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As �ou a��umulate �ealt� and re�rement sa�in�s� it is �er� important to ma�e sure �our
re�rement nest e�� is se�ure� T�ere are ris�s t�at �ould �eopardi�e �our re�rement in�ome�
for example� t�e un�ertaint� of future tax rates ma�es it impossible to �no� t�e extent to
��i�� taxes �ill redu�e �ertain distribu�ons from �uali�ed re�rement a��ounts� Moreo�er�
man� assets t�at �ou mi��t o�n� su�� as sto��s� mutual funds and real estate are sub�e�t to
unpredi�table losses at an� �i�en �me� 
 
Life insuran�e �an �elp balan�e �our re�rement por�olio� First and foremost� life insuran�e
pro�ides an in�ome tax�free deat� bene�t to prote�t and poten�all� repla�e lost in�ome for
�our bene��iaries� But in addi�on� a��umulated �as� �alues inside permanent life insuran�e
�an �elp supplement �our re�rement in�ome� pro�ide tax di�ersi��a�on� and �ed�e a�ainst a
number of ot�er ris�s�*

Life Insuran�e 
as a Re�rement Supplement

Summar�

Plan desi�n
T�e �on�ept of usin� life insuran�e as a re�rement supplement be�ins �it� t�e pur��ase of a
permanent life insuran�e poli�� t�at builds �as� �alue� You must be insurable to pur��ase a
poli�� �o�erin� �our life� and features and �exibilit� �ar� b� produ�t�
 
Permanent life insuran�e pro�ides �exibilit� and op�ons for distribu�ons in re�rement� In
�our re�rement �ears� �ou �an �a�e tax�ad�anta�ed a��ess to t�e �as� �alue build�up in t�e
poli�� t�rou�� properl� stru�tured loans and/or surrenders to tax basis� Unli�e a �uali�ed
plan� t�ere is no 10� penalt� tax on distribu�ons prior to a�e ���� �Importantl�� t�e poli��
s�ould not be a Modi�ed Endo�ment Contra�t �MEC� to obtain tax�ad�anta�ed a��ess to
poli�� �as� �alues�� T�ere are also no Re�uired Minimum Distribu�ons �RMDs� at an�
par��ular a�e� and �ou are free to ad�ust t�e �min� and amounts of a�ailable �as� �alue
�it�dra�als� In addi�on to supplemen�n� re�rement in�ome� t�is �as� �an be used for ot�er
life�me needs� in�ludin� �olle�e expenses� ma�or pur��ases� unplanned emer�en�� expenses�
or pro�idin� �nan�ial support to ot�ers�
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*  Loans and �it�dra�als� if ta�en� �ill redu�e t�e deat� bene�t� Loans and �it�dra�als from life insuran�e poli�ies t�at are
�lassi�ed as modi�ed endo�ment �ontra�ts �MECs� ma� be sub�e�t to tax at t�e �me t�at t�e loan or �it�dra�al is ta�en and�
if ta�en prior to a�e ���� a 10�  federal tax penalt� ma� appl�� If tax�free loans are ta�en and t�e poli�� lapses or is
surrendered� a taxable e�ent ma� o��ur�  
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Ris� mana�ement
Permanent� �as� �alue life insuran�e �an redu�e �arious ris�s in�erent in most re�rement
plans� 

Mortality risk. If �ou die earlier t�an expe�ted� �our re�rement sa�in�s plan ma� not be
�omplete� T�is �ould lea�e �our spouse and �eirs �it�out enou�� funds to maintain t�eir
standard of li�in�� Simpl� put� life insuran�e prote�ts a�ainst d�in� too earl��

Investment risk. Dependin� on ��ere �our mone� is in�ested� t�ere is a ris� t�at �our expe�ted
returns �ill not a��ie�e t�e assump�ons �ou build into �our re�rement sa�in�s plan� Life
insuran�e �as� �alues �an be a��umulated o�er �me to �elp o�set in�estment ris�� You �an
also use t�e poli�� to a�oid “lo��in� in” losses from ot�er assets� For example� if t�e mar�et
experien�es a do�nturn durin� �our re�rement �ears� �ou ma� �ant to a�oid sellin� and
ta�in� distribu�ons from funds in�ested in t�e sto�� mar�et ���i�� �ould ma�e it impossible
for t�ose funds to �ro� a�ain in t�e a��ount�� Alterna��el�� if �ou �a�e a �as� �alue life
insuran�e poli�� �it� a��umulated �alues� �ou �ould tap into poli�� �as� �alues to supplement
�our re�rement in�ome and �i�e �our mar�et�based assets �me to re�o�er� Furt�er� unli�e
man� in�estment produ�ts� life insuran�e �as� �alue t�pi�all� does not experien�e sudden
s�in�s in �alue� Generall�� it is a mu�� more predi�table asset� dependin� on t�e t�pe of
poli�� sele�ted� T�is �an �elp redu�e �ola�lit� ris� in �our re�rement por�olio�

Tax risk. It is impossible to predi�t t�e future of in�ome tax rates� and in�ome taxes ul�matel� 
redu�e t�e amounts �ou re�ei�e from pre�tax re�rement a��ounts� Consider t�at taxable
dollars in tradi�onal re�rement sa�in�s �e�i�les su�� as 401���s and tradi�onal IRAs are taxed
at distribu�on ���en in�ome is ta�en from t�e a��ount�� and t�e un�ertaint� of future tax
rates in�reases t�e di��ult� of plannin� for re�rement distribu�on amounts� Life insuran�e
�as� �alue� on t�e ot�er �and� �an be a��essed �it�out �urrent taxa�on ���en properl�
stru�tured�� pro�idin� �ertaint� t�at redu�es o�erall tax ris� and impro�es tax di�ersi��a�on�
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Tax di�ersi��a�on

T�e use of permanent� �as� �alue life insuran�e �an �elp di�ersif� �our re�rement por�olio
and �ed�e a�ainst ris�s in�erent in tradi�onal re�rement �e�i�les� T�e tax di�ersi��a�on
possibili�es are e�uall� bene��ial� T�in� about �our re�rement por�olio in terms of t�e IRS
Form 10�� �t�e informa�onal return t�at reports �arious t�pes of in�ome �ou re�ei�e durin�
t�e �ear�� Will t�e ma�orit� of �our re�rement assets �enerate a 10�� t�is �ear �“10��
no�”�� at some point in t�e future �“10�� later”�� or e�en be�er� not at all �“10�� ne�er”��
Pre�tax in�ome from most tax�ad�anta�ed re�rement plans� in�ludin� 401��� plans� pension
plans� tradi�onal IRAs� and ot�er re�rement sa�in�s �e�i�les su�� as non��uali�ed deferred
annui�es� �ill �enerate a 10�� to �ou in t�e future at t�e �me of �it�dra�al or distribu�on�
T�is ma�es it di��ult to plan� as future tax rates are un�ertain� and taxes �an redu�e t�e
amounts �ou ul�matel� re�ei�e� 

If most of �our re�rement assets are in t�e 10�� later �ate�or�� �onsider supplemen�n� �our
re�rement por�olio �it� assets in t�e 10�� ne�er �ate�or�� For example� usin� a�er�tax
dollars to fund a Rot� IRA �or�s to�ards t�is plannin� �oal�* Ho�e�er� not e�er�one �an
�ontribute to a Rot� IRA� E�en if �ou are able to �ontribute to a Rot� IRA� annual
�ontribu�ons are �apped at a rela��el� lo� t�res�old� As an alterna��e� eli�ibilit� for life
insuran�e is based primaril� on a�e and �ealt�� T�ere are no in�ome limits� and annual
premium �ontribu�ons are onl� limited b� t�e poli���s si�e� desi�n� and MEC limits� E�en if
�ou �annot �ontribute to a Rot� IRA� �ou ma� be able to pur��ase a permanent life insuran�e
poli��� And li�e t�e Rot� IRA� a��essin� t�e �as� in t�e poli�� is an ex�ellent �a� to �old
�ertain funds in t�e 10�� ne�er �ate�or�� ��en properl� stru�tured�

*Under �urrent IRS �uidelines� and assumes appropriate �uidelines are follo�ed to re�ei�e in�ome tax�free distribu�ons� 
Please note distribu�ons from a Rot� IRA ma� s�ll �enerate a 10��� but �it� �odin� to indi�ate t�e distribu�on is nontaxable�

Assumes no Rot� pro�ision�
Loans and �it�dra�als� if ta�en� �ill redu�e t�e deat� bene�t� Loans and �it�dra�als from life insuran�e poli�ies t�at are

1

2

�lassi�ed as modi�ed endo�ment �ontra�ts ma� be sub�e�t to tax at t�e �me t�at t�e loan or �it�dra�al is ta�en and� if ta�en
prior to a�e ���� a 10 per�ent federal tax penalt� ma� appl�� If tax�free loans are ta�en and t�e poli�� lapses� a taxable e�ent
ma� o��ur�



10�� �or�s�eet
T�e ��art belo� �an �elp determine t�e �urrent tax di�ersi��a�on of �our re�rement in�ome
assets� C�e�� t�e a��ounts �ou�ll be usin� in re�rement� t�en list t�em belo� a��ordin� to t�e
t�pe of 10�� t�e� �ould �enerate�
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T�is �or�s�eet is not all in�lusi�e of all re�rement assets� 
Under �urrent IRS �uidelines� and assumes appropriate �uidelines are follo�ed to re�ei�e in�ome tax�free distribu�ons� 

1

2

Please note some distribu�ons from t�is �ate�or� ma� s�ll �enerate a 10��� but �it� �odin� to indi�ate t�e distribu�on is
nontaxable�
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lo�er tax bra��et or� e�en be�er� elimina�n� all taxes on t�em� For example� sin�e �ou �an
�ar� t�e amount and �min� of loans ta�en� �ou ma� be able to e�e���el� mana�e �our tax
bra��et b� a��essin� assets in t�e 10�� later �ate�or� up to �but �it�out �rossin�� t�e desired
tax t�res�old� and usin� t�e life insuran�e poli�� for t�e balan�e of �our in�ome needs�
Moreo�er� �ou mi��t redu�e or eliminate taxes on �ertain in�ome or bene�ts b� a��essin� t�e
poli���s �as� �alue and ta�in� smaller or no distribu�ons from taxable re�rement assets� For
example� So�ial Se�urit� re�ipients mi��t �a�e to pa� tax on most of t�eir So�ial Se�urit�
bene�ts or on none of t�em� dependin� on t�eir ot�er taxable in�ome and par��ular
situa�on� W�ere properl� stru�tured� loans from a��essin� �as� in t�e poli�� are not sub�e�t
to in�ome tax and do not in�rease total taxable in�ome� so usin� t�em to supplement �our
in�ome needs ma� redu�e �our taxable in�ome� ��ile redu�in� or elimina�n� taxes
a�ributable to So�ial Se�urit� bene�ts a��ordin�l��*

Life insuran�e re�rement supplement report
T�is report �i��li��ts t�e posi��e impa�t of usin� t�e �as� �alue of life insuran�e as part of
tax di�ersi��a�on plannin�� T�e report illustrates �our pro�e�ted supplemental re�rement
�as� �o� from t�e poli�� in t�e “A�er�Tax Re�rement Cas� Flo�” �olumn� Furt�er� if
in�estments are tax free� �ou must �al�ulate and �no� t�e tax�e�ui�alent �ield�
Tax�e�ui�alent �ield in�orporates a �urrent tax bra��et to determine t�e rate of return
needed in taxable �e�i�les �ersus a �e�i�le� su�� as properl� stru�tured life insuran�e� t�at
allo�s in�ome tax�free a��ess to funds� T�e “Tax E�ui�alent Rate of Return” �olumn uses �our
es�mated tax bra��et in re�rement�as input b� �our �nan�ial professional�to demonstrate
su�� a �ield� In ot�er �ords� a fair �omparison of life insuran�e �as� �alues �it� pre�tax
re�rement a��ounts must in�lude a �al�ula�on of t�e impa�t of in�ome taxes on �as� ��en
�it�dra�n �and not �ust t�e in�estment�s pro�e�ted returns��
 
For example� assume Jane �ill be in a 30� �ombined state and federal in�ome tax bra��et in
re�rement� S�e �as pre�tax mone� in �er 401��� at �or� t�at is �urrentl� earnin� a �� return�
Ho�e�er� distribu�ons from t�at a��ount �ill be redu�ed b� in�ome taxes� Jane also �as a
permanent� �as� �alue life insuran�e poli��� In �er �rst �ear of re�rement� assume t�e
poli���s internal �as� �alue rate of return is 3�2�� Remember t�at properl� stru�tured poli��
loans and/or surrenders to basis are not taxable� T�is means t�at a fair �omparison of t�e life
insuran�e �as� �alues to Jane�s 401��� must in�lude a �al�ula�on of t�e tax�e�ui�alent �ield�
Based on Jane�s 30� tax bra��et� �er tax�e�ui�alent �ield in t�e life insuran�e poli�� �as�
�alue is a�tuall� 4���� ���i�� is 3�2� di�ided b� �1�30��� And in addi�on to �as� �alues� t�e
life insuran�e poli�� features a deat� bene�t t�at �ill not be redu�ed b� in�ome taxes� 

*Poli�� loans� if ta�en� redu�e t�e deat� bene�t� If t�e poli�� loan and loan interest are not repaid and t�e poli�� terminates� a taxable e�ent
ma� o��ur�

In addi�on� a��essin� poli�� �as� �alues �reates t�e possibilit� to mo�e other assets into a
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CASH

BEG YEAR

�1 1 20�000  0  0  0  0  0 �1�3�8� �4����4 �4����420�000

�2 2 40�000 8��64  0  0  0  0 �104�0� ��2��21 ��2��2120�000

�3 3 60�000 2��821  0  0  0  0 ��6�30 ��8�36� ��8�36�20�000

�4 4 80�000 43����  0  0  0  0 �34��6 �63�8�3 �63�8�320�000

�� � 100�000 62�400  0  0  0  0 �23��8 �6��3�3 �6��3�320�000

�6 6 120�000 81��86  0  0  0  0 �16��2 ��4���0 ��4���020�000

�� � 140�000 101��3�  0  0  0  0 �12�22 �80�638 �80�63820�000

�8 8 160�000 122�8��  0  0  0  0 ���08 �86�344 �86�34420�000

�� � 180�000 144�62�  0  0  0  0 �6��� ��2�08� ��2�08�20�000

60 10 200�000 16��22�  0  0  0  0 ���0� ����8�4 ����8�420�000

61 11 220�000 1�0��38  0  0  0  0 �3�66 604�280 604�28020�000

62 12 240�000 21�����  0  0  0  0 �2��3 611�246 611�24620�000

63 13 260�000 241�838  0  0  0  0 �1�60 618��40 618��4020�000

64 14 280�000 26��101  0  0  0  0 �0�82 626�688 626�68820�000

6� 1� 300�000 2���634  0  0  0  0 �0�1� 63��0�� 63��0��20�000

66 16 300�000 2�0��84 16���3  0 16���3 16���3 0�44 602�0�� 61��0�2 0

6� 1� 300�000 283�6�1 16���3  0 16���3 33��86 0�8� ��0�221 604�20� 0

68 18 300�000 2�6�221 16���3  0 16���3 �0���� 1�2� �4��016 ������� 0

6� 1� 300�000 268�4�3 16���3  0 16���3 6����2 1��3 �2��18� ����161 0

�0 20 300�000 260�43� 16���3  0 16���3 84��6� 1��6 �12��20 ����88� 0

�1 21 300�000 2�2�04� 16���3  0 16���3 101���8 1��6 4�6�23� ��8�1�3 0

�2 22 300�000 243�2�2 16���3  0 16���3 118���1 2�12 4���0�6 ��8�02� 0

�3 23 300�000 234�13� 16���3  0 16���3 13���44 2�2� 461�423 ����36� 0

�4 24 300�000 224��46 16���3  0 16���3 1�2��3� 2�3� 443�242 ��6�1�� 0

�� 2� 300�000 214�46� 16���3  0 16���3 16���30 2�46 424�483 ��4�413 0

�6 26 300�000 203��80 16���3  0 16���3 186��23 2��3 40��02� ��1��48 0

�� 2� 300�000 1�2�466 16���3  0 16���3 203��16 2��� 384��13 �88�82� 0

�8 28 300�000 180�4�1 16���3  0 16���3 220��0� 2�64 364�14� �8��0�8 0

�� 2� 300�000 16����� 16���3  0 16���3 23���02 2�6� 342�664 �80��66 0

80 30 300�000 1�4�3�4 16���3  0 16���3 2�4�8�� 2�6� 320�4�� ����3�0 0

81 31 300�000 140�0�� 16���3  0 16���3 2�1�888 2�6� 2���44� �6��333 0

82 32 300�000 12��08� 16���3  0 16���3 288�881 2�6� 2�3��16 �62���� 0

83 33 300�000 10��400 16���3  0 16���3 30��8�4 2�68 24��84� �����23 0

84 34 300�000 �2���� 16���3  0 16���3 322�86� 2�66 22��222 �48�08� 0

8� 3� 300�000 ���832 16���3  0 16���3 33��860 2�64 200�0�0 �3���10 0

86 36 300�000 ���2�6  0  0  0 33��860 2�60 1�2��0� �32��6� 0

8� 3� 300�000 �4�381  0  0  0 33��860 2��� 18��302 �2��162 0

88 38 300�000 �3�184  0  0  0 33��860 2��3 1����81 �1��641 0

8� 3� 300�000 �1�616  0  0  0 33��860 2�4� 1�0�086 �0���46 0

�0 40 300�000 6��644  0  0  0 33��860 2�44 162�16� �02�02� 0
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�1 41 300�000 6��183  0  0  0 33��860 2�38 1�3�882 4�3��42 0

�2 42 300�000 64�0�6  0  0  0 33��860 2�32 144���� 484�83� 0

�3 43 300�000 60�384  0  0  0 33��860 2�24 13��3�2 4���212 0

�4 44 300�000 �6�084  0  0  0 33��860 2�16 124��06 464��66 0

�� 4� 300�000 �1�30�  0  0  0 33��860 2�0� 113�424 4�3�284 0

�6 46 300�000 46�302  0  0  0 33��860 1��8 100���8 440�6�8 0

�� 4� 300�000 41�223  0  0  0 33��860 1�8� 86�8�0 426���0 0

�8 48 300�000 36�613  0  0  0 33��860 1�81 �1�403 411�263 0

�� 4� 300�000 33��12  0  0  0 33��860 1��� �3��42 3�3�802 0

100 �0 300�000 33��1�  0  0  0 33��860 1��� 33��1� 3�3���� 0

 
 
���� ������ ������� ���� ��� ����������� �������������� �������� ���� ������� ��������� ��� ��� ����� ������  ���� �� ��� ������ �� ������ ��� ������
������� ��� b� ���� �� ���� ��v���b�� ���� ����� ������
 
 
���� ������������ ����������� ���� b� ����������� b� �� ���� ������������
������ ����� �� ���� b���� ����������� ��� ���������� ��������� ���������� ����������� ��� ����� ��������� �����������
 
�� ��� ������ �� ������������ �� �� �� ������� ����� ����� b� ���������� ��� �������������
��� ��� E���v����� R��� �� R����� �� ���������� b���� �� ��� ���� V���� ��� ��� ��� R��� �� 35%�
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A�vantages

You must be insurable to pur��ase a ne�
life insuran�e poli�� on �our o�n life� and
insuran�e ma� not be �ost�e�e���e� �i�en
�our a�e and/or �ealt� at later points in
life
Not intended to repla�e ot�er re�rement
plannin�� poten�al �ro�t� in a
�ell�di�ersi�ed por�olio is o�en
ne�essar� to ade�uatel� pro�ide for
re�rement
Poli�� �as� �alues ta�e �me to �ro� and
ma� not ex�eed �umula��e premium
pa�ments for se�eral �ears 
Cas� �alues ma� in�rease at rates lo�er
t�an ot�er mar�et�based assets 
Failin� to understand t�e premium
stru�ture of �our �ontra�t ma� lead to a
poli�� lapse and possible tax liabilit�
Deat� bene�t is redu�ed b� an� “li�in�
bene�ts� distribu�ons in�ludin� an� loan
interest ��ar�es 

Tra�eo�s

A�ailable �as� �alues �an be a��essed
durin� �our life�me on a
tax�ad�anta�ed basis t�rou�� properl�
stru�tured loans and surrenders to
basis �it�out a 10� penalt� for 
pre���� distribu�ons� pro�ided t�e
poli�� is not a MEC 
No RMDs t�at ma� be appli�able to
ot�er re�rement �e�i�les
Cas� �alues a��umulate on a
tax�deferred basis
Minimi�es a number of ris�s in�erent in
ot�er re�rement plans ��en properl�
used as a re�rement supplement
Pro�ides tax di�ersi��a�on
opportuni�es
No in�ome p�ase�outs or �ontribu�on
limits� but to maintain tax�ad�anta�ed
a��ess to �as� �alues� poli�� premiums
s�ould be properl� spread out to a�oid
�lassif�in� t�e poli�� as a MEC 
A�ords some �reditor prote��on� ��i��
�aries b� state ��onsult a �reditor
prote��on a�orne� in �our area to
dis�uss� 
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Li�e an� plannin� strate��� t�ere are bot� ad�anta�es and tradeo�s ��en usin� �as� �alue life
insuran�e to supplement �our re�rement por�olio� Here are se�eral important �onsidera�ons
to �eep in mind�

Ad�anta�es and tradeo�s 




