Laws of a specific state or laws relevant to a particular
situation may affect the application, accuracy, or completeness of this information. Federal and state
laws and regulations are complex and are subject to change. Consult with an attorney or tax advisor
regarding any specific legal or tax situation.

No bank guarantee * Not a deposit * May lose value * Not FDIC/NCUA insured
Not insured by any federal government agency

©2022 Western & Southern Financial Group. All rights reserved.

WSFinancialPartners.com
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