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It’s as easy as...
1.	Place the 1040 Highlighter
over your 2020 annual
tax returns.
2.	Review the results with
your financial professional.
3.	Gather IRS Schedule D
and determine the sources
of interest, dividends, and
capital gains. This will
give you an opportunity
to review, with your
financial professional,
your statement and
financial plan to identify
tax inefficiencies that
could be mitigated by
tax-deferred vehicles.

WHY PAY MORE THAN YOUR FAIR SHARE?
Nobody wants to pay more taxes than they have to. See if any of these tips can help lessen
your tax burdens.
1040
Line 2b Taxable interest
Interest income may increase your tax burden. Consider
repositioning some of these investments to tax-deferred
vehicles, which allow any earnings to compound on a taxdeferred basis until withdrawn. Earnings reflected on line 2b
present an opportunity to identify funds that are in CDs.

Line 3a Qualified dividends
Earnings reflected on this line are taxed as long-term capital
gains and represent an increased tax liability to you for that
tax year.

Line 3b Ordinary dividends
Earnings reflected on this line are taxed as ordinary income.
Consider reallocating these assets to a tax-deferred vehicle to
reduce your tax liability. Dividends are reflected as ordinary
dividends if you have not held the asset for the required
holding period (which varies depending on stock type). If
the dividend does not come from an American company
or a qualifying foreign company, then the dividend is
automatically an ordinary dividend.

Line 4b Taxable IRA distributions
This line represents the taxable portion of any withdrawals
from your IRAs. Taxable distributions from IRAs are taxed as
ordinary income. IMPORTANT NOTE: Once you are required
to take minimum distributions from traditional IRAs, you
can avoid taxation on their required minimum distributions
(RMDs) by having the distributions sent directly to a charity,
known as a qualified charitable distribution (QCD). If you
have taken a QCD, that is reflected on lines 4a and 4b.1

Lines 6a & 6b Social Security
Line 6a represents distributions of Social Security benefits.
Line 6b represents the taxable portion of your Social Security
benefit. Keep in mind that if a married couple’s (filing jointly)
provisional income is between $32,000 and $44,000, then
up to 50% of their benefit is taxable. If a married couple’s
(filing jointly) provisional income is greater than $44,000,
then up to 85% of their benefit is taxable.

*

When including a potential 3.8% net investment income tax.
IRS, “1040 and 1040-SR Instructions,” January 6, 2021.
2 Social Security Administration, “Benefits Planner - Income Taxes and Your Social
Security Benefit,” 2020.
3 IRS, “Topic No. 409 Capital Gains and Losses,” January 14, 2021.
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For a single filer, those thresholds are $25,000 and $34,000.2

Line 7 Capital gain or loss
This line represents capital gains or losses. Short-term capital
gains are taxed as ordinary income and long-term capital
gains are taxed from 0% to 23.8%.*3 If this line indicates a
gain, Schedule D can be analyzed to identify potential
tax inefficiencies.

Line 11 Adjusted gross income
This is your adjusted gross income, or AGI. This is the sum
of your income and adjustments. The lower the number on
this line, the lower your tax liability. Tax deferral offers one
avenue of reducing the number on line 7.

Line 12 Standard deduction
In 2020, the standard deduction is $24,800 for couples
married filing jointly and $12,400 for single filers.4 In 2021,
the deduction is $25,100 and $12,550 respectively.5

Line 13 Business income deduction
If you own a business, then you may have additional
deductions. Working with your accountant may offer other
planning opportunities that reduce your taxable income so
that you may qualify for an additional 20% business
income deduction.6

Line 15 Taxable income
This is the amount upon which you will pay taxes.

Schedule D
Lines 1a-3
These lines represent short-term capital gains and losses from
form 1099-B and/or form 8949. If you have anything written
on column (h) of these lines, then you have short-term capital
gains or losses. Sources of short-term capital gains include
dividend and capital gain distributions, and gains from
the sale of certain assets (including stock and mutual fund
shares) held less than one year. These gains or losses may be
offset by other gains and losses in Part I of this form.
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IRS, IR-2019-180, “IRS Provides tax inflation adjustments for tax year 2020,”
November 6, 2019.
5 IRS, IR-2020-245, “IRS Provides tax inflation adjustments for tax year 2021,”
October 26, 2020.
6 IRS, “Tax Cuts and Job Act, Provision 11011 Section 199A - Qualified Business
Income Deductions FAQs,” November 21, 2020.

Line 5

Line 12

If you have anything written on this line, then you have
capital gains from partnership interests, S corporations,
estates, or trusts. Trust income is subject to highly
compressed trust tax brackets. In 2020, ordinary income of
$12,951 will place a trust in the top tax bracket of 37%,
plus the 3.8% net investment income tax, for a combined tax
rate of 40.8%.7 One strategy for avoiding trust tax brackets
is to pass income to trust beneficiaries. An alternative
strategy is to position tax-deferred annuities in trust accounts
and eliminate the need to pass out income each year. This
allows the trust assets to grow, instead of passing out gains
each year, and eliminates the need for taxable distributions
to beneficiaries.

If you have anything written on this line, then you have
capital gains from partnership interests, S corporations,
estates, or trusts. Trust income is subject to highly
compressed trust tax brackets. In 2020, long-term capital
gain income of $13,151 will place a trust in the top tax
bracket of 20%, plus the 3.8% net investment income tax,
for a combined tax rate of 23.8%.7 One strategy for avoiding
trust tax brackets is to pass income to trust beneficiaries.
An alternative strategy is to position tax-deferred annuities
in trust accounts and eliminate the need to pass out income
each year. This allows the trust assets to grow, instead of
passing out gains each year, and eliminates the need for
taxable distributions to beneficiaries.

Line 7

Line 15

This line is your net short-term capital gain or loss. Shortterm capital gains are taxed as ordinary income.8 Relocating
short-term capital gains producing assets to an annuity can
allow earnings to accumulate on a tax-deferred basis as an
alternative to paying tax each year on dividends and capital
gains. This may reduce tax drag on your investments and
allow your assets to grow more quickly.

This line is your net long-term capital gain or loss. Long-term
capital gains are taxed at 0%, 15%, or 20% depending on
your total income.8 In some cases, your capital gains rate
can be 28% (if selling collectibles or §1202 qualified small
business stock), or 25% (for unrecaptured §1250 gain from
§1250 real property).8 If you are single and have income over
$200k or married and have income over $250k, an additional
3.8% may apply, making your long-term capital gains rate as
high as 23.8%. 8, 9

Lines 8a-10
These lines represent long-term capital gains and losses from
form 1099-B and/or form 8949. If you have anything written
on column (h) of these lines, then you have long-term capital
gains or losses. Sources of long-term capital gains include
dividend and capital gains distributions, and gains from the
sale of certain assets (including stock and mutual fund shares)
held for more than one year. These gains or losses may be
offset by other gains and losses in Part II of this form.
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IRS, “2020 Instructions for Form 1041 and Schedules A, B, G, J, K-1,” 2020.
IRS, “Topic No. 409 Capital Gains and Losses,” January 14, 2021.
9 IRS, “Topic No. 559 Net Investment Income Tax,” January 4, 2021.
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About Jackson
Jackson® is recognized as one of the leading insurance companies in the business. Our story is one of profitable growth
and strength in motion. Our great reputation was founded on meaningful solutions and personalized service for you.
Regardless of economic conditions, we know what matters most is a company that is financially solid and has the
products you need to help you meet your financial goals.
Dedicated to maintaining high standards, Jackson strives to set the pace among our peers. Our priority is a continuing
commitment to long-term growth that comes from responding to changing financial needs, including your need for
sound retirement strategies.

Please contact your financial professional for more information.

This material was prepared to support the promotion and marketing of Jackson variable annuities. Jackson,
its distributors, and their respective representatives do not provide tax, accounting, or legal advice. Any tax
statements contained herein were not intended or written to be used, and cannot be used for the purpose of
avoiding U.S. federal, state, or local tax penalties. Tax laws are complicated and subject to change. Tax results
may depend on each taxpayer’s individual set of facts and circumstances. You should rely on your own
independent advisor as to any tax, accounting, or legal statements made herein.
Annuities are long-term, tax-deferred vehicles designed for retirement. Variable annuities involve investment risks and may lose value. Earnings are taxable as ordinary
income when distributed. Individuals may be subject to a 10% additional tax for withdrawals before age 59½ unless an exception to the tax is met.
Tax deferral offers no additional value if an annuity is used to fund a qualified plan, such as a 401(k) or IRA. It also may not be available if the annuity is owned by a legal
entity such as a corporation or certain types of trusts.
Annuities are issued by Jackson National Life Insurance Company (Home Office: Lansing, Michigan) and in New York by Jackson National Life Insurance Company of
New York (Home Office: Purchase, New York). Variable annuities are distributed by Jackson National Life Distributors LLC, member FINRA. These products have limitations
and restrictions. Discuss them with your financial professional or contact Jackson for more information.
Jackson and its affiliates do not provide legal, tax, or estate-planning advice. For questions about a specific situation, please consult a qualified advisor.
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