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OVERVIEW 

The primary reason for buying life insurance is for death 
benefit protection.1 It can also play an important role in 
retirement by adding tax benefits, diversification to minimize 
risk, income tax control and important protection elements to 
retirement planning. These strategies should be carefully 
considered while planning for retirement or in retirement. 
 
 

TAX BENEFITS 

While people are aware of costs during retirement, such as 
housing and health care, they often overlook the fact that 
taxes have the potential to have the greatest impact. For 
example, someone receiving a $100,000 annual retirement 
income for 25 years would lose $375,000 to taxes, assuming 
only a 15% income tax rate. Such losses can be detrimental to 
a secure retirement. 
 
A cash value life insurance policy can help minimize the tax 
loss. Any earnings growth within a policy accumulates tax 
deferred. Investment transfers within a policy can be made tax 
free and can offer income-tax-free access to cash value, 
following specific guidelines.  Upon death, the money passes 
to heirs income-tax-free. 
 
 

DIVERSIFICATION TO MINIMIZE RISK 

Diversification is commonly recognized as a key principle to 
minimize risk. This principle holds true for retirement income 
planning as well.   
 
Specifically, there are several risk factors against which to 
employ diversification principles: 
 

• Inflation risk — the risk of rising prices 
 

• Longevity risk — the risk of outliving your money 
 

• Tax loss risk — the risk of taxes decreasing your income 
 
Addressing diversification from all of these aspects can help 
stabilize your retirement income and help secure your 
retirement lifestyle. 
 
 

 

 

 

 

 

TAX CONTROL 

In addition, a cash value life insurance plan is a valuable 
retirement planning tool because it offers a high level of control 
for the owner. That is, unlike most retirement accounts, when 
properly structured, money can be withdrawn without penalty 
before age 59½,* and there are no required minimum 
distributions (RMDs) after age 73. 
 

 
 

 

 

 

 

 

 

 

 

 

 

1A death benefit goal must be the clear primary purpose, with a secondary plan to 
access potential future cash values. Clients should understand risks that affect the 
policy’s future potential income as well as potential lapse risk and negative tax 
consequences. This solution is appropriate for high liquid net worth, healthy 
clients who have maximized contributions to qualified plans and other savings, 
and allowing sufficient time to build up the cash value before accessing it to 
ensure the policy remains healthy and does not result in premature lapse. As this 
is supplemental income, the intended goal being supplemented (retirement, 
education, etc.) should be funded and on track for success without the addition of 
the life insurance withdrawals. Clients may need to modify their insurance 
supplemental income plan to avoid premature policy lapse. 

Capitas Financial, Inc. (Capitas) provides life insurance marketing support and case 
management services to Merrill. Capitas is not an affiliate of Bank of America 
Corporation. 

The information cannot be relied upon for the avoidance of taxes and or IRS 
penalties. This material is not intended to provide tax, accounting or legal advice. 
As with all matters of tax or legal planning your client should consult their tax or 
legal counsel before implementing any financial, tax, or estate planning strategy. 

This material is being provided for informational or educational purposes only and 
does not take into account the investment objectives or financial situation of any 
clients or prospective clients. The information is not intended as investment 
advice and is not a recommendation about managing or investing a client's 
retirement savings. Clients seeking information regarding their particular 
investment needs should contact a financial professional.  

 

 

 

Cash Value life insurance 

           Roth IRA 

                      Muni Bonds 

                                 Stocks / stock funds 

                                            Bonds / bond funds  

                                                       Immediate annuities 

                                                                  Deferred /living benefits annuities 

                                                                              Deferred compensation  
                                                                                   arrangements 

                                                                                              IRAs/401(k)s, 403(b)s,  
                                                                                                  Defined benefit plans  
 

Low/no tax High/Full Tax 
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Guarantees are based on the claims-paying ability of the issuing insurance 
company and do not apply to the underlying investment options. They are not 
obligations of, nor backed by, the broker/dealer and/or insurance agency selling 
the policy, nor by any of their affiliates, and none of them makes any 
representations or guarantees regarding the claims-paying ability of the issuing 
insurance company.  

Investing involves risk including possible loss of principal. Information is current 
as of the date of this material.  

Any opinions expressed herein are from a third party and are given in good faith, 
are subject to change without notice, and are considered correct as of the stated 
date of their issue.  

This material does not take into account a client’s particular investment 
objectives, financial situations, or needs and is not intended as a 
recommendation, offer or solicitation for the purchase or sale of any security or 
investment strategy. 


