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RETIREMENT PLANNING
IMPORTANT INFORMATION

This information is provided by American General Life Insurance Company (AGL) and The 

United States Life Insurance Company in the City of New York (US Life), members of American 

International Group, Inc. (AIG).

The information contained in this document is general in nature and intended for educational 

purposes only and is not a comprehensive analysis of the topic presented. The information may 

be subject to change and should be verifi ed for accuracy and reliability (e.g., federal income tax 

statutes, rulings, etc. that may have changed since publication) and may be subject to differing 

legal interpretations. While the publisher has been diligent in attempting to provide accurate 

information, the accuracy of the information cannot be guaranteed. No representation or 

warranty, express or implied, is made by AGL, US Life and its affi liates as to the completeness 

of the information in this document. AGL and US Life shall not be liable for any loss or damage 

caused by the use of, or reliance on, the tax, accounting, legal, investment or fi nancial items 

contained in this material.

The Company, its fi nancial professionals and other representatives are not authorized to give legal, 

tax or accounting advice. For advice concerning your situation, consult your professional attorney, 

tax advisor or accountant.

To ensure compliance with requirements imposed by U.S. Treasury Regulations, we inform you that 

any tax advice contained in this document (including any attachments) is not intended or written to 

be used, and cannot be used, for the purpose of (i) avoiding penalties under the Internal Revenue 

Code or (ii) promoting, marketing or recommending to another party any transaction or matter 

addressed herein. 

©2020. All rights reserved.
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RETIREMENT PLANNING
QUALIFIED PLANS VS. NONQUALIFIED ARRANGEMENTS

SUMMARY
WHAT ARE QUALIFIED PLANS AND NONQUALIFIED ARRANGEMENTS?
Qualifi ed plans and nonqualifi ed arrangements are both methods of saving and investing for retirement, with 
the primary objective to produce retirement income. A major difference is in how they are taxed.

Qualifi ed plans must be set up in accordance with IRS requirements to receive special tax treatment on both 
contributions and earnings during the accumulation period.

Most nonqualifi ed arrangements receive no special tax treatment. One exception is deferred annuities, 
which enjoy a tax-deferred accumulation of earnings until they are paid out as income.

WHAT ARE SOME TYPES OF QUALIFIED ARRANGEMENTS?
Typical qualifi ed arrangements include certain employer-sponsored retirement plans established for the 
benefi t of employees—401(k) and 403(b) plans, for example. Individual retirement accounts or annuities 
(IRAs) established by individuals also qualify for tax benefi ts.

WHAT ARE THE BENEFITS OF QUALIFIED CONTRIBUTIONS?
Employers may make contributions on behalf of their employees and, subject to certain limits, deduct the 
contributions from their taxes.

Employees enjoy even greater benefi ts. Contributions made with pre-tax dollars are not included in the 
employee’s gross income and, consequently, are not currently taxed. In arrangements such as 401(k)s, 
SIMPLE IRAs and 403(b)s, where employees defer a portion of salary on a pre-tax basis, employers may 
make matching contributions up to some limit. Accumulations from both sources grow on a tax-deferred 
basis, so no taxes are imposed until they are withdrawn as income, typically at the employee’s retirement.
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RETIREMENT PLANNING
QUALIFIED PLANS VS. NONQUALIFIED ARRANGEMENTS

Individually funded IRAs are subject to limits on deductibility and contribution maximums. With traditional 
IRAs, an individual’s contributions may be tax deductible and grow tax deferred until they’re withdrawn. 
With Roth IRAs, contributions are subject to current tax, while distributions can be received tax free when 
strict requirements are met.

WHAT ABOUT NONQUALIFIED CONTRIBUTIONS?
Nonqualifi ed contributions are made with after-tax dollars, meaning taxes are paid on funds before 
money can be set aside rather than when funds are withdrawn. Earnings may or may not be tax deferred, 
depending on the particular type of investment vehicle. If they are tax deferred, the earnings are taxed as 
income when they are paid out.

DO LIFE INSURANCE AND ANNUITIES MEET QUALIFICATION REQUIREMENTS?
Except for annuities used to fund IRAs and qualifi ed employer retirement plans, the IRS does not consider 
accumulations in these contracts to be qualifi ed. As a result, contributions are made with after-tax dollars. 
However, the earnings generated in both life insurance policies and annuities grow on a tax-deferred basis.

WHAT’S IMPORTANT IN CHOOSING A RETIREMENT INCOME INVESTMENT?
Taxes are a major consideration in selecting individual savings and investment vehicles. Are contributions 
made with pre-tax or after-tax dollars? Are earnings taxed currently or are they tax deferred? When 
accumulations are withdrawn, are they taxed fully, partially or not at all? The answers can have a signifi cant 
impact on the amounts intended to provide a future retirement income.
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