BUILDING
YOUR BRIDGE
TO RETIREMENT

Help achieve your legacy and retirement income goals
and improve your tax situation with life insurance.

When you think about life insurance, what comes to mind?
Is it your retirement income?
If not, don’t worry. You’re not alone.
When thinking of life insurance, many people only think of death benefit
protection. Certainly, the main purpose of life insurance is to help ease the
financial burden for your loved ones if you were to pass away prematurely.
The death benefit can help replace your lost income, help your family
cover the various taxes that may be due on your assets and, of course, help
with funeral and other final expenses.
However, you may be unaware of the meaningful benefits life insurance
can provide while you’re still living.
Did you know that the multiple tax advantages of life insurance can make it
a unique and valuable asset in your overall retirement income strategy?
It’s true!

A properly structured life insurance policy can
provide several tax advantages
• Income tax-free death benefit for your beneficiaries
• Tax-deferred cash value growth potential
• Supplemental retirement income through tax-free policy loans
and/or cash value withdrawals1
¹Policy loans and withdrawals are not usually subject to income tax unless the
policy is classified as a modified endowment contract (MEC) under IRC Section
7702A. Policy loans and withdrawals will reduce available cash values and death
benefits and may cause the policy to lapse. Additional premium payments may be
required to keep the policy in force. In the event of a lapse, outstanding policy loans
in excess of unrecovered cost basis will be subject to ordinary income tax. Tax laws
are subject to change; consult a tax professional about your personal situation.
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Consider This
One way to help optimize the potential for cash accumulation
and the ability for future cash flow within a life insurance
contract is to consider carefully balancing the amount of the
death benefit with the premiums paid, which in most cases
means a smaller death benefit. Why? Many expenses in a
life insurance policy are directly correlated to the amount
of death benefit. For example, the “cost of insurance” (COI)
in your policy is based on the difference between the death
benefit and your policy’s cash value, called the “net amount
at risk.” The less the net amount at risk, the lower the cost of
insurance is in your policy, meaning more of your premiums
are available for cash accumulation if this is your goal.

What is a Modified Endowment Contract (MEC)?
The IRS limits the amount of premium that can be paid into
a life insurance policy in order to qualify for all of the tax
benefits previously mentioned. If the policy exceeds the
limits, sometimes referred to as the “seven-pay limits,” the
policy is classified as a MEC. This can happen if a policy has
been funded too quickly in its early years or if the death
benefit is reduced too much in the first seven years of the
policy. What does it mean for you if your policy is a MEC?
First, a MEC is still a life insurance policy. It will still have
tax-deferred cash value accumulation and a tax-free death
benefit. The taxation impact of owning a MEC is realized only
when accessing the cash value. Withdrawals and policy loans
are fully taxable as income to the extent that there is a gain
in the policy over the amount of net premiums paid. Taxable
distributions are also subject to a 10% federal additional tax
if the owner is below age 59 ½.

Help achieve your retirement income goals and improve your tax situation with life insurance.
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Know all of your retirement income
planning options
There are many assets available to help get you
to, and through, retirement — each with its own
set of benefits and drawbacks. The chart below
outlines several common retirement planning
opportunities and their tax characteristics
concerning contributions, accumulation and
distribution.
Features

Income tax-free death benefit
Tax-deferred growth potential
Tax-advantaged distributions
No IRS contribution limits
No additional tax for early
withdrawals (Non-MEC)1
Tax-free distributions will not
increase tax expenses, Social Security
taxation or Medicare premiums

Life
insurance 4-5

*
*
*
*
*

This is not meant to be a comprehensive
overview of these products, rather a snapshot
of their tax features only. It’s important to note
that no one asset on its own can provide optimal
results in every tax, economic and regulatory
environment. As you can see, life insurance can
be a valuable supplement to many retirement
planning options. A financial professional can
help you determine the combination of assets
that best suits your needs.
Taxable
investments

401(k)/Traditional
IRA 2

Roth
IRA 2

*

*
*
*

6

7

*
*

*

Required minimum distributions

Municipal
bonds 3

*
*
*
*

*
*

Surrender penalties may apply. 2The ability to contribute or deduct contributions may be limited by adjusted gross
income limits. 3The principal value of bonds will fluctuate with market conditions. Bonds redeemed to maturity
may be worth more or less than their original cost. Bond interest paid by a municipality outside the state in which
you reside could be subject to state and local income taxes. If you sell a municipal bond at a profit, you could incur
capital gains taxes. In some cases, municipal bond interest could be subject to the federal alternative minimum tax.
Bonds have the potential to have a tax-free death benefit due to tax-free earnings and step-up basis rules in death.
Individuals are encouraged to consult with a qualified professional before making any decisions about their personal
situation. 4Life insurance products contain fees, such as mortality and expense charges, and may contain restrictions,
such as surrender charges. 5Withdrawals and loans from a life insurance contract are subject to special tax rules if the
policy is a modified endowment contract (MEC) and will reduce any available cash value and death benefit amounts.
6If properly structured, proceeds from life insurance are generally income tax free. 7Life insurance contributions are
subject to both federal guideline rules and death benefit amount issued by the insurance carrier.
1
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Diversify

Bridge

PROTECT

By diversifying your retirement assets based
on taxation, you are building in flexibility that
may prove useful during your retirement
years. For example, if tax rates are high in
a given year, you can take income from
required sources — such as IRAs and Social
Security — to fill your lower tax brackets. If
you need additional income, being able to
take tax-free loans from your life insurance
policy may prevent you from entering into a
higher tax bracket.

If you are a high-income earner, governmentimposed contribution limits and income
restrictions may make it difficult for you to
sufficiently save for retirement in a tax-efficient
manner. As your annual income increases,
the percentage of compensation you can
potentially replace with your 401(k), Social
Security and/or IRA decreases. Bottom line,
high earners need additional tax-efficient
savings opportunities.

You’re putting in the planning and hard work
to build your retirement savings, so consider
protecting your hard-earned assets with a
life insurance death benefit that’s income
tax-free.

How life insurance as a supplemental retirement income works
When properly structured, life insurance may provide you with income tax-free
distributions via policy loans and withdrawals. In addition, any remaining death
benefit is paid income tax-free to your beneficiary.

"

"

You

Premiums

"

Life insurance
policy

Tax-free supplemental
retirement income

!

"
Your loved ones
Your beneficiary receives
the net death benefit
income tax-free.

Help achieve your retirement income goals and improve your tax situation with life insurance.
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Meet Steve & Linda
Steve and Linda are both 45 years old, married
and in good health. They plan on retiring at age
65. Steve works full-time as an executive at an
ad agency, and Linda works part-time and also
volunteers. Steve has a need for life insurance
coverage to ensure that Linda can still live
comfortably and enjoy retirement if something
should happen to him.
Because of Steve’s high income, he finds it
challenging to save enough for retirement. His
401(k) and IRA contributions are maxed out, and
he makes too much to contribute to a Roth IRA.
Knowing the bulk of his retirement income is in
tax-deferred assets and will be taxed when he
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begins to take distributions, he is also looking for
tax diversification.
After talking with his financial professional, Steve
decides to place additional retirement savings
into a life insurance policy annually for the next
20 years. When Steve and Linda are 65 and ready
to retire, Steve will have the ability to take income
tax-free policy loans to help supplement his
retirement income.
The addition of life insurance to Steve and
Linda’s retirement plan has given them additional
protection, flexibility and tax diversification.
Example shown for illustrative purposes only. It
does not represent real clients. Your options and
results will vary by your unique situation.

The benefits of building life insurance into your retirement strategy
• Income tax-free death benefit for your
beneficiaries.

• Supplemental retirement income through
tax-free loans and/or withdrawals.2

• No defined annual IRS limitation on
premiums.1

• No 10% penalty tax for accessing policy
cash values prior to age 59 1/2 (non-MEC
policies only).

• No limit on gross income affecting your
ability to contribute premiums.
• Tax-deferred cash value growth potential.

• No required minimum distributions (RMDs)
for owners.
• Self-completing upon death.

Things to remember when considering life insurance
• Cash values for loans and withdrawals in
later years may be more or less than 		
originally planned.
• Minimum premium payment requirements
must be met to maintain the policy,
provide for cash value growth and avoid
lapse if the policy becomes over-loaned.
• Premium payments are not tax deductible.
• Life insurance that surpasses certain
premium limits can be classified as a
modified endowment contract (MEC).
Withdrawals or partial surrenders from a
MEC policy are subject to income tax to
the extent that the amount distributed 		
exceeds the owner’s cost basis in the policy.

• Policy loans and withdrawals may be 		
subject to surrender charges, may reduce 		
the death benefit and cash value and may 		
cause the policy to lapse.
• Permanent life insurance policies require 		
monthly deductions, which include cost of
insurance, expense charges and other 		
potential charges. These deductions may
reduce the cash value of the policy.
• Life insurance requires medical, and
possibly financial, underwriting to
determine eligibility.
• Tax laws are subject to change, and you
should consult a tax professional.

Life insurance can be a valuable retirement asset for people who...
• Have significant savings or investment in
taxable accounts or plans.
• Want to provide their families with a
tax-free benefit if they die prematurely.

• Value leaving a financial legacy.
• Want to build cash value for financial 		
flexibility in the future.

1Life insurance contributions are subject to both federal guideline rules and death benefit amount issued by
the insurance carrier. 2Policy loans and withdrawals are not usually subject to income tax unless the policy is
classified as a modified endowment contract (MEC) under IRC Section 7702A. Policy loans and withdrawals
will reduce available cash values and death benefits and may cause the policy to lapse. Additional premium
payments may be required to keep the policy in force. In the event of a lapse, outstanding policy loans in
excess of unrecovered cost basis will be subject to ordinary income tax. Tax laws are subject to change;
consult a tax professional about your personal situation.

Help achieve your retirement income goals and improve your tax situation with life insurance.
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Talk to your financial
professional today to see
if life insurance as a legacy
tool and supplemental
retirement income source is
right for you.

Our firm provides insurance services.
Life insurance guarantees rely on the financial strength and claims-paying ability of the issuing insurer.
Product and feature availability may vary by state.
Life insurance agents do not give legal or tax advice. This brochure is designed to provide general
information on the subjects covered. It is not, however, intended to provide specific legal or tax advice
and cannot be used to avoid tax penalties or to promote, market or recommend any tax plan or
arrangement. You are encouraged to consult your personal tax advisor or attorney. This brochure is not
intended to serve as the basis for any financial or purchasing decisions.
Any transaction that involves a recommendation to liquidate funds held in a securities product, including
those within bonds and stocks or other retirement plan for the purchase of an annuity or life insurance,
can be conducted only by individuals currently affiliated with a properly registered broker-dealer or
Registered Investment Adviser. If your financial professional does not hold the appropriate registration,
please consult with your own broker-dealer representative or Investment Adviser Representative for
guidance on your securities holdings.
Content prepared by Advisors Excel.
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