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After maximizing your qualified plan contributions, a 
life insurance policy can provide income tax-free 
proceeds to your beneficiaries while complementing 
your existing retirement strategy. 

 

 

 

If you’ve caught yourself wondering whether or not you will have enough income at retirement to continue your current 
standard of living, you are not alone. Having enough retirement income is one of the leading concerns facing Americans 
today.  

In preparation for retirement, you must first establish your retirement income needs and identify the income level your 
family would require in your absence. Your next step is to determine the appropriate vehicles for providing that financial 
security in the most tax efficient manner. There are a number of available options and the chart below outlines their 
general contribution, accumulation and distribution tax characteristics: 

 Annual Limits on 
Contributions 

Tax-Deferred 
Accumulation 

Tax-Preferred 
Distribution 

Income Tax-Free 
Death Benefits 

Long-Term 
Care Provisions 

Traditional IRA Yes Yes No No No 

Roth IRA Yes Yes Yes No No 

Qualified Plan Yes Yes No No No 

CD No No No No No 

Mutual Fund No No No No No 

Municipal Bond  No Yes Yes No No 

Deferred Annuity No Yes No No Yes 

Life Insurance No Yes Yes Yes Yes 

 

Qualified plans, such as 401(k)s, are an excellent way to save for retirement, but are only available if your employer 
offers one. If offered, there is a ceiling to employee contributions to a 401(k), which may not meet your full savings 
needs. IRAs and Roth IRAs both offer additional qualified savings opportunities, but they are also subject to contribution 
limitations. Additionally, in order to contribute to a Roth IRA you must meet income limits.  

After maximizing your qualified plan contributions, a life insurance policy can provide income tax-free proceeds to your 
beneficiaries while complementing your existing retirement strategy. Life insurance can provide a stream of income for 
you during retirement through tax-advantaged distributions1 from the policy’s account value. 
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LET’S LOOK AT AN EXAMPLE: 

John Jones (age 45, non-smoker preferred) is worried about protecting his family. He wants to make sure that Joan, his 
wife, has enough money to take care of their two sons should anything happen to him and would like to save more 
money for retirement. He participates in his employer-sponsored 401(k) plan, contributing the maximum amount, but is 
afraid that it won’t meet their future retirement income needs. John’s Baird Financial Advisor recommends purchasing a 
life insurance policy to provide death benefit protection and supplemental retirement income. 

John would like the policy premium to be $25,000, so his Financial Advisor recommends a policy with a face amount of 
$545,000 to ensure that the policy will not be a Modified Endowment Contract (MEC2). John’s Financial Advisor shows 
him how the policy might perform, assuming a gross hypothetical growth rate of 7% (6.26% net) and current charges 
and expenses. 

   0% Interest  

Maximum Charges 

6.26% Net Interest  

Current Charges 

Year Premium Withdrawals 
and Loans 

Net Cash 
Value 

Net Death 
Benefit 

Net Cash 
Value 

Net Death 
Benefit 

1 $25,000 $0 $9,827 $541,979 $12,117 $544,269 

5 $25,000 $0 $91,595 $623,230 $122,366 $654,002 

10 $25,000 $0 $194,959 $716,784 $312,805 $834,630 

15 $25,000 $0 $281,437 $803,262 $561,744 $1,083,569 

20 $25,000 $0 $351,175 $873,000 $893,991 $1,415,816 

25 $0 $85,781 $0 $0 $683,003 $986,911 

30 $0 $85,781 $0 $0 $399,179 $523,149 

 

As the above chart indicates, life insurance can provide much needed death benefit protection for John’s family during 
his working years. Furthermore, John will be able to access the potential policy cash value via tax-favored distributions2 
to help supplement his retirement income. 

For additional information, please contact your Baird Financial Advisor. 

 

The data in the example shown is taken from an illustration, the purpose of which is to show how the performance of the life 
insurance policy could affect the cash value and death benefit. It assumes a hypothetical rate of return and/or current interest 
crediting rate and may not be used to project or predict results. Unless indicated otherwise, these values are not guaranteed. At 0% 
and with gross maximum charges, the policy will lapse in year 24. 
1Via policy loans and/or withdrawals. Assumes the life insurance policy is properly structured, is not a Modified Endowment Contract 
(MEC) and distributions are made up to the cost basis with loans thereafter. Should the policy lapse or be surrendered prior to the 
death of the insured, there may be tax consequences. Loans and withdrawals will decrease the cash value and death benefit. In 
times of poor economic conditions, loans and withdrawals may cause the policy to lapse or the policy holder may be required to 
contribute additional premium to keep the policy inforce. 
2The federal tax law definition of "life insurance" limits your ability to pay certain high levels of premiums. In addition, if your 
cumulative premium payments exceed certain amounts specified under the Internal Revenue Code, your policy will become a 
Modified Endowment Contract (MEC). If your policy is a MEC, the tax treatment of any death benefit provided under the contract will 
still qualify for income tax free treatment but you may be subject to additional taxes and penalties on any distributions from your 
policy during the life of the insured. 


