Defusing the

Tax Time Bomb

Wealth Transfer Strategies Using Qualified Funds

It is estimated that the Baby Boomers will pass more than
$40 trillion in accumulated assets to their heirs by the year
2052.
Right now, $7 trillion of those dollars are accumulating tax-deferred in qualified accounts
like IRAs and 401(k)s. Chances are, you own a share of that significant total. Many
people never plan to use their qualified assets as income. They are drawing income from
other sources, like a pension or Social Security, and would rather continue to defer taxes
on their qualified money and let it accumulate for as long as possible.
What you need to understand is that tax-deferred does not mean tax-free.
Whether you take voluntary withdrawals, or you’re forced to take Required Minimum
Distributions starting at age 70 ½, or your beneficiaries pay the taxes when the money
transfers to them; one way or another, the government is going to collect tax revenues
from that money.
So how can you ensure that you’re not simply growing a larger tax burden for
your children by letting these qualified assets accumulate?
This report will describe three wealth transfer strategies designed specifically to allow
you to pass the full value of your qualified assets to your beneficiaries, while eliminating
their tax burden.
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Wealth Transfer Strategy #1: Offsetting Income Taxes
Scenario: You have a significant amount of money in an IRA. You are taking RMDs,
but he don’t need the money for income. You would like to leave the balance of your
IRA to your beneficiaries, but are concerned about leaving behind a large tax burden as
well. In this concept, if you use a portion of the unwanted RMDs to fund a life insurance
policy that will help off-set the income taxes your beneficiaries will owe when the IRA is
transferred to them.
Assumptions:
•

Married couple

•

Both age 70

•

$1 million IRA in the husband’s name

•

6% growth rate on the IRA

•

28% tax rate for you and your heirs

•

No withdrawals other than RMDs

Step 1: Determine the projected value of the IRA at a point in the future when you
expect to transfer the IRA value to your heirs.
Basically you’re determining your life expectancy here, which can be done in a number
of ways. You can use a free calculator like the one at www.livingto100.com, which
takes into account lifestyle factors, nutrition, body type and medical factors to predict life
expectancy. Or you can just select an age like 80, 85 or 90 for illustrative purposes.
In this case, let’s say your life expectancy is 80. You will illustrate the IRA value at age 80
(taking into account the 6% growth rate and the RMDs) to be $1,154,424.
Step 2: Estimate the income tax the beneficiary will owe if the IRA is inherited as a lump
sum when you turn 80.

Continued On Next Page . . .
2

If the beneficiary inherits the IRA as a lump sum, income taxes will be assessed on the
entire amount. To figure out the taxes they’ll owe, just take the estimated value of the
annuity at the time of transfer and multiply it by the beneficiary’s income tax rate.
Est. Value (age 80)
$1,154,424

Estimated Tax Rate
X

28%

Taxes Owed by Beneficiary
=

$323,239

Step 3: Offset tax liability with life insurance.
Use a portion of your unwanted RMDs to fund a life insurance policy with a face amount
equal to the beneficiary’s expected tax liability—in this case $323,239.
If you are single you might want to go with North American’s Custom Guarantee,
which offers the performance and flexibility of universal life insurance combined with the
solid guarantees associated with whole life.
See an illustration for this case using Custom Guarantee
Married couples might opt for North American’s Survivorship GIUL, which would pay
the death benefit to the designated beneficiary upon the second insured’s death.
See and illustration for this case using Survivorship GIUL
Result:
•

Beneficiary receives $1,154,424 inheritance from the IRA.

•

Beneficiary receives $323,239 life insurance death benefit, which is used to pay the
tax liability owed on the IRA.

•

The asset transfers, essentially, with no tax liability for the beneficiary.

•

And the life insurance didn’t cost you anything “out-of-pocket” because you simply
leveraged the RMDs you were taking anyway. Rather than putting them in the bank,
you simply committed a portion of them to paying your life insurance premiums.
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Wealth Transfer Strategy #2: Eliminating Income Taxes
Scenario: You have a significant amount of money in an IRA. You are taking RMDs, but
he don’t need them for income. You would like to leave the IRA to your beneficiaries, but
you are concerned about leaving them a large tax burden as well. In this concept, you
take the unwanted RMDs and use them to fund a life insurance policy that will transfer
to the beneficiary tax free. Then you name a charity of your choice as the beneficiary of
your IRA.
Assumptions:
•

Married couple

•

Both age 70

•

$1 million IRA in the husband’s name

•

6% growth rate on the IRA

•

28% tax rate for you and your heirs

•

No withdrawals other than RMDs

Step 1: Determine the projected value of the IRA at a point in the future when you
expect to transfer the IRA value to your heirs.
Once again, you’re basically determining life expectancy here. Refer to Page 2 for tips
on how to do this. In this case, let’s say your life expectancy is 80. You will illustrate
the IRA value at age 80 (taking into account the 6% growth rate and the RMDs) to be
$1,154,424.
Step 2: Replace IRA inheritance with a life insurance policy.
You will use all or part of your RMDs to purchase a life insurance policy, naming a loved
one as the beneficiary, with a face amount equal to the projected value of the IRA at age
80: $1,154,424.
The life insurance death benefit will pass to the beneficiary income-tax free.
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If you are single, you might want to go with North American’s Custom Guarantee,
which offers the performance and flexibility of universal life insurance combined with the
solid guarantees associated with whole life.
See an illustration for this case using Custom Guarantee
Married couples might opt for North American’s Survivorship GIUL, which would pay the
death benefit to the designated beneficiary upon the second insured’s death.
See an illustration for this case using Survivorship GIUL
NACOLAH Custome Guarantee

NACOLAH Survivorship GIUL

Year

Age

RMD Amount

Premium

Age

Premium

1

70

$36,497

$39,549

70

$21,899

5

75

$47,857

$39,549

75

$21,899

10

80

$61,530

$39,549

80

$21,899

15

85

$76,866

$39,549

85

$21,899

20

90

$90,406

$39,549

90

$21,899

25

95

$95,482

$39,549

95

$21,899

30

100

$85,763

$39,549

100

$21,899

Step 3: Name a charity as beneficiary of the IRA.
You will then name a charity of your choice as the beneficiary of the IRA. Charities are
exempt from paying income taxes, so this essentially eliminates the tax obligation that
would normally exist on the IRA.
By giving the IRA away as a charitable gift, it’s possible that you could also reduce the
overall value of your estate and consequently reduce any applicable estate taxes.
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Result:
•

Beneficiary receives $1,154,424 tax-free death benefit

•

IRA transfers to your favorite charity, also tax-free

•

You reduce the value of your overall estate

•

And the life insurance didn’t cost you anything “out-of-pocket” because you simply
leveraged the RMDS you were taking anyway. Rather than putting them in the bank,
you simply committed a portion of them to paying your life insurance premiums.
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Wealth Transfer Strategy #3: Creating Multi-Generational
Wealth
Scenario: You have a significant amount of money in an IRA. You are taking RMDs,
but he don’t need the money for income. You would like to leave the IRA to your
beneficiaries, but you want to make sure you are maximizing the potential payout not
only your children receive, but also your grandchildren. In this concept you execute a
“Stretch IRA” and use the unwanted RMDs to fund a survivorship life insurance policy,
naming your children as the beneficiaries.
Assumptions:
•

Married couple

•

Both age 70

•

$1 million IRA in the husband’s name

•

6% growth rate on the IRA

•

28% tax rate for you and your heirs

•

No withdrawals other than RMDs

Standard IRA Distribution Plan
Here is the way most IRA distribution plans work. The spouse is designated as the
primary beneficiary. So when the IRA owner dies the spouse does an IRA rollover into
his or her own account, continuing the tax deferral and taking the RMDs. Typically, the
children then become the beneficiaries.
When the children eventually inherit the IRA, the number of years they can defer the
taxes is based on their age at the time of inheritance. If the children pass away before
the end of their maximum deferral period, their beneficiaries—typically the grandchildren
of the original IRA owner—inherit the balance of the funds and the balance of the
deceased child’s deferral period.
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For example, if the child had a maximum deferral period of 25 years and they die 20
years in, their beneficiary will only be able to defer taxes for the remaining five years.
Figure 1: Standard IRA Distribution

Multi-Generation IRA Distribution Plan
By making some simple changes to your IRA beneficiary designations, you would be
able to base the maximum deferral period on your grandchildren’s life expectancy,
rather than your children’s, dramatically increasing the years of tax deferral and the total
benefit.
Figure 2: Multi-Generation IRA Distribution
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Step 1: Determine the projected value of the IRA at a point in the future when the
surviving spouse expects to transfer the IRA to his or her grandchildren.
Once again, you’re basically determining life expectancy here. Refer to Page 2 for tips
on how to do this. In this case, let’s say your life expectancy is 85. You will illustrate
the IRA value at age 85 (taking into account the 6% growth rate and the RMDs) to be
$1,124,385.
Step 2: Replace IRA inheritance with a life insurance policy
You use all or part of your RMDs to purchase a survivorship or “second-to-die” life
insurance policy, naming a loved one as beneficiary with a face amount equal to the
projected value of the IRA at age 85: $1,124,385.
Now, instead of receiving the balance of the IRA, which your beneficiary would have had
to pay income taxes on, the beneficiary receives a life insurance death benefit that is
income-tax free.
See an illustration for this case using Survivorship GIUL
Step 3: Change the designated beneficiary on the IRA from the children to the
grandchildren
Remember, while both spouses are still alive, the beneficiary remains the spouse. It is
only after the IRA has transferred from the IRA owner to the surviving spouse that the
grandchildren become the beneficiaries.
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Results:
By doing the Stretch IRA distribution, you can actually increase the projected distribution
on your $1 million IRA from $3,710,145 to $12,263,120!

By taking advantage of one of these three strategies, you’re leveraging an asset you
weren’t imminently using, helping you achieve a tax-efficient transfer of your assets, and
helping alleviate the tax burden on your beneficiaries.
This should go without saying, but with these strategies it is critically important to get
your spouse and children involved so they have a clear understanding of your goals for
the money and the solution you’re putting in place to make sure that goal is being met.
Call Mature Health Center with your next wealth transfer case and we’ll run an
illustration for you using one of North American’s universal life products.
Mature Health Center

1-866-800-5566

Mature
Health
Center

10

SH
DO NOT PU
ON!
T
T
U
B
S
I
H
T

The information contained in this paper is general in nature and should not be used in any actual
transaction without the advice and guidance of a professional Tax Adviser who is familiar with
all the relevant facts. Furthermore, the information contained herein may not be applicable to or
suitable for the individual’s specific circumstances or needs and may require consideration of
other matters.
All examples are hypothetical and intended for illustration purposes only. These assumptions are
not guaranteed; the use of alternate premium and rate assumptions could produce significantly
different results. The premiums and values indicated are not valid unless a complete illustration
provided by the issuing company is made available that complies with the requirements of the
state in which this advertisement is presented.

