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Premiums are Tax-Deductible: All plan contributions, including 
the portion allocated to life insurance premiums, are income 
tax-deductible. 
 
Example: Assume the client resides in a state where the 
combined federal and state income tax is 42% and life 
insurance premium is $100,000. 
 

Owning the life insurance outside the pension plan: 
One must earn this amount:     $172,413 
Pay tax at 42%:           (72,413) 
Amount Remaining to Pay Premium:    $100,000 

Owning the policy inside the pension plan: 
Premium payment:        $100,000 
Tax Savings (Deduction):          (42,000) 
Net Cost:            $58,000 
$58,000/172,413 = 33.6% 
 
In other words, it costs one-third the amount to buy the policy 
INSIDE the pension plan or $114,413 less than the cost to 
own it outside the plan when you take into consideration the 
tax aspects! 
 
Your client probably has better things to do with the 
$114,413, don’t you think? 
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PolicyÊProceedsÊPassÊIncomeÊTax-FreeÊtoÊtheÊBeneficiary: 
LifeÊinsuranceÊproceedsÊpassÊtoÊaÊbeneficiaryÊincomeÊtax-freeÊtoÊ
theÊextentÊtheyÊexceedÊtheÊpolicy’sÊcashÊsurrenderÊvalueÊ(IRCÊ101). 
 
PolicyÊProceedsÊPassÊEstateÊTax-FreeÊwhenÊPaidÊtoÊSpouse: 
SinceÊERTAÊ’80ÊnoÊestateÊtaxÊisÊdueÊwhenÊpaidÊtoÊaÊspouseÊdueÊtoÊ
theÊunlimitedÊmaritalÊdeduc on. 
 
PlanÊSelf-Comple ng:ÊIfÊoneÊdiesÊbeforeÊre rement,ÊtheÊlife 
insuranceÊpolicyÊwillÊprovideÊall,ÊorÊsubstan allyÊall,ÊtheÊmoniesÊ
thatÊwouldÊhaveÊbeenÊavailableÊatÊre rement. 
 
Ra ngsÊareÊDeduc ble:ÊTheÊra ngsÊapplied,ÊifÊany,ÊbecomeÊtaxÊ
deduc bleÊasÊaÊnormalÊpartÊofÊtheÊpremium. 
 
LargerÊDeduc on:ÊTheÊlifeÊinsuranceÊisÊanÊancillary,ÊorÊextra 
benefit,ÊandÊhasÊtheÊeffectÊofÊcrea ngÊaddi onalÊtax-deduc bleÊ
contribu ons.ÊYourÊclientÊhasÊlifeÊinsurance,ÊwhyÊnotÊaddÊitÊtoÊtheÊ
planÊandÊcreateÊanÊaddi onalÊdeduc on? 
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AssetÊProtec on:ÊTheÊassetsÊinÊanÊERISAÊplanÊareÊprotectedÊfromÊ
theÊclaimsÊofÊjudgmentÊcreditors.ÊThisÊextendsÊtoÊtheÊlifeÊinsuranceÊ
policy. 
 
ReducesÊPersonalÊExpenses:ÊTheÊpensionÊplanÊpaysÊtheÊpremium,Ê
theÊpar cipantÊsavesÊtheÊexpense,ÊasÊitÊrelievesÊthemÊfromÊtheÊ
burdenÊofÊpurchasingÊpersonalÊinsuranceÊcoverage. 
 
LapseÊAvoidance:ÊTheÊplanÊassetsÊandÊcontribu onsÊareÊusedÊtoÊ
payÊtheÊpremium. 
 
FringeÊBenefit:ÊEmployeeÊpar cipantsÊactuallyÊgetÊtwoÊbenefits:Ê
theÊre rementÊbenefitÊandÊtheÊlifeÊinsuranceÊbenefit. 
 
AffordabilityÊa erÊRe rement:ÊTheÊpar cipantÊcanÊtakeÊtheÊpolicyÊ
withÊthemÊatÊre rement.ÊThisÊpolicy,ÊhavingÊbeenÊissuedÊatÊaÊ
youngerÊage,ÊwillÊhaveÊaÊlowerÊcostÊthanÊaÊcurrentlyÊissuedÊpolicy.Ê
TheÊrateÊclassifica onÊatÊissueÊwillÊbeÊpreservedÊallowingÊtheÊpolicyÊ
toÊbeÊmaintainedÊatÊmoreÊfavorableÊpricesÊifÊtheÊpar cipantÊhasÊ
sinceÊsufferedÊaÊhealthÊdecline. 
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QualifiedÊPlanÊExitÊStrategies 
 

WhatÊhappensÊifÊyouÊneedÊtoÊremoveÊtheÊlifeÊinsuranceÊfrom 
theÊplan?ÊThereÊareÊseveralÊop ons: 
 
· TakeÊaÊTaxableÊDistribu on 
TheÊlifeÊinsuranceÊpolicyÊisÊdistributedÊtoÊtheÊpar cipantÊ(you) 
directlyÊfromÊtheÊpensionÊplanÊandÊyouÊcon nueÊtoÊmaintain 
theÊpolicyÊonÊaÊnon-qualifiedÊbasis.ÊAtÊtheÊ meÊofÊthe 
distribu onÊincomeÊtaxÊisÊdueÊonÊtheÊfairÊmarketÊvalueÊofÊthe 
policyÊlessÊtheÊaccumulatedÊoneÊyearÊtermÊ(P.S.Ê58)Êcosts. 
 
· PurchaseÊtheÊPolicy 
TheÊlifeÊinsuranceÊpolicyÊisÊpurchasedÊforÊitsÊfairÊmarketÊvalue. 
TheÊassetsÊofÊtheÊplanÊareÊnotÊdepleted;ÊtheÊinsuranceÊis 
maintainedÊoutsideÊofÊtheÊplanÊunchanged.ÊThisÊpurchaseÊis 
notÊaÊtaxableÊevent. 
 
· ExchangeÊtheÊPolicy 
SeveralÊcarriersÊhaveÊanÊexchangeÊop onÊfeatureÊallowingÊtheÊ
policyÊinsideÊtheÊplanÊtoÊbeÊexchangedÊforÊaÊnewÊpolicy 
outsideÊtheÊplan.ÊYourÊinsurabilityÊwillÊremainÊtheÊsameÊas 
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· TransferÊtoÊInsuranceÊTrustÊ(ILIT) 

AnÊirrevocableÊlifeÊinsuranceÊtrustÊisÊcreated.ÊTheÊtrust 
purchasesÊtheÊpolicyÊfromÊtheÊpensionÊplan.ÊTheÊdollarsÊusedÊtoÊ
purchaseÊtheÊpolicyÊrollÊoverÊtoÊyourÊIRAÊwhileÊtheÊpolicyÊitselfÊ
transfersÊtoÊtheÊinsuranceÊtrust.ÊProperlyÊstructuredÊtheÊpolicyÊ
proceedsÊwillÊbeÊincomeÊandÊestateÊtaxÊfree. 

· SurrenderÊtheÊPolicy 

IfÊyouÊnoÊlongerÊneedÊorÊdesireÊlifeÊinsuranceÊprotec on,ÊyouÊ
mayÊsurrenderÊtheÊlifeÊinsuranceÊcontractÊandÊretainÊtheÊcashÊ
surrenderÊvaluesÊinsideÊyourÊre rementÊaccount. 
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