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4 tax planning strategies using annuities

Liquidating nonqualified annuities 

with substantial gains

Gifting annuities without triggering 

an income tax liability

Minimizing taxes to beneficiaries 

of nonqualified annuities

Aligning annuities to support the 

tax planning needs of a trust

Presenter Notes
Presentation Notes
Annuities can be tricky assets to unwind when a client’s situation changes. However, they do create some unique tax planning opportunities for those who know how and when to take action. Join our upcoming webinar to learn about four advanced planning strategies available to clients who own nonqualified annuities. We’ll review approaches for:
Liquidating nonqualified annuities with substantial gains
Gifting annuities without triggering an income tax liability
Minimizing taxes to beneficiaries of nonqualified annuities
Aligning annuities to support the tax planning needs of a trust
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Liquidating nonqualified annuities 
with substantial gains

1The exclusion ratio only applies until the cost basis has been returned, and then the payments are fully taxable. 

Additional withdrawals are subject to ordinary income tax to the extent of the gain. Withdrawals will reduce the account value, death benefit, GIB amount (if elected) and income payments proportionally.  

For illustrative purposes only. The taxable and tax-free amounts will be based on contract-specific values at the time of withdrawal.

Presenter Notes
Presentation Notes
The way you take income from an inherited nonqualified annuity can affect the way you’re taxed, especially if the assets had the chance to grow. The example on the left shows how an income payment might be taxed, depending on the option you choose.
With most annuities, when you turn on a lifetime income stream, you lose control of your assets. With i4LIFE®, you stay in control of your death benefit and account value ‍— ‍giving you flexibility to control the amount of income you want. So if you want to take an additional withdrawal, you’re able to during the Access Period.2 
In the example on the right, if you took a withdrawal from an annuity that grew to be double in size, half of your withdrawal would be tax-free, because it benefits from the tax exclusion ratio once you’ve started i4LIFE payments.

_________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
2For a defined time based on the Access Period chosen. The maximum Access Period for qualified contracts is to age 100 (115 for nonqualified money). The longer the Access Period, the lower the income payments. You may extend the length of the Access Period before the Lifetime Income Period begins, which will decrease subsequent i4LIFE® payment 
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Gifting annuities without triggering an income 
tax liability 

Lincoln variable 

annuity with 

i4LIFE® Advantage

i4LIFE 

payments begin

Maggie gives the 

annuity to Rob

Rob receives 

income for life

Presenter Notes
Presentation Notes
Let’s look at a case study. Maggie is 80 years old. She saved well for retirement and part of that savings included an annuity. She invested $100,000 in a Lincoln variable annuity that has grown, tax-deferred, to $200,000. Because she will not need the annuity for future income, she wants to give it to her son, Rob. 

The challenge 
Maggie is concerned about the tax implications of transferring this wealth to Rob for two reasons: 
When a deferred annuity is gifted, the gains are immediately taxable to the owner. 
If the recipient is younger than 59½, withdrawals are subject to an additional 10% federal tax. 

The outcome 
Minimize the impact of taxes 
Because i4LIFE® was used to start income on Maggie’s annuity before she gave it to Rob, she is not taxed on the gifted value. She only pays taxes on the gains received in the first payment. 
Simplify the distribution of her wealth.
The i4LIFE income stream is seamlessly passed to Rob. Since he is not receiving the annuity as a lump sum, but rather as scheduled income payments, he is not subject to an additional 10% federal tax. And, his income receives favorable tax treatment because, unlike standard annuity withdrawals where last in, first out (LIFO) payments are applied, i4LIFE offers an exclusion ratio for payments, returning a portion of the nontaxable principal along with the gains.1 
Provide income for life 
The i4LIFE payments will continue for the rest of Rob’s life. The payment amount will fluctuate, with the potential to grow based on his investment results. He keeps control over the investment and will have access to his account value, which allows him to make additional withdrawals should he need to.2 

______________________________________________________________________________________________________________________________________________________
1 The tax-exclusion amount varies by age and only applies until the original cost basis in the contract has been recovered. 
2 Additional withdrawals are subject to ordinary income tax to the extent of the gain. Withdrawals will reduce the account value and death benefit (reduced proportionally). Additional withdrawals taken before age 59½ may be subject to an additional 10% federal tax. 
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Minimizing taxes to beneficiaries of nonqualified 
annuities

1 i4LIFE® Advantage Select GIB (1.55% single, 1.75% joint, max. 2.75% at GIB reset) and i4LIFE® Advantage GIB Managed Risk (1.35% single, 1.55% joint, max. 2.25% single, max. 2.45% joint at GIB reset) are optional features available for an additional annual 

charge above standard contract expenses. No minimum issue age for nonqualified, minimum issue age of 59½ for qualified. 

Systematic withdrawals

(may run out)

i4LIFE® payments (allow you to 

create an income stream that 

stretches beyond your life 

expectancy)

Lincoln’s tax-savvy solution for a nonqualified stretch:

Note: If you need a minimum amount of guaranteed income, which 

will never fall and has growth potential, you can elect the Guaranteed 

Income Benefit (GIB) if you are age 70 or younger.1

You have three death claim options:

Lump sum

All your taxes are due at once, which can result 

in a substantial tax burden.

Five-year deferral

All your taxes are due within five years, which 

moderates the tax blow somewhat.

Nonqualified stretch

You can take payments over your life expectancy, which 

spreads out the tax impact over many years. This offers 

some substantial benefits, discussed on the right.

Presenter Notes
Presentation Notes
It used to be, your options were limited if you inherited a nonqualified annuity — and the tax headaches that might accompany it. That all changed when the IRS agreed that the beneficiary of an inherited annuity is the new owner of the original contract, and meets the requirements to make a 1035 exchange. As the beneficiary, this gives you the freedom to select a new annuity tailored to your financial goals. 
When you access the money, you have three death claim options: Lump sum, five-year deferral or nonqualified stretch.
If you choose a nonqualified stretch, there are two ways you can take the payments. If you need lifetime income or want to pass on the assets to your loved ones, you should carefully consider these options. 
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Aligning annuities to support the tax planning 
needs of a trust

Here’s how they set up their contract:

Evelyn and Phillip establish a trust 

for Charlotte. When they pass 

away, their assets will move from 

their estate to the trust.

The trust purchases a Lincoln variable annuity with 

i4LIFE® Advantage to provide Charlotte with an 

immediate stream of income without giving her 

control of the assets.

• Owner: Trust

• Beneficiary: Trust

• Annuitant: Charlotte

Charlotte receives steady 

income for the rest of her life.

Presenter Notes
Presentation Notes
Evelyn and Phillip want to ensure their grandchildren are provided for in the future. When they learned that their granddaughter, Charlotte, has a substance use disorder, they reevaluated the legacy plan they have in place. While they won’t ever turn their back on Charlotte, they are concerned about what she might do with a lump sum. They want to be sure she receives her inheritance in a way that’s best for her well-being. They ask their financial professional to help them plan to provide Charlotte with: 
Controlled distribution of her inheritance. 
Income that starts immediately. 
Opportunities for assets to grow. 

Providing for a loved one, while still maintaining control. 
One of the many advantages of combining i4LIFE® Advantage with a trust is the ability it gives you to preserve your assets and distribute them in the way you choose. In this case, Evelyn and Phillip use this combination to provide a loving legacy to Charlotte while maintaining some degree of control.
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Summary of 4 strategies

Liquidating nonqualified annuities 

with substantial gains

Gifting annuities without triggering 

an income tax liability

Minimizing taxes to beneficiaries 

of nonqualified annuities

Aligning annuities to support the 

tax planning needs of a trust

If annuity income can be tax-advantaged, 

shouldn’t you take advantage of it?

You have solutions to help retain assets 

when clients pass with annuities.

Lifetime exemption is at all-time high.

Reviewing annuities held by trust can be 

of utmost importance.
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Questions?
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Lincoln Financial is the marketing 

name for Lincoln National 

Corporation and its affiliates. 

Affiliates are separately responsible 

for their own financial and 

contractual obligations.

ANN-APTPI-PPT001

LincolnFinancial.com

Not a deposit

Not FDIC-insured

May go down in value

Not insured by any federal 

government agency

Not guaranteed by any bank 

or savings association

Disclosures
Lincoln Financial® affiliates, their distributors, and their respective employees, representatives 

and/or insurance agents do not provide tax, accounting or legal advice. Please consult an 

independent professional as to any tax, accounting or legal statements made herein.

Variable annuities are long-term investment products designed for retirement purposes and 

are subject to market fluctuation, investment risk, and possible loss of principal. Variable 

annuities contain both investment and insurance components and have fees and charges, 

including mortality and expense, administrative, and advisory fees. Optional features are 

available for an additional charge. 

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.

Lincoln variable annuities are issued by The Lincoln National Life Insurance Company, Fort Wayne, IN, 

and distributed by Lincoln Financial Distributors, Inc., a broker-dealer. The Lincoln National Life 

Insurance Company does not solicit business in the state of New York, nor is it authorized to do so.

Contracts sold in New York are issued by Lincoln Life & Annuity Company of New York, Syracuse, NY, and 

distributed by Lincoln Financial Distributors, Inc., a broker-dealer.

All contract and rider guarantees, including those for optional benefits, fixed subaccount crediting 

rates, or annuity payout rates, are subject to the claims-paying ability of the issuing insurance 

company. They are not backed by any entity other than the issuing company affiliates, and none makes 

any representations or guarantees regarding the claims-paying ability of the issuer.

There is no additional tax-deferral benefit for an annuity contract purchased in an IRA or other tax-

qualified plan.

All features and products may not be available in all states or through all firms.



10©2026 Lincoln National CorporationFor financial professional use only. Not for use with the public.LCN-8716481-011526

Thank you.
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