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Missed deadlines and lost opportunities are costly! The last months of the year provide a critical
planning window — contact me today to make sure you’re up-to-date on your financial planning.

Create a lifetime legacy by using annual gifting exclusions for life insurance. Contact me today to find
out how!

If your hard work and careful preparation have brought you financial wellness and rewards beyond
what you need to live comfortably, you can take unneeded assets and use them to create a legacy or a
charitable gift. | can help — contact me today to learn more.

Giving to a charitable cause makes us all feed good! Contact me to find out how charitable giving can
be done using life insurance.

Creating a legacy through charitable giving allows you to help shape the future of a cause, benefit, or
organization that’s important to you. Let me show you how life insurance can help you do just that!

| can help you create a legacy of giving. Ask me about charitable remainder trusts today!

When properly structured and maintained, a charitable remainder trust can offer you significant tax
advantages. Contact me today to find out how!

Life insurance can create a charitable gift that’s much larger than might otherwise have been possible.
Contact me today for a free quote!

Want to maximize your retirement income? Contact me today to reposition underperforming assets
with cash value life insurance!

Did you know you can move money from unneeded or underperforming assets like CDs, annuities,
gualified plans, pensions, and even Social Security...and use that money to fund life insurance,
potentially increasing the legacy for your heirs or your favorite charity? Contact me today to find out
how!
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2022 Year-End Checklist
Deadlines & Advanced Tax Strategies to Implement Before Year's End

Time Flies When You're Having Fun...

And a lot of people are a having a whole bunch of fun! After two years of lockdowns and canceled travel
plans, Americans are vacationing in force. Airplanes are full. Concert venues are sold out. The National
Parks have been crowded, and the big theme parks are mobbed. When the summer fun ended, back-to-
school and fall-time activities filled the calendar. The clock never stops, the seasons always change, and
several critical retirement account deadlines lurk on the horizon.

Time flies when you're having fun, but in order to take advantage of certain beneficial retirement account
tax breaks, you and your clients must stay focused. Since many of these actions require cooperation from
third-party IRA custodians and plan administrators, it's not too soon to start year-end planning.

October 1

Establish a SIMPLE IRA for 2022

If your client owns an existing business and wants to establish a new SIMPLE IRA plan for this calendar
year, the deadline is October 1, 2022, If your client starts a new business after October 1, 2022, the SIMPLE
IRA can be set up as soon as administratively feasible, but no later than December 31, 2022.

October 17

Make 2021 Employer Contributions to a SIMPLE IRA

Employer contributions to a SIMPLE IRA plan must be made by the business’s tax-filing deadline, including
extensions. If your client’s business has an extension to October 17, 2022 to file its 2021 tax return, that is
the deadline to make the 2021 SIMPLE IRA employer contribution.

Establish and Fund a SEP IRA Plan for 2021

The deadline for establishing a new SEP IRA plan or to make contributions to an existing SEP is the
business's tax-filing deadline, including extensions. This makes October 17, 2022, the deadline for 2021 SEP
contributions for a business with an extension.

Correct 2021 IRA Contributions

Individuals who made excess contributions to their IRA for 2021 can get relief. If the excess contribution,
plus the net income attributable, is withdrawn by October 17, 2022, the 6% penalty will not apply. Excess
contributions can also be recharacterized by that date. If a contribution is recharacterized, it will move from
one type of IRA to another in a reportable, nontaxable transfer. The contribution will be treated as though it
had been originally made to the IRA to which it is recharacterized.

Correcting a contribution by withdrawal or by recharacterization is not limited to excess contributions.
IRA owners can correct an unwanted 2021 IRA or Roth IRA contribution by October 17 for any reason —
even if it is an allowable contribution and not an excess. (Remember, Roth IRA conversions cannot be
recharacterized.)
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2022 Year-End Checklist
Deadlines & Advanced Tax Strategies to Implement Before Year's End

October 31

Provide Trust Beneficiary Documentation

If an IRA owner or retirement plan participant named a trust as beneficiary and died in 2021, October 31, 2022
is the deadline for the trustee of the trust to provide required documentation to either the IRA custodian or the
plan administrator. This may sound like mere paperwork, but it is critical. If the trustee misses this deadline,
the trust will not meet the “look-through rules,” and trust beneficiaries may lose advantageous tax treatment
for distributions from the trust.

December 31

Take Your Required Minimum Distribution (RMD)

IRA owners who are age 72 or older must take RMDs. Participants in employer plans who are age 72 or
older are also subject to RMDs — assuming they do not qualify for the “still-working exception.” Beneficiaries
may also be subject to RMDs. December 31, 2022 is the deadline for taking a 2022 RMD. However, there

is an exception for a retirement account owner's first lifetime RMD. If 2022 is the first year an RMD is
required, the deadline for that RMD is extended to April 1, 2023.

While RMDs are not required from Roth IRAs during the owner's lifetime, don't forget that RMDs may

be required from both inherited IRAs and inherited Roth IRAs. (Under new rules from the IRS, this could
be the case even if the inherited traditional IRA is subject to the 10-year rule!) Missing the December 31
deadline can be catastrophic, as a hefty 50% penalty on the amount of the RMD not taken could apply.
Advisors can steer clear of this mammoth penalty by closely monitoring clients’ accounts. Process RMDs
early to avoid last-minute errors.

Do a Qualified Charitable Distribution (QCD)

As the holiday fun gets dialed up in late 2022, don't forget about qualified charitable distributions (QCDs).
Identify charitably inclined clients who might benefit from QCDs before year’'s end. Many people make
their charitable gifts in December. QCDs remain a great tax break. IRA owners and beneficiaries who are
at least age 70"z are eligible to transfer up to $100,000 tax-free to charities directly from their IRA in 2022.
Another benefit of a QCD is that it can satisfy the IRA owner's RMD (as long as the RMD hasn't already
been withdrawn). Just make sure the QCD is received by the charity by year’s end.

Consider Roth Conversions

Although Roth conversions generate immediate taxation, federal tax rates are historically low and may not
stay that way for long. Take advantage of today's low rates by converting traditional retirement accounts
to Roth accounts. To qualify as a 2022 Roth conversion, the funds must leave the IRA or company plan

by December 31, 2022. (There is no such thing as a “prior-year conversion.”’) Those who are reluctant to
absorb a big tax bill might consider a series of smaller partial conversions over time, using up lower tax
brackets. Remember, Roth conversions are permanent, so be certain there are enough funds to pay the
taxes before completing the transaction.
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2022 Year-End Checklist
Deadlines & Advanced Tax Strategies to Implement Before Year's End

Use the Net Unrealized Appreciation (NUA) Strategy

NUA is a great tax-planning tool for clients with highly appreciated company stock in their 401(k). NUA
allows an individual to pay ordinary income tax on the cost basis of the shares — not the total value of the
shares — when withdrawn. The difference between the two (the NUA) isn't taxable until the shares are sold
— and at favorable long-term capital gains rates. Although the NUA strategy can be lucrative, the eligibility
rules are strict. For example, the participant's entire account must essentially be emptied (with a few
limited exceptions) within one calendar year. Individuals planning to use the NUA strategy need to start the
process early enough to ensure the lump sum distribution occurs by December 31.

Split IRAs into Separate Accounts

Another critical December 31 deadline involves splitting inherited IRAs into separate accounts.
Beneficiaries have until December 31 of the year following the year of death to split inherited IRAs. One
important reason for creating separate accounts is to allow beneficiaries to take advantage of favorable
distribution payout rules. But be forewarned, it may take the IRA custodian some time to establish the
separate inherited IRA accounts, so pay attention to the calendar.

Take 72(t) Distributions for 2022

IRA owners can tap their accounts before age 59%2 without the 10% early distribution penalty if they
commit to a series of withdrawals according to rules set out in section 72(t) of the tax code. These
payments must continue without modification for five years or until age 59%, whichever is longer. The
payments must be taken at least annually. For those using a calendar year schedule, the deadline for the
2022 payment is December 31, 2022. Be sure to leave enough time to take the distribution. Simply starting
the process of requesting the payment will not suffice. The payment must be distributed and reported on a
2022 Form 1099-R.

Update Beneficiary Forms

Advisors should keep beneficiary forms for clients’ retirement plans on file. These forms should be reviewed
at least annually to ensure accuracy. The end of the year is a good time to contact clients to discuss
updating their beneficiaries in the wake of life events that may have occurred. Marriage, divorce, death, or
having a baby are all reasons where financial planning needs may change.

As the year draws to a close, rule changes resulting from both the SECURE Act and new IRS regulations
make the 2022 year-end review more critical than ever.

ED SLOTT AND COMPANY'S 2-DAY IRA WORKSHOP

February 24-25, 2023 | Caesars Palace | Las Vegas

Visit irahelp.com/2-day to learn more and register today!
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Tax Strategies

The Year-End Tax Conversation That May Save You Money

START TH|S As the year nears its close, it's a good time to consider reaching out to
your advisors, including your accountant, financial professional, and,

IMPORTANT YEAR'END perhaps, attorney. Before you file this year’s tax return, you may be

DlSCUSS'ON able to implement tax strategies that could save you money.

Discover these opportunities as you read through this article.

PERSONAL TAX OPPORTUNITIES FOR
INDIVIDUALS AND FAMILIES

You can take advantage of making lifetime gifts that will reduce your
overall taxable estate. And, if the gift is made to a qualified charity,
it may also reduce taxable income for the current tax year.

In 2020, individuals may gift up to $15,000 per recipient; for
married couples, it's $30,000 per recipient. This is referred to as
the annual gift tax exclusion and represents the amount anyone can
give away every year without paying gift tax. The gift can be made
to anyone, with no limit on the number of recipients. However,

the gift must be a “present interest” gift, meaning the recipient
must be able to use and enjoy it right away; otherwise, it isn’t

an exclusion gift, and is counted against the donor’s lifetime gift
tax exemption amount. The lifetime gift tax exemption amount is
currently $11,580,000 per taxpayer in 2020.

Use It or Lose It

Setting up a gifting program has several important tax advantages,
including reducing the size of your taxable estate and removing
appreciation on the gifted amount outside your taxable estate. If you
don’t make any gifts during the calendar year, that year’'s annual gift
tax exclusion is lost forever.

Continued on next page
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Timing Is Everything

Mailing a gift in late December does not qualify it as a current year gift if the recipient receives
it in January of the following year. In the case of checks, a recipient must cash the check on

or before December 31 for the gift to qualify as a gift made in the year given. This could make
it convenient for you, the donor, to double up on gifting to an individual by giving him or her
two checks at year-end holidays, one post-dated to and not deposited until the following year.

The Gift of Education

You may be interested in creating or contributing to 529 Plan accounts for children or
young relatives. Contributions can be made by December 31 as annual exclusion gifts,
up to the $15,000 limit. Gifts to 529 accounts can also be accelerated with five years’
worth of annual exclusions, or $75,000, allowing you, the donor, to make a significant
gift without using any of your lifetime exemption. Note that, if the five-year cumulative
gift is made, you'll forgo the ability to utilize any intervening increase in the annual
exclusion amount for the same beneficiary.

ABLE Accounts, which are similar to 529 Plans but specifically for disabled individuals, do
not permit five-year accelerated funding.

Gifting Through a Trust

You may be leery about giving cash or property directly to a family member or other person.
Using a trust to hold the assets can be the solution. So long as the intended recipient is a
trust beneficiary, you may still exclude the gift from tax and reporting requirements, provided
certain rules about beneficiary notifications and withdrawal privileges are followed.*

An Irrevocable Life Insurance Trust (ILIT) can be a good way to leverage gifts and provide
for family members, including children and grandchildren (and also your (the grantor’s)
spouse, if the trust document provides your spouse access to policy cash values). The trust
is the owner and beneficiary of a life insurance policy and gifts made to the trust can be
used to pay premiums. If the ILIT is properly drafted and administered, the trust can receive
the life insurance death benefit free of income and estate taxes.?

Where you do not have time to establish a written trust before year-end, it is even possible
to make annual exclusion gifts in trust without a written trust document. You can discuss

so-called parol or oral trusts with your tax and legal advisors to see if such an opportunity

is available.

! For a gift to qualify for the “annual exclusion,” it must be a “present interest” gift. For
the gift to be considered a present interest gift, the trust beneficiaries should be given
“Crummey powers of withdrawal” over gifts made to the trust.

2 Trusts should be drafted by an attorney familiar with such matters in order to take into
account income and estate tax laws (including generation-skipping transfer tax). Failure
to do so could result in adverse tax treatment of trust proceeds.



Lifetime Gift Tax Exemption

In addition to annual exclusion gifts, you may be able to make tax-free gifts of cash and
other assets by using the lifetime exemption mentioned earlier. The exemption amount
is indexed for inflation, and is currently $11,580,000 per taxpayer in 2020.

If you're married to someone who is not a U.S. citizen, gifts or transfers of property up to
$157,000 can be made in 2020 without tapping into your (the donor’s) lifetime gift tax
exemption amount referenced above.

There are several perennial reasons to gift using the lifetime exemption. Most notably, it

can be an effective strategy for removing future appreciation from a donor’s estate. However,
for year-end purposes, probably the most compelling reasons change from year to year;

your tax advisor can provide you with expert guidance.

Things Change

The tax code is ever evolving. It’s one of the more important reasons that this year-end tax
conversation should take place. There are many proposals in Congress that could impact
your future gifting decisions. These include reducing the lifetime exemption. The potential
implications of this proposal are beyond the scope of this article, and you should consult
your tax and legal advisors to assess the need for any action.

Giving Back: Charities

Direct gifts to charity involve an outright transfer of cash or property, which must be received
by the charity on or before December 31 for you, the donor, to benefit from an income tax
deduction in the current year. Year-end gifts to charity can provide you with a current tax
deduction. In addition, if the value of the deduction exceeds the allowable amount based

on your adjusted gross income (AGlI), the unused portion can be carried forward and
deducted for the next five tax years.

The deduction for charitable contributions cannot exceed 60% of AGI, and lower
percentage limits can apply, depending on the type of donated property and the type of
recipient organization. The 60% limit applies to gifts to qualified organizations that are
public charities or private operating foundations, such as churches, certain educational
organizations, hospitals, and certain medical research organizations associated with
hospitals. Most organizations can tell you whether or not they are 60% limit organizations.

Deductions for charitable contributions made to organizations that are NOT 60% limit
organizations cannot be more than 30% of AGI. Organizations that are not 60% limit
organizations include veterans’ organizations, fraternal societies, nonprofit cemeteries,
and certain private, non-operating (grant-making) foundations.

Capital gain property is property that would have resulted in realized long-term capital
gains had it been sold. See the chart to follow for a general summary of AGI deduction
limits by type of gift and charity, respectively.



PERCENT OF AGI THAT CAN BE DEDUCTED

Type of Charitable Recipient
Type of Gift
Public Charity Private Charity/Foundation

Cash 60% 30%
Ordinary Income 50% 30%
Capital Gain 30% 20%
Gifts Made by C-Corp, or Entity

Taxed as Corporation 10% 10%

(regardless of type of property transferred)

Charitable trusts may be established for the sole benefit of a charity, or for the benefit of
charities and individual non-charitable beneficiaries (“split-interest trusts”). Depending
on the type of split-interest charitable trust, the income and the principal from the gift
is split between you, the donor, and the named charity. If a split-interest trust qualifies
as a charitable remainder trust or a grantor charitable lead trust, the donor can claim a
charitable deduction for the value of the interest passing to a charity. Remainder trusts
and lead trusts can be settled during your (the grantor’s) life or at death.

A Charitable Solution: Required Minimum Distributions

Many wealthy people may not need the money they’'ve accumulated in their tax-qualified
and Roth IRAs. A person age 72 or older can make direct charitable gifts from an individual
retirement account of up to $100,000 per year to public charities (other than donor
advised funds and supporting organizations) without including the IRA distributions in
taxable income. Most grant-making private foundations are ineligible recipients, but private
operating foundations are eligible. The amount of the contribution counts toward the
required minimum distribution for the year.

This provision applies only to traditional IRAs and Roth IRAs. Special rules apply to the
ordering of distributions where the account owner has previously made non-deductible
contributions.

Gifting Qualified Land Conservation Easements

A donation of a conservation easement involves granting the rights to control development
of real property to a qualifying public or private land trust. The land trust stewards the
property and ensures that the provisions of the easement are followed.

In most cases, the grant is for perpetuity, and is always irrevocable. When donating an
easement, you don't give up ownership of the property, however: You can continue to use
it, and give or devise it to anyone, subject to the easement. But the easement has the
effect of reducing the property’s market value, giving rise to a federal charitable income tax
deduction, based on the change in value, before and after the placement of the easement.

An easement may require the property to remain agricultural, to remain or revert to wildlife
habitat, to maintain certain historical features (causing even urban properties to qualify), or
to be limited to any of a certain number of uses, even if the property isn’t devoted to any of
them presently. The federal income tax deduction limit for a qualified conservation easement
is currently 100% of AGI for agricultural property and 50% of AGI for all other types of land.
The unused federal charitable deduction can be carried forward for 15 years. In addition, the
estate is allowed an exemption of 40%, up to $500,000, on the already-reduced value of
the land for estate tax purposes.

Moreover, the income tax savings from the conservation easement can be used to fund a life
insurance policy that will restore the value of the land for the benefit of your heirs.



To Gift or Not to Gift: Managing Tax Cost Basis

Because income-tax rates for the highest income earners are comparable to the maximum
gift and estate tax rate of 40%, it is important to consider the basis of an asset prior to
making a gift. Whereas assets held until death get a step-up in basis to their fair market
value, assets transferred by gift do not get the same treatment. Instead, the lesser of your
(the donor’s) cost basis or the asset’s fair market value carries over to the recipient and
becomes the recipient’s basis. For this reason, gifts of cash or assets with a higher basis
may make more tax sense in the long run than gifting low-basis assets.

Maximizing Annual Limits for Qualified Defined Contribution Plans and IRAs

For traditional and Roth IRAs, December 31 doesn’t present an actual funding deadline;
taxpayers have until April 15 both to establish and to make contributions to their accounts
for 2020.

In the case of defined contribution plans, December 31 does present a cutoff for wage
earners, who may not make elective deferrals for 2020 after that date. However, year-
end strategies are largely restricted to increasing the employee’s plan contribution rate
because plans generally do not allow participants to make lump sum deposits outside of
the wage cycle.

You May Wish to Consider These Two Retirement Savings-Related Tax Strategies

HIGH INCOME EARNERS STRATEGY:

If your total compensation exceeds the Social Security wage base ($137,700 in 2020),
you may wish to consider increasing your defined contribution payroll deduction rate after
your year-to-date earnings exceed the wage cap. At that point, your employer will stop
deducting the 6.2% OASDI (Social Security) tax from wages, creating an additional
savings opportunity for you, with no decrease in take-home earnings.

IRA CONVERSION STRATEGY:

As year-end approaches, you could make a partial Roth IRA conversion. Since your probable
full-year compensation is understood by this time, a partial Roth IRA conversion may be
structured to “fill out” part or all of the highest tax bracket you will occupy. For example,

if your annual earnings will finish at $250,000 (married filing jointly — 2020) for the

year, $78,950 of that will be included in the 24% federal income tax bracket. This leaves
$76,600 “left” in the bracket before the next highest tax rate of 32% applies. If you are
comfortable paying 24% tax on the conversion, but no more, there may be an opportunity
to convert up to $76,600 of a traditional IRA to a Roth IRA without entering a higher tax
bracket. (Combined with your lower-tiered income, the actual effective rate will be less than
24%). This example assumes a federal filing status of married, filing jointly.



TRADITIONAL AND ROTH IRAS

Contribution Limits

$6,000
$1,000

*Only taxpayers age 50 and over are eligible to make catch-up contributions.

Regular
Catch-Up*

Roth Contribution Phase-Out

Modified Adjusted Gross Income (MAGI) phase-out range for contributions to Roth IRAs

Married filing jointly:
$196,000 - $206,000 (2020)

Married filing separately:
$0 - $10,000 (2020)

Single filer:
$124,000 - $139,000 (2020)

No annual income limit for determining ability to convert traditional IRA to Roth IRA continues.

TRADITIONAL IRA DEDUCTIBILITY RULES

- Covered by Employer’s o
Filing Status Retirement Plan? Modified AGI 2020

No

Single

Neither Spouse
Covered

Both Spouses
Covered

Married filing jointly
One Spouse Covered for
Covered Spouse

One Spouse Covered for
Non-Covered Spouse

Any amount

$65,000 or less
$65,001 - $74,999

$75,000 or more

Any amount

$104,000 or less
$104,001 — $123,999

$124,000 or more

$104,000 or less
$104,001 - $123,999

$124,000 or more

$196,000 or less
$196,001 — $205,999

$206,000 or more

2020
Deductibility

Full deduction

Full deduction
Partial deduction

No deduction

Full deduction

Full deduction
Partial deduction

No deduction

Full deduction
Partial deduction

No deduction

Full deduction
Partial deduction

No deduction



QUALIFIED PLANS
| 2020

Maximum elective deferral to retirement plans (e.g., 401(k), 403(b), $19.500
and 457 plans, and Salary Reduction Simplified Employee Plans (SARSEPs)) '

Maximum elective deferral to SIMPLE 401(k) plans $13,500
Limit on annual additions to SEP plans $57,000
Annual compensation threshold requiring Simplified Employee Plan (SEP) $600
contribution

Limit on annual additions to defined contribution plans $57,000
Maximum annual compensation taken into account for contributions $285,000
Annual benefit limit under defined benefit plans $230,000
Threshold amount for definition of highly compensated employee $130,000
Threshold amount for definition of key employee/officer in top-heavy plans $185,000
Catch-Up Contribution Limits for Other Qualified Plan Types 2020
401(k), 403(b), SARSEP, and 457 plans $6,500
SIMPLE plans $3,000

Managing Gains and Losses to Your Advantage

To take advantage of capital gains or losses for 2020, assets must be sold by December 31,
2020. For tax year 2020, long-term capital gains rates can vary from 0% to 20%, depending
on the taxpayer’s highest ordinary income tax bracket. In addition, high-income earners may
pay an additional 3.8% tax on capital gains.

Since capital gain and loss is aggregated on the year, taking losses can sometimes make
sense to offset or eliminate tax on gains. If you don’t wish to cash out of a loss position
because you believe in a security’s long-term appreciation potential, you should know that
a loss can be realized on a security, and it can then be repurchased, as long as 30 days
elapse between the transactions.

The tax deduction for capital losses is limited to $3,000 per taxpayer per year, but excess
loss may be carried forward for an unlimited number of tax years.



TWO QUICK IDEAS: POTENTIAL TAX DEDUCTIONS TO CONSIDER

1. Change from a “pay-as-you-go” approach to income and property taxes. Taxpayers can
pay these taxes even before the taxes are due, and be credited later. The advantage
is that paying next year’s taxes this year is a deductible expense on this year’s federal
Form 1040, Schedule A.

2. Make January’s mortgage payment by December 31. The interest portion of the
payments will show up on the taxpayer’'s 1098 mortgage interest statement for the
current year. It's important not to apply the money solely toward mortgage principal,
as payment of principal is non-deductible. Rather, the payment should be remitted
to the mortgagee as the ordinary, scheduled monthly payment of principal and
interest, so the interest portion can be deducted.

YEAR-END TAX STRATEGIES FOR BUSINESS OWNERS

Self-employed individuals or business owners with relatively few employees may consider
establishing certain qualified plan types by year-end; they’ll have until April 15, 2021, (or
October 15, 2021, if an extension is requested) to actually fund such plans for 2020. A
self-employed business owner, for example, can set up an individual 401(k) or Roth 401(k)
or defined benefit plan this year and fund it for 2020 in 2021.

Under the 2020 solo 401(k) contribution rules, a plan participant can make a maximum
employee deferral contribution in the amount of $19,500 ($26,000 with the over-50
catch-up). That amount can be made pre-tax or after-tax (Roth). The business itself can
make a 25% (approximately 18% in the case of a sole proprietorship or single member
LLC) profit sharing contribution, up to a combined maximum, including the employee
deferral, of $57,000. However, only the employer portion can be contributed after
December 31 to qualify for the tax year.

One of the main benefits of a solo 401(k) is the opportunity to make higher contributions.
Under most retirement plans that a self-employed taxpayer could establish, the maximum
annual deductible contribution is 25% of the business owner’s compensation.

A defined benefit plan, while more complex, may afford a much larger deductible
contribution than a defined contribution plan. These plans are open to any type of
business and all owners and employees without restriction.

While many people may think of them as only suitable for large businesses, the fact
is that they may be even more appropriate for small businesses because they can be
designed to provide a more significant benefit to the owners than certain other types
of retirement plans.

Many middle-aged business owners can benefit from this type of plan if they have strong
cash flows and want a way to accelerate savings for retirement. This may be especially
true for those who got a late start or whose businesses took time to hit their strides.
Because defined benefit retirement benefits are based upon individual income history,

a participant may be able to experience the same lifestyle he or she enjoys today while
in retirement.



The Important Role of Life Insurance

Chances are that a business owner who has the cash flow necessary to fully fund a defined
benefit pension plan may also need life insurance for income protection, wealth transfer, or
an estate strategy. Life insurance may be owned by the plan, subject to certain “incidental
benefit” rules, with the effect of causing the cost of the business owner’s personal life
insurance coverage to qualify for a tax deduction.

You may be able to take advantage of many tax strategies before the end of the year.
Working with a team that includes you, your financial professional, and your tax

and legal advisors, there are several opportunities to potentially lower your tax bills.

Start this important conversation now and you may be able to save on your year-end
federal income tax.

We do not provide tax, accounting, or legal advice. Clients should consult their own independent advisors as to any tax, accounting, or legal
statements made herein.

All guarantees and benefits of the insurance policy are backed by the claims-paying ability of the issuing insurance company. Policy
guarantees and benefits are not backed by the broker/dealer and/or insurance agency selling the policy, nor by any of their affiliates, and
none of them makes any representations or guarantees regarding the claims-paying ability of the issuing insurance company.

This material is being provided for informational or educational purposes only and does not take into account the investment objectives or
financial situation of any client or prospective clients. The information is not intended as investment advice and is not a recommendation
about managing or investing your retirement savings. If you would like information about your particular investment needs, please contact
a financial professional.

Our policies contain exclusions, limitations, reductions in benefits, and terms for keeping them in force. A financial professional can
provide you with costs and complete details.

Life insurance is issued by the Prudential Life Insurance Company of America, Newark, NJ, and its affiliates. Life insurance policies contain
exclusions, limitations, reductions of benefits, and terms for keeping

them in force. If you have any questions about using non-guaranteed Investment and Insurance Products:

policy values to reduce the number of out-of-pocket payments, call
our Customer Service Office at (800) 778-2255 for assistance. All Not Insured by FDIC, NCUS”.:’ or Any Federal Government Agency.
May Lose Value. Not a Deposit of or Guaranteed by Any Bank,

guarantees are based on the claims-paying ability of the issuer. Credit Union, Bank Affiliate, or Credit Union Affiliate.

Prudential, Prudential Financial, and the Rock symbol are service marks
of Prudential Financial, Inc. and its related entities.

© 2020 Prudential Financial, Inc. and its related entities.
1018994-00002-00 Ed. 01/2020
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Charitable gifting to help maximize
your client’s tax deduction

How your clients can give and receive with a smart gifting strategy

Many Americans may want to give to their favorite charity, but are reluctant because of today’s tax
environment. That's because the Tax Cuts and Jobs Act increased the standard deduction to $12,400
for individuals and $24,800 for married couples who file jointly. Because most taxpayers are likely to
use the standard deduction, philanthropists need a new strategy for making charitable gifts.

Here's how your clients can get a full charitable deduction by making a larger gift every few years with
a variable universal life (VUL) policy.

Meet Phyllis
She's age 55 and in good health.

Phyllis is retired and spends time helping her favorite animal shelter
find donors. While she’'s made substantial donations to the shelter,
she wants to do more for the rescue organization.

Why Phyllis chooses life insurance for charitable giving

She creates a larger She gets the tax The charity receives
gift with a smaller advantage of a full cash value distributions
financial contribution. charitable deduction. plus the death benefit.

How the gifting strategy is designed to work

Phyllis purchases a VUL policy with an $80,000 single premium. She designates the animal shelter
as the policyowner and beneficiary, and they can take distributions from the cash value. Since the
shelter is tax-exempt, there are no potential tax implications due to loans.

The outcome: Her gift can potentially more than double

$80,000 single premium VUL policy

$8,000 annual cash value to charity via loan proceeds

$168,000 tax-free distributions
for 21 years!

An additional tax-free benefit received by the charity

it Phyllis dies at age 100 $429,043 tax-free death benefit

$597,043 potential total gift

Tax benefit for Phyllis

Phyllis can itemize this current contribution on her tax

. . . 80,000 itemized charitable deduction
return and gain a tax benefit for her charitable gift.? S

Hypothetical illustration assumes female, age 55, preferred plus, $80,000 single premium, level death benefit option. Solve for
minimum level death benefit. Assumes 8.0% rate of return and current charges. Annual fixed loans of $8,000 ages 65-85.

At 0% return and annual fixed loans of $8,000 in ages 65-67, policy lapses in year 16.

Insurance products issued by:
The Lincoln National Life Insurance Company
Lincoln Life & Annuity Company of New York

—

For broker-dealer use only. Not for use with the public.



Not a deposit
Not FDIC-insured

Not insured by any federal
government agency

Not guaranteed by any
bank or savings association

May go down in value

©2020 Lincoln National Corporation
LincolnFinancial.com

Lincoln Financial Group is the
marketing name for Lincoln National
Corporation and its affiliates.

Affiliates are separately
responsible for their own financial
and contractual obligations.

LCN-3093956-051920
POD 6/20 Z02
Order code: AE-GIFT-FLI001

n Lincoln

Financial Group®

Why choose Lincoln AssetEdge®?

= Significant growth opportunities through a choice of investment options that maximize
growth potential®

= Risk-driven options through four indexed accounts, all with market downside protection
= Solid financial protection with no-lapse protection for up to 20 years*
= Access to cash value tax-free for future needs like retirement

= Tax advantages for you and your heirs without impacting income taxes

To discuss a case or learn more about tax-efficient charitable
gifting strategies, contact your Lincoln representative.

TAs long as your account value is at a sufficient level, you can take loans or withdrawals. This reduces the account value
and death benefit, may cause the policy to lapse, and may have tax implications. Withdrawals and surrenders are tax-free
up to the cost basis, provided the policy is not a modified endowment contract (MEC). This policy would be considered

a MEC. If surrendered, the cash surrender value may be worth more or less than total premiums paid. Withdrawals from
an indexed account before the end of the segment term will not receive credited interest. 20nce a pattern of giving has
been confirmed, the gift amount will be based on the annual gift or a percentage of an individual's net worth. *Policy values
will fluctuate and are subject to market risk and possible loss of principal. *If the no-lapse benefit expires or terminates, the
account value must be sufficient to keep the policy in-force or additional premiums will be required to avoid the policy lapse.
Paying only the premium required to satisfy the no-lapse guarantee may lessen the potential for build-up of the policy's
account value.

THE RISK MANAGED STRATEGIES ARE NOT GUARANTEED OR INSURED BY LINCOLN OR ANY
OTHER INSURANCE COMPANY OR ENTITY, AND SHAREHOLDERS MAY EXPERIENCE LOSSES.
THE STRATEGIES USED ARE SEPARATE AND DISTINCT FROM ANY ANNUITY OR INSURANCE
CONTRACT RIDER OR FEATURES.

All guarantees and benefits of the insurance policy are subject to the claims-paying ability of the
issuing insurance company. They are not backed by the broker-dealer and/or insurance agency selling
the policy, or any affiliates of those entities other than the issuing company affiliates, and none makes
any representations or guarantees regarding the claims-paying ability of the issuer.

Products, riders and features are subject to state availability. The insurance policy and riders have
limitations, exclusions, and/or reductions. Check state availability.

Distributor: Lincoln Financial Distributors, Inc., a broker-dealer
Insurance policies:

Lincoln AssetEdge® VUL (2020) is issued on policy form ICC20-VUL688/20-VUL688 and state
variations; policy form LN683 in New York.

Variable products: Policy values will fluctuate and are subject to market risk and to possible
loss of principal.

Variable products are sold by prospectuses, which contain the investment
objectives, risks, and charges and expenses of the variable product and its
underlying investment options. Read carefully before investing.

For broker-dealer use only. Not for use with the public.
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Creating a lifetime legacy.

If your hard work and careful preparation have brought you financial wellness and
rewards beyond what you need to live comfortably, lifetime gifting may make sense.
By using annual gifting exclusions, you can:

¢ Enjoy seeing beneficiaries receive some of your wealth during your lifetime.
¢ Give money to your recipients of choice without gift tax consequences.

¢ Reduce the value of your estate, eliminating or reducing your potential estate
tax exposure.

KNOWING IF THIS STRATEGY IS RIGHT FOR YOU.

You have several
options available
to you for passing
along your wealth. This gifting strategy may benefit you and your family if you:

You have several options available to you for passing along your wealth. Certain
criteria can help you determine whether to consider the strategy presented here.

¢ Are single or married and age 55 or older.
e Have children or grandchildren.

¢ Have assets that you want to gift and do not intend to use during your life-
time and that are not needed for support in retirement.

¢ Have a minimum net worth of $5,000,000 and sufficient liquid assets to
support the strategy.

¢ Desire to provide for and leave more to your children or grandchildren.

e Would like to minimize taxes.

WHAT YOU CAN GIFT.

Under current federal law, U.S. citizens and resident aliens can make gifts of
“present interest” up to the annual gifting exclusion amount without incurring
federal gift tax. “Present interest” means that the recipient must be able to enjoy
the gift immediately with no strings attached.

For 2022, the annual gifting exclusion is $16,000! per individual, per recipient. So by
using a unified gifting strategy, married couples can double this amount to $32,000
per recipient since each spouse is allowed the exclusion amount.

IThe gift tax exclusion amount is indexed annually.



Step 1: Using Annual Exclusions

A wealthy married couple with three children can reduce their taxable estate by
$96,000 in 2022 just by making annual exclusion gifts to each of their children.

HUSBAND WIFE TOTAL
$16,000 —|— $16,000 . $32,000
annual exclusion annual exclusion per recipient

It is important to remember that unused annual gifting exclusions do not carry
over and accumulate. From year to year, you either make use of the exclusion
amount or lose it.

Making your exclusions work harder.

Irrevocable One way to help make your gifting exclusions work even harder for you and your
Life Insurance beneficiaries is through annual gifting to an Irrevocable Life Insurance Trust
Trust (||.|T) (ILIT). This is a trust specially drafted to own life insurance for the benefit of

the beneficiaries of the trust. These beneficiaries have an insurable interest in
the person being insured. The trustee can then use your annual gifts to pay the
premiums on life insurance covering either you or you and your spouse jointly.

ANNUAL GIFTING TO AN IRREVOCABLE LIFE INSURANCE TRUST (ILIT).

This strategy may:

e Deliver value to beneficiaries through a death benefit that could be
significantly greater than the sum of gifts made to the trust for premium
outlay, depending on your health and age upon purchase.

e Reduce your taxable estate.

¢ Provide an income and estate tax-free death benefit that can be used to
help offset any estate settlement costs, including potential estate taxes.

The irrevocable nature of an ILIT prevents it from being changed in the future and
helps ensure that contributions are completed gifts for gift tax purposes. However,
most well-drafted trusts can be flexible enough to adjust for future changes to
circumstances, despite their irrevocable nature. Please consult with your attorney
for specific information.



BENEFITS OF USING AN ILIT.

When an ILIT is properly drafted and administered, it can help you:

e Protect assets from creditors of trust beneficiaries.

¢ Provide for beneficiaries who may lack the maturity and/or responsibility to
effectively manage large amounts of wealth.

e Establish controls around how the trust assets are managed, distributed, and
ultimately received by your beneficiaries.

¢ Reinforce your value system by establishing additional controls such as incentive
provisions, which can influence beneficiaries to behave in certain ways and live
out or avoid certain kinds of lifestyles.

¢ Benefit multiple generations including a first-generation spouse, children, and
grandchildren.

HOW AN ILIT WORKS

To implement this strategy, you would work with your attorney to draft the trust document. Once
that’s created, you would then make a gift to the trust. The trustee, whom you select, is then
responsible for managing trust assets and distributing them to the beneficiaries according to the
terms of the trust.

To accomplish its purpose, the ILIT must be both the owner and beneficiary of a life insurance
policy. The premiums are typically paid with gifts made to the ILIT from the grantor of the trust.

Upon the grantor’s death, the proceeds are paid to the ILIT and the trustee may distribute the
proceeds to the trust’s beneficiaries in accordance with the ILIT’s terms. The life insurance
proceeds are generally received income tax-free? by the ILIT and, assuming the trust is properly
drafted and administered, the life insurance proceeds will also be excluded from the insured’s

estate.
Gift used _to
Lifetime pay premiums
= | bl Life
-) -I!‘rl‘lf;l;) canie ( Insurance

Cash value and a8}
death benefit
owned by trust

Death . .
)

2Pursuant to U.S. IRC §101(a).



Step 2: Funding an ILIT Using Life Insurance

Consider a 65-year-old husbhand and 60-year-old wife living in Florida. The couple
has one adult son. They decide to combine their exclusions to gift $32,000
annually for 10 years to fund an ILIT for the benefit of their son. The trustee can
use the gifts to purchase a survivorship (second-to-die) life insurance policy

insuring the parents. Husband and wife are both underwritten as preferred
non-tobacco risks.

HUSBAND + WIFE i ILIT purchases;_
annual exclusions i ki il _

Son is named as
combined = $32,000 with a death benefit

of over trust beneficiary
annually for 10 years N T
to fund an ILIT $1 million

The trust will receive the death benefit free of both federal estate and income taxes.
The policy pays the death benefit upon the second death, which is when the couple’s
estate must be settled.

3This information is hypothetical and not representative of any particular product.

DISCOVER MORE.

Explore how an annual gifting strategy might benefit you and your beneficiaries by
talking to your financial professional today. If you decide to incorporate life insurance,
Prudential has the experience, products, and service to help make your strategy

a success.



IMPORTANT CONSIDERATIONS

BEFORE IMPLEMENTING THIS STRATEGY

¢ Any investment that you plan to purchase or pay for during retirement involves the use of your income
or other assets. You should be certain you will have sufficient liquid assets to support your current and
future income and expenses before considering the purchase of a life insurance policy. Equity in the
home should not be considered a liquid asset.

e You should consider developing a comprehensive financial strategy to take into account current and
future income and expenses in conjunction with implementing the strategy discussed here.

¢ We recommend that you consult your tax and legal advisors to discuss your situation before implementing
the strategy discussed here.

ABOUT THIS CONCEPT

This concept is intended to be used only for assets that will not be needed for living expenses for the
expected lifetime of the insured. It is your responsibility to estimate these needs and expenses and it
is recommended that you consider developing a comprehensive financial strategy in conjunction with
implementing the strategy being considered. The accuracy of determining future needs and expenses is
more critical for individuals at older ages and who may have less opportunity to replace assets used for the
strategy.

IF YOUR FINANCIAL OR LEGACY SITUATION CHANGES
¢ |f you need to use your assets or income for current or future income needs, and you can no longer make
premium payments, the life insurance policy may lapse and the results illustrated may not be achieved.

e |f the asset or income being repositioned becomes fully exhausted, premiums may have to be paid using
other assets or income to keep the life insurance policy in force.

WHEN THIS STRATEGY MAY NOT BE IN YOUR BEST INTEREST

Depending on your life span, it is possible that your beneficiary may receive more by just inheriting the assets
being repositioned, rather than by receiving the death benefit of the life insurance policy that was purchased.

TAX AND OTHER FINANCIAL IMPLICATIONS

e There may be tax and other financial implications as a result of liquidating assets within an investment
portfolio to purchase life insurance. If contemplating such a strategy, it is important to understand that
life insurance is a long-term strategy to meet particular needs.

e The sale or liquidation of any stock, bond, IRA, certificate of deposit, mutual fund, annuity, or other
asset may have tax consequences, early withdrawal penalties, or other costs or penalties as a result of
the sale or liquidation.

ABOUT LIFE INSURANCE
e The death benefit protection offered by a life insurance policy can be a key component of a sound
financial strategy.
e |t is important to fully understand the terms and conditions of any financial product before purchasing it.

OTHER NOTES

¢ You should consider that life insurance policies contain fees and expenses, including cost of insurance,
administrative fees, premium loads, surrender charges, and other charges or fees that will impact policy
values.

e |f premiums and/or performance are insufficient over time, the policy could require additional out-of-
pocket premiums to keep it in force.



This material is being provided for informational or educational purposes only and does not take into account the investment
objectives or financial situation of any client or prospective clients. The information is not intended as investment advice and is
not a recommendation about managing or investing your retirement savings. If you would like information about your particular
investment needs, please contact a financial professional.

All guarantees and benefits of the insurance policy are backed by the claims-paying ability of the issuing insurance company.
Policy guarantees and benefits are not backed by the broker/dealer and/or insurance agency selling the policy, nor by any of
their affiliates, and none of them makes any representations or guarantees regarding the claims-paying ability of the issuing
insurance company.

Life insurance is issued by The Prudential Insurance Company of America and its affiliates. All are Prudential Financial
companies located in Newark, NJ. Each is solely responsible for its own financial condition and contractual obligations. Our
policies contain exclusions, limitations, reductions of benefits, and terms for keeping them in force. A financial professional
can provide you with costs and complete details.

We do not provide tax, accounting, or legal advice. Clients Investment and Insurance Products:

should consult their own independent advisors as to any Not Insured by FDIC, NCUSIF, or Any Federal Government Agency.
tax, accounting, or legal statements made herein. May Lose Value. Not a Deposit of or Guaranteed by Any Bank,

© 2022 Prudential Financial, Inc. and its related entities. Credit Union, Bank Affiliate, or Credit Union Affiliate.
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Legacy Advantage

AN ASSET REPOSITIONING STRATEGY

LIfe Insurance

Investment and Insurance Products:

Not Insured by FDIC, NCUSIF, or Any Federal
Government Agency. May Lose Value.

Not a Deposit of or Guaranteed by Any Bank, Credit Union,
Bank Affiliate, or Credit Union Affiliate.
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Are you someone who:

e |s age 59%+ and family oriented

e Has a minimum net worth of $1 million and sufficient
liquid assets to support this strategy

e Has assets that you do not intend to use during your
lifetime and are not needed for support in retirement

e Has a financial strategy that you have developed in
conjunction with your financial professional that indicates
that you have sufficient income from other sources to meet
current and future retirement income needs and expenses

e Wants to provide for and leave more to children or
grandchildren

e Wants to potentially enhance your legacy
e Wants to counter potential losses to your legacy assets

If this describes you, read on to learn how Legacy Advantage,
a life insurance strategy, could benefit you and your family and
help to preserve your assets for the next generation.



LEGACY
ADVANTAGE
CAN BE
AN EFFECTIVE
STRATEGY

1U.S. Dept. of Health and
Human Services, How
Much Care Will You Need?,
accessed February 2022
(https://longtermcare.acl.
gov/the-basics/how-much-
care-will-you-need.html).

2National Care Planning
Council, About Long Term
Care at Home, accessed
February 2022 (https://
www.longtermcarelink.net/
eldercare/long_term_care_
at_home.htm).

PRESERVE
AND POTENTIALLY
ENHANCE YOUR LEGACY

Legacy Advantage can be an effective strategy that involves repositioning those
assets that you do not expect to need during life (your legacy assets) to pay
premiums for life insurance policy. The benefit of this strategy is that it can help
you preserve and potentially enhance your legacy.

While there are benefits associated with this wealth strategy, there are also risks and
potential tax consequences. You should consider this strategy only in situations in
which you have assets that are not intended to be consumed during your lifetime
and can be repositioned to pay permanent life insurance premiums.

Threats to Your Legacy

Hard work, sacrifice, and preparing for the future are why you have enough income
to provide for yourself and your family. However, if your goal is to pass your wealth
on to the next generation, there are a number of threats, such as taxes and chronic
illness, that you need to consider. Without adequate preparation, these threats
could erode the legacy that you plan to leave to your children, grandchildren, or
favorite charity.

The Impact of Taxes

If you pass tax-deferred assets, such as an IRA, on to your beneficiaries, your heirs
may be required to pay income taxes upon distribution. This could potentially erode
the value of these assets. In addition, based on the size of your estate at death,
federal and/or state estate taxes may also be imposed on your assets. There are also
six states that currently impose inheritance taxes.

Do you currently have a strategy to help minimize the impact of taxes on the legacy
you'd like to leave to your loved ones?

The Risk of Chronic lliness

A chronic illness can be just as financially and emotionally devastating to your
family as an untimely death. Someone turning age 65 today has almost a 70%
chance of needing some type of long-term care services and supports in their
remaining years;! this is an issue that can potentially impact you. Although about
73%? of long-term care is provided at home and the caregiver is typically a family
member, there could still be financial impacts to you and the ones you love that you
should consider preparing for.

Some life insurance policies offer a rider that, should you become chronically or
terminally ill, can provide you with money by accelerating the death benefit (paying
all or a portion of it to you over time and while you're still living). You can choose
to use this money for any purpose, including to help pay for expenses. Such a rider
may help you to avoid liquidating other assets. It’s important to note, however, that
accelerating the death benefit will decrease, or may eliminate, the legacy you were
expecting the death benefit to provide to your policy’s beneficiaries.


https://longtermcare.acl.gov/the-basics/how-much-care-will-you-need.html
https://longtermcare.acl.gov/the-basics/how-much-care-will-you-need.html
https://longtermcare.acl.gov/the-basics/how-much-care-will-you-need.html
https://www.longtermcarelink.net/eldercare/long_term_care_at_home.htm
https://www.longtermcarelink.net/eldercare/long_term_care_at_home.htm
https://www.longtermcarelink.net/eldercare/long_term_care_at_home.htm
https://www.longtermcarelink.net/eldercare/long_term_care_at_home.htm

UNDERSTANDING
THE ADVANTAGE
Although there are

many strategies to
leave wealth to the

next generation,
Legacy Advantage
can:

Help take care of
loved ones after
your death.

Provide a generally
income-tax-free
benefit, according

to IRC §101(a), that

can help offset the
income taxes owed
by beneficiaries
after receipt of the
balance of the
tax-deferred asset.

Potentially increase
your legacy through
tax-deferred growth.

Provide accelerated
life insurance death
benefits if you
become chronically
or terminally ill.

Legacy Advantage Can Help

If you have tax-deferred assets, such as an IRA, that you want to pass on to
your heirs, you can choose to protect and potentially enhance the value of
these legacy assets by using some of the asset itself or the income it generates
to purchase a life insurance policy.

As long as sufficient premiums are paid, life insurance can provide a
generally income-tax-free death benefit to the policy’s beneficiaries that can
be predictable and will not fluctuate based on economic forces or market
performance.

Some policies can also be paired with optional riders, typically for an additional
cost, to provide expanded protection. For example, a rider may allow you to
accelerate your death benefit to receive income if you become chronically or
terminally ill or if you are permanently confined to a nursing home or need a
life-saving organ transplant.

To execute the Legacy Advantage strategy, you could take a withdrawal from the
asset or redirect its income, which may be subject to income tax, and use the
after-tax proceeds to pay premiums on a life insurance policy with an optional
rider for chronic and terminal illness.

Upon your death, the life insurance proceeds are generally received income
tax-free. Your heirs can use these proceeds to help offset the impact of taxes
on your legacy and potentially enhance the overall wealth they receive.

And if you become chronically or terminally ill, an optional rider could allow
you, the policyowner, to advance a portion of the death benefit and/or receive
monthly income.

However, any amounts accelerated under the rider will reduce the death benefit
and may result in beneficiaries receiving less or no life insurance proceeds at
death if the death benefit is fully exhausted while you are alive. While these
types of riders are not designed to cover all the costs associated with a chronic
or terminal illness, they can help you to pay expenses. Additionally, these riders
are not long-term care (LTC) insurance or intended to replace LTC insurance,
but rather are intended to be a supplement.

LIFE
...... OPTIONAL ...............5 ADDITIONAL
INSURANCE > PROTECTION

POLICY RIDER




Legacy Advantage
Using Life Insurance

THERE ARE A FEW
IMPORTANT THINGS As you can see in the diagram, the hypothetical client can begin taking
TO KEEP IN MIND distributions post age 59% or use his or her required minimum distributions

beginning at age 72 to purchase a life insurance policy with an optional rider for

e | egacy assets : fet
chronic and terminal illness.

may be found in a

multitude of financial After the insured’s death, the death benefit proceeds from the life insurance

mstrumgnts and there policy are directed to the insured’s children, along with the remaining value, if
may be income tax

any, of the IRA.
consequences that

result from withdrawals
and repositioning these

assets.
Net Death
e The hypothetical Withdrawal Premium LIFE Benefit BE%EIFLISFI{‘E\EIES
examples to the right TRADITIONAL ...........» (ST REE. ... .. .. > INSURANCE """ " I CRANDCHILDREN. OR
and on the following IRA° N CHARITY

pages only depict

. Rider Benefits®
federal income taxes.

e |f your estate is

arge enougn, your ’ : BALANCE OF TRADITIONAL IRA
legacy asset could be INCOME TAX FROM [E AT DEATH :
included in your estate WITHDRAWAL e :
and may be subject to

estate taxes when it is
transferred to the next
generation. However,
these hypothetical
examples assume that
your assets are not e Can help replace income and provide for your loved ones following death.
subject to estate taxes.

BENEFITS OF THIS STRATEGY USING LIFE INSURANCE

e Provides flexibility to access the death benefit under a chronic illness
rider upon being diagnosed as chronically or terminally ill and otherwise
qualifying for benefits.

¢ Benefits are generally received income tax-free, which can help to offset
the impact of income taxes for other assets that are transferred to your
beneficiaries upon your death.

e The death benefit is generally not subject to the price and interest rate
volatility inherent in the equity and fixed-income markets.

e May enhance the ultimate values received by heirs or a favorite charity.

3Chronic or terminal illness rider benefits may reduce or possibly eliminate the death
benefit available to policy beneficiaries and may have other adverse consequences.



A Hypothetical Case Study

Judy, our hypothetical client, is a 68-year-old retiree with two sons. She would like
to enhance and protect her legacy, and help protect herself against the potential
financial impact of a chronic or terminal illness.

e Assets: $300,000 home, $1,000,000 of cash and investable assets, and
a $700,000 IRA.

¢ Has income from a defined benefit plan and sufficient income from other
assets to meet current and future income needs.

¢ |RA earmarked as legacy money.*
e Would like to leave more to her two sons.

e Concerned about the financial impact of unexpected costs associated with a
: chronic or terminal illness.
. Client:

: JUDY HILL, 68

: Two sons THE APPROACH

Let’s assume that Judy takes $20,000 of cash annually to pay annual
: premiums on a life insurance policy with an optional chronic and terminal
\ illness rider.

We are assuming a 5% rate of return on the IRA assets.

THE RESULT
WILLIAM, 42
\/ Judy could, based on her age, health (Preferred Non-Tobacco), and
product choice, obtain roughly $723,9155 in death benefit protection.
Either this value could be used to enhance her legacy, or the death benefit
could be accelerated to provide her with funds if she becomes chronically
or terminally ill as defined by the rider.

TYLER, 40

4Effective January 1, 2020, the SECURE Act requires many types of beneficiaries
to completely withdraw all assets from inherited IRAs within 10 years and pay
the resulting tax liability. The 10-year rule does not apply to eligible designated
beneficiaries. Eligible designated beneficiaries include surviving spouses,
disabled and chronically ill individuals, minors, and those who are not more than
10 years younger than the account owner.

5This information is for illustrative purposes only. This is based on representative
rates in the marketplace for single-life policies effective as of the date of
publication.



TAXABLE ASSETS VS. TAX-DEFERRED ASSETS

TAXABLE ASSETS TAX-DEFERRED
MUTUAL FUNDS ASSETS
LIFE INSURANCE s
OFFERS A TYPICALLY k or CASH, BONDS J k TRADITIONAL RA J
INCOME-TAX-FREE
OPTION

TAX

Tax-deferred
of your legacy could : . . TREATMENTS ; .
gains, ordinary income DURING LIFE accumulation, ordinary

be lost to taxes. If you on interest and income to extent of gain
pass a taxable or tax- RTE S CEEEREEEREE 2 on distributions.
deferred asset on to

your loved ones, they
will, depending on the
value of your estate, be

A significant portion Capital gain on realized

. TAX
required to pay estate Step-up in basis at TREATMENTS  BIGTER AL LRI
taxes. Additionally, your death, subject to estate AT DEATH at death AND subject to
loved ones may also be taxes. e G estate taxes.
required to pay income
taxes after receiving
the proceeds from your
estate. Life insurance,
however, pays a Life insurance has fees and charges (including surrender charges) and may be
typically income-tax- less liquid than other “taxable” assets. Additionally, sufficient premiums need
free death benefit to its to be paid to keep the policy from lapsing.
beneficiaries, according
to IRC §101(a).

NET AFTER-TAX AMOUNT
(Total value minus income taxes) ~ ~  eeeceeee-n :

INCOME TAXES
(Gain times tax rate)

Assumes the IRA is liquidated by one beneficiary at IRA owner’s death as a lump
sum subject to a tax rate of 37%. There may be other options available besides a
lump sum.

TAX RATE = Combined federal and state marginal income tax rates

GAIN = Total value minus cost basis (traditional IRAs may be 100% taxable)



ARE YOU PREPARED FOR A CHRONIC OR TERMINAL ILLNESS?

A chronic or terminal illness can be just as emotionally and financially challenging

Can you to your family as your untimely death.

afford the cost

of a chronic QUESTIONS TO CONSIDER
or terminal

illness? " . - :
e Are you adequately positioned to handle the financial and emotional impact

that your chronic or terminal illness could have on your family?
¢ Have you considered the effects of inflation on the cost of care?

e |f you were ever to become chronically or terminally ill, would you have to
sell assets to cover any related care costs?

e Have you considered the impact a chronic or terminal illness could have on
your succession plan (i.e., financial legacy)?

CONSIDER YOUR FINANCIAL AND EMOTIONAL WELL-BEING
WHEN PREPARING FOR A POTENTIAL CHRONIC OR TERMINAL
w ILLNESS TO HELP PROTECT YOURSELF AND YOUR FAMILY.

A chronic or terminal illness can cost thousands of dollars each year. That

The estimated average can really take its toll if you haven't prepared for it. Not everyone will become
out-of-pocket medical chronically or terminally ill, but if you do, does your current strategy provide you
costs for a 65-year-old with the additional income you may need to protect yourself and your family?
retired couple in 2021 is

$300,000 ... and even Adding a chronic illness rider to your life insurance policy can help you
more if they become prepare for the financial impact of chronic or terminal illness, so the

/T they bs
chronically ill emotional one is a little easier. Note that the chronic illness rider benefits

generally are paid directly to the policyowner and can be used in any way
he or she chooses.

6 How to plan for rising
health care costs, Fidelity,
https://www.fidelity.com/
viewpoints/personal-finance/
plan-for-rising-health-
care-costs 08/31/2021,
Accessed February 2022.
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https://www.fidelity.com/viewpoints/personal-finance/plan-for-rising-health-care-costs
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Prudential offers
a variety of

life insurance
products and
riders that can
effectively help
to protect or
enhance your
legacy.

TALK TO YOUR FINANCIAL PROFESSIONAL.

If you want to leave legacy assets to your loved ones or a favorite charity, here
are some questions to discuss with your financial professional to help determine
whether this strategy is right for you.

QUESTIONS TO CONSIDER

e Would you like to leave a financial legacy to your children, grandchildren, or
favorite charity?

e What is your monthly income need?

e What are you using to meet this need?

e |f you die, will your spouse have sufficient replacement income?

e |f you outlive your spouse, will you have sufficient replacement income?

e |f you're currently taking, or planning to take, required minimum
distributions from an IRA, do you need the after-tax cash for your lifestyle
needs today or possibly in the future?

If not:

— Do you see yourself ever needing it?

— What do you plan to do with these assets and/or income?

If you plan to leave these assets to your loved ones or a favorite charity:
— Have you considered the effects of inflation?

— Have you considered the effects of market volatility?

— Have you considered the impact of income taxes?

— If you could potentially leave them more, would you want to
learn how?



Important Considerations
BEFORE IMPLEMENTING THE LEGACY ADVANTAGE STRATEGY

¢ Any investment purchased during retirement involves the planning and use of your income or other assets. You should
be certain to have sufficient liquid assets, other than the asset or income you may be repositioning, to support your
current and future income and expenses before considering the purchase of a life insurance policy. Equity in the
home should not be considered a liquid asset.

e You should consider developing a comprehensive financial strategy to take into account current and future income and
expenses in conjunction with implementing the strategy discussed here.

e We recommend that you consult your tax and legal advisors to discuss your situation before implementing the strategy
discussed here.

ABOUT LEGACY ADVANTAGE

This concept is only intended to be used for assets that will not be needed for living expenses for the expected lifetime
of the insured. It is your responsibility to estimate these needs and expenses and it is recommended that you consider
developing a comprehensive financial strategy in conjunction with implementing the strategy being considered.

The accuracy of determining future needs and expenses is more critical for individuals at older ages who have less
opportunity to replace assets used for the strategy.

IF YOUR FINANCIAL OR LEGACY PLANNING SITUATION CHANGES

e |f you need to use the assets or income being repositioned for current or future income needs and you can no longer
make premium payments, the life insurance policy may lapse and the results illustrated may not be achieved.

e |f the asset or income being repositioned becomes fully exhausted, premiums may have to be paid using other assets
or income to keep the life insurance policy in force.

WHEN LEGACY ADVANTAGE MAY NOT BE IN YOUR BEST INTEREST

Depending on your life span, it is possible that your beneficiary may receive more by just inheriting the assets being
repositioned, rather than by receiving the death benefit of the life insurance policy that was purchased.

TAX AND OTHER FINANCIAL IMPLICATIONS

e There may be tax and other financial implications as a result of liquidating assets within an investment portfolio. If
contemplating such a strategy, it is important to understand that life insurance is a long-term strategy for meeting
particular needs.

e The sale or liquidation of any stock, bond, certificate of deposit, mutual fund, or other asset to fund the purchase of
a life insurance product may have tax consequences, early withdrawal penalties, and/or other costs or penalties as a
result of the sale or liquidation.

ABOUT LIFE INSURANCE

e The death benefit protection offered by a life insurance policy can be a key component of a sound financial strategy.

e |t is important to fully understand the terms and conditions of any financial product before purchasing it.

e You should consider that life insurance policies contain fees and expenses, including the cost of insurance,
administrative fees, premium loads, surrender charges, and other charges or fees that will impact policy values.

e |f premiums and/or performance are insufficient over time, the policy could lapse, which would require additional out-
of-pocket premiums to keep it in force.



A FINANCIAL LEADER FOR OVER
145 YEARS

Prudential Financial is a worldwide financial leader
with a long tradition of serving the public interest.
Prudential Financial has approximately 50 million
customers. The well-known Rock symbol is an icon of
strength, stability, expertise, and innovation that has
stood the test of time.



We do not provide tax, accounting, or legal advice. Clients should consult their own independent advisors as to any tax,
accounting, or legal statements made herein.

All guarantees and benefits of the insurance policy are backed by the claims-paying ability of the issuing insurance company.
Policy guarantees and benefits are not backed by the broker/dealer and/or insurance agency selling the policy, nor by any of
their affiliates, and none of them makes any representations or guarantees regarding the claims-paying ability of the issuing
insurance company.

This material is being provided for informational or educational purposes only and does not take into account the investment
objectives or financial situation of any client or prospective clients. The information is not intended as investment advice and is
not a recommendation about managing or investing your retirement savings. If you would like information about your particular
investment needs, please contact a financial professional.

Life insurance is issued by Pruco Life Insurance Company (except in NY), or Pruco Life Insurance Company of New Jersey
(in NY). Securities are offered by Pruco Securities,
LLC (member SIPC). All are Prudential Financial
companies located in Newark, NJ. Each is solely

responsible for its own financial condition and Investment and Insurance Products:

contractual obligations. Like most insurance policies, Not Insured by FDIC, NCUSIF, or Any Federal

our policies contain exclusions, limitations, reductions Government Agency. May Lose Value.

in benefits, and terms for keeping them in force. A Not a Deposit of or Guaranteed by Any Bank, Credit Union,
financial professional can provide you with costs and Bank Affiliate, or Credit Union Affiliate.

complete details.

© 2022 Prudential Financial, Inc. and its related entities. Prudential, the Prudential logo, and the Rock symbol are service marks of Prudential Financial,
Inc. and its related entities, registered in many jurisdictions worldwide.
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Annuity maximization

Increasing wealth transfer using
deferred annuity distributions

Meet Sandra

* Age 65
* Nearing retirement

Do you have clients like this?

Ages 60-85

Own deferred annuities, but they

*Th hild
ree grown children are not needed for retirement goals

In a high income tax bracket with

a desire to pass maximum wealth
to beneficiaries

Sandra has a deferred nonqualified annuity value of $700,000
and an initial annuity deposit of $600,000. She has sufficient
income from her pension, Social Security and other investments, Have a desire to provide beneficiaries
doesn’t need her annuity for retirement income and plans to with wealth replacement to cover

transfer her annuity to her children after her death. annuity assets lost to estate and
income taxes

The problem:

Double taxation in the form of estate and income taxes will significantly reduce the value of the
annuity passed on to Sandra’s beneficiaries. The forecasted value of Sandra’s annuity after her
death at life expectancy at age 88 is $2,673,825, based on an assumed rate of return of 6%.>
There is the potential of the IRS taking 56% of this value, based on projected estate and income
tax rates. This would result in $1,505,033 owed to the IRS.?

1 Based on the 2017 CSO Table.

2 This rate is assumed to be after-tax and is no guarantee of future growth. When using this strategy, clients should expect fluctuations in return that may affect the amount
available for withdrawal. There is no guarantee that the variable annuity will provide the necessary premium to fund the life insurance policy. This example ensures the
withdrawals from the annuity are all growth, which is income taxable; any return of premium withdrawn from a nonqualified annuity is not taxable.

3 The policy premium and death benefit amounts used for this case are intended only to help demonstrate the planning concept discussed and not to promote the sale of a
specific product. The rates are broadly representative of rates that would apply for a policy of this type and size for insureds of good health in the ages mentioned. To
determine how this approach would work with your clients, individual illustrations should be prepared or requested for your review. If different rates were used, there might
be significantly different results.



A potential strategy

Reposition Sandra’s deferred annuity asset and purchase life insurance.

Here’s how it works:

- Sandra takes an annuity withdrawal of $53,674 ($34,888 after tax,
assuming a 35% tax bracket) for 23 years.?

- After-tax annuity withdrawals are gifted to a beneficiary or the
irrevocable life insurance trust (ILIT). The ILIT purchases a life
insurance policy with initial face amount of $1,800,000.

+ After death, the death benefit is paid to the ILIT and, structured properly,
will be income tax-free and not included in Sandra’s taxable estate.

« The ILIT assets then pass to the beneficiaries per trust provisions. Any
unused annuity balance passes to designated beneficiaries. These assets
are included in Sandra’s taxable estate, and any growth is subject to
income taxation when distributed to her beneficiaries.

The client has considered any
guaranteed benefit features or
guaranteed life annuity options
under any annuity contract
owned, and also other sources
of funds for estate planning
strategies where the annuity
has been identified as a good
candidate as a source of funds.

Annuity Annuity owner
contract Sandra

Irrevocable life Life insurance

insurance trust

Beneficiaries )
policy

By using the annuity maximization strategy, Sandra is able to use an
unneeded double tax asset to pay for a life insurance policy that helps
her transfer wealth untouched by taxes. In doing so, she would be able to
transfer an additional $826,874 to her children if she were to pass away
at her life expectancy of age 88.°

Current plan at death Proposed plan at death
IRS IRS
($1,505,033) ($130,444)

56% O 6% 07\

Beneficiaries
($1,995,666)
94% O——

Beneficiaries
($1,168,792)
44% O




For more information, please call the
Life Insurance Sales Desk or visit equitableLIFT.com.

Existing annuity provisions should be reviewed prior to takin