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Qualified Plan Maximization
USING QUALIFIED PLAN ASSETS TO FUND A LIFE INSURANCE POLICY
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Qualified Plan Maximization
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HOW IT WORKS

First, your client takes a withdrawal from the qualified plan and pays income tax on this withdrawal. Then,
the client’s attorney drafts an ILIT, and the client makes a gift of the after-tax withdrawal to the ILIT. The ILIT
will purchase a life insurance policy on the client, or on the client and spouse. If the trust is properly set up
and administered, at the death of the clients the ILIT will receive the life insurance proceeds free of estate
and income taxes and help to create a lasting legacy for the heirs.
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CONSIDERATIONS

Annual Exclusion Gifts. An annual exclusion gift is the amount of annual gifts that each individual can
make to an unlimited number of people without federal gift tax. In 2009, this amount is $13,000 per
individual per year, indexed annually for inflation and subject to specific qualifying rules. Your clients may be
able to use their annual exclusion gifts to transfer the after-tax qualified plan withdrawal to the ILIT, free of
gift taxes. When the ILIT uses this money to purchase life insurance, the amount of money to the heirs can
be greatly increased.
Taking Withdrawals Before Age 591⁄2. Clients who have not yet reached age 591⁄2 will generally be
subject to a 10% penalty tax on withdrawals that they take. The exception to this rule is if the client takes
“substantially equal periodic payments” calculated annually based on the client’s age and the IRS’s life
expectancy tables. Distributions that qualify as substantially equal periodic payments will not be subject to the
penalty tax; however, once clients begin taking such payments, they must continue to take them every year.
Taking Withdrawals After Age 591⁄2. Clients who have reached age 591⁄2 may take withdrawals at their
discretion without penalty and have a greater degree of flexibility. How much to withdraw generally depends
on the size of the insurance need and the number of annual gift tax exclusions available to the client. Many
clients chose to withdraw enough each year to match their available annual gift exclusions and pass that
amount gift tax free to the ILIT. If there are enough annual exclusions available, the client can also increase
the gift to the trust to match the after-tax RMDs that will be applied when the client reaches age 701⁄2.
Repositioning RMDs. Clients who have already started taking RMDs may find that simply using the aftertax RMD to fund life insurance in an ILIT provides substantial leverage and can greatly increase the amount
left to their heirs.
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CASE STUDY: STEPHEN AND MARY HAINES

Stephen (67) and Mary (64) Haines have an overall estate of $10,000,000, including $1,000,000 in a traditional IRA
that is growing at 8% a year. They have many other assets that provide them enough income to live on, including
several rental properties. The Haines would like to leave the IRA intact for their three children; however, they know that
they must start taking RMDs when Stephen reaches age 701⁄2. They are also concerned about estate liquidity, and do not
want their children to have to sell the rental properties to pay estate taxes.
Their advisor, Sylvia Fowler, recommends QPlan Maximization. The Haines will take withdrawals from their IRA and use
the after-tax withdrawals to fund an ILIT. Initially, the Haines will withdraw $30,000 a year after taxes, but this amount
will increase over time to comply with the RMD rules. The ILIT will use this increasing income stream to purchase a
$3,774,697 John Hancock Protection SUL-G policy on Stephen and Mary’s lives.1 This approach not only increases the
amount left to their heirs, but also provides liquidity so that other assets do not need to be sold to pay taxes.
As seen below, the total amount left to the heirs will be $4,111,811, nearly 10 times more than without planning.
EFFECTS OF PLANNING
DO NOTHING
Qualified Plan Value in Year 25*

WITH PLANNING

$2,019,800

$1,636,475

$0

$3,774,697

$1,110,890
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Income Taxes on Qualified Plan

$492,831
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Net to Heirs

$416,079

$4,111,811

Life Insurance Proceeds
Estate Taxes on Qualified Plan

* Joint Life Expectancy based on IRS Table VI.
This data shown is taken from an illustration. It assumes a hypothetical rate of return and is not a presentation of expected future
results. Unless indicated otherwise, these values are not guaranteed.

SUMMARY

Many successful clients find that once they’ve reached retirement their needs and concerns change. They
find they have more than enough assets to live on, and are more concerned about making sure their
heirs receive as large a legacy as possible. For these clients, QPlan Maximization can help reduce estate
taxes, reduce IRD taxes and leverage withdrawals to create a lasting legacy for their heirs.

For more information, please contact your local John Hancock Representative or call the Advanced
Markets Group at 888-266-7498, option 3.
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This material does not constitute tax, legal or accounting advice, and neither John Hancock nor any of its agents, employees or registered
representatives are in the business of offering such advice. It cannot be used by any taxpayer for the purpose of avoiding any IRS penalty. It
was written to support the marketing of the transactions or topics it addresses. Anyone interested in these transactions or topics should seek
advice based on his or her particular circumstances from independent professional advisors.
1. Based on Male, Non Smoker Preferred age 67, and Female, Non Smoker Preferred age 64.

Guaranteed product features are dependent upon minimum premium requirements and the claims-paying ability of the issuer.
Insurance policies and/or associated riders and features may not be available in all states.
Insurance products are issued by: John Hancock Life Insurance Company (U.S.A.), Boston, MA 02116 (not licensed in New York) and John Hancock
Life Insurance Company of New York, Valhalla, NY 10595.
© 2009 John Hancock. All rights reserved.
IM1350

01/09

MLINY0205077502
INSURANCE PRODUCTS:
Not FDIC Insured

Not Bank Guaranteed

Not a Deposit

Not Insured by Any Government Agency

May Lose Value

