


The Insurance Investor

A Quick Word Before We Begin
Everything in this book is meant to educate and inform — not to replace the advice 
of a licensed financial advisor, tax professional, or attorney. Insurance products, tax 
laws, and investment rules vary by state and by individual situation. What works 
beautifully for one person may not be the right fit for another.

So please use this book the way it was intended: as a foundation of knowledge that 
helps you ask better questions, spot better opportunities, and make more confident 
decisions. Then bring those questions to a qualified professional who knows your 
full picture.

Past results with any investment or insurance product don’t guarantee what 
happens next. The author and publisher can’t promise outcomes — only that the 
information here is presented honestly and to the best of our knowledge.

Now, with that out of the way — let’s get into it.
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Foreword
Here’s something most people don’t know: some of the smartest financial moves 
available to everyday Americans are hiding inside the insurance industry.

Not in stocks. Not in real estate. Not in some app promising overnight returns. In 
insurance.

I know — that’s probably not what you expected to read. When most people think 
about insurance, they think about premiums, claims, and hoping they never have to 
use it. They think of it as a necessary expense, not a financial opportunity.

But after years studying the intersection of insurance and personal finance, I can 
tell you with confidence: that perspective is costing people a fortune.

When used the right way, permanent life insurance and annuity contracts offer a 
combination of benefits that nothing else in the financial world can match — tax-
advantaged growth, protection from market swings, guaranteed lifetime income, 
and powerful estate planning tools. These aren’t loopholes or tricks. They’re written 
right into the U.S. tax code, and the financially savvy have been using them quietly 
for decades.

This book was born out of frustration. I kept watching people diligently max out 
their 401(k)s, invest in index funds, and build savings accounts — doing all the “right 
things” — while completely missing an entire dimension of wealth-building that 
could have made a real difference.

My goal here is simple: to hand you that missing piece.

Whether you’re just starting out, in the middle of your career, or already thinking 
hard about retirement — this book will show you how to make insurance work 
harder for you. Not by getting rich quick. By building wealth smarter, protecting 
what you’ve already built, and making sure you never outlive your money.

These aren’t theories. They’re strategies that real financial professionals use in their 
own planning — and now I’m putting that same knowledge in your hands.

Read this with an open mind. Some of it may surprise you. Some of it may even feel 
counterintuitive at first. But if you apply even a fraction of what’s in these pages, 
your financial future will look very different — and much brighter.

Let’s get started.
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Introduction: The Hidden Wealth Engine 
Nobody Talks About
Let me tell you about two people. We’ll call them Alex and Jordan.

They’re both 35. Same income, same commitment to saving, same monthly 
investment amount, same financial planner. On paper, they look identical.

But there’s one difference. Alex puts everything into a diversified stock portfolio. 
Jordan splits that same money — part into stocks, part into a permanent life 
insurance policy with a cash value component, designed specifically for tax 
efficiency.

Fast forward thirty years. Alex has a solid nest egg. Jordan has significantly more 
usable retirement income — not because Jordan earned more, or saved more, or 
took on more risk. Jordan just used the insurance industry as a financial tool 
alongside traditional investments.

What did Jordan know that Alex didn’t? That’s exactly what this book is going to 
show you.

Insurance Companies Are Investment Companies
Here’s a perspective shift that changes everything: insurance companies don’t just 
hold your money in a safe. They invest it — aggressively and professionally — in 
bonds, real estate, stocks, and private equity.

When you pay a premium, that money goes to work generating returns that allow 
the insurer to pay future claims and still profit. What most people miss is that 
certain insurance products let you participate in those same investment activities 
— inside a wrapper that comes with extraordinary tax advantages, downside 
protection, and contractual guarantees that no brokerage account can offer.

The three main vehicles through which insurance creates retirement wealth are:

• Permanent life insurance with cash value (Whole Life, Universal Life, Variable 
Universal Life, and Indexed Universal Life)

• Annuity contracts (Fixed, Variable, and Fixed-Indexed Annuities)
• Tax-advantaged retirement insurance products like certain 403(b) plans

Why Nobody Told You About This
Fair question. Here’s the honest answer.
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First, insurance products are complex. It’s a lot easier to write a blog post saying 
“buy term and invest the rest” than to explain the scenarios where permanent life 
insurance genuinely outperforms that advice.

Second, the industry has a commission problem. Some products have been sold to 
people who didn’t need them, which created (justified) skepticism. Sadly, that 
skepticism has led many people to throw out genuinely valuable tools along with 
the genuinely bad ones.

Third, the tax advantages are basically invisible unless you understand the tax code. 
And most people don’t — which is exactly why this book exists.

Who This Book Is For
This book is for you if:

• You’re a working professional between 25 and 55 building toward retirement
• You own a business and want tax-efficient ways to build wealth
• You’re approaching retirement and want to understand guaranteed income 

options
• You’re a financial professional wanting to better communicate insurance’s 

value to clients
• You’ve been told to “just invest in index funds” but sense there’s more to the 

story
You don’t need a finance degree. Complex ideas are explained in plain language 
with real examples. But I won’t dumb things down either — you deserve to actually 
understand the strategies, not just follow orders.

How to Use This Book
The book is organized into four parts. Part One explains how insurance products 
work financially. Part Two compares them directly to stocks, savings accounts, and 
other investments. Part Three dives into the remarkable tax advantages. Part Four 
helps you build your own personalized retirement strategy.

If you’re new to all of this, read it in order. If you already know the basics, feel free 
to jump to the sections most relevant to where you are right now. Each chapter 
wraps up with key takeaways and action steps you can use immediately.

Ready? Let’s start at the beginning.
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PART ONE

Understanding the Insurance–Finance Connection
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Chapter 1: The Financial Anatomy of Insurance 
Products
Before you can use insurance as a financial tool, you need to understand what’s 
actually happening under the hood. Most people interact with insurance only at the 
surface — they have a policy, they pay premiums, and something happens if they 
die or get sick. But what happens to that premium money between when you pay it 
and when a claim gets paid?

That’s where the real story begins.

How Insurance Companies Actually Make Money
Insurance companies run on a fascinating economic model called the law of large 
numbers. Here’s the idea: while no one can predict when any individual will die or 
have an accident, the aggregate experience of a large group is highly predictable. 
Actuaries can calculate, with remarkable precision, how many people in a pool of 
thousands will die in a given year.

So your premium goes into a pool with everyone else’s. The insurance company 
prices those premiums to collect more than they expect to pay out — the difference 
covers operating costs and generates profit.

But here’s the part most people don’t know: insurance companies don’t let those 
premium dollars sit in a bank account. They invest them. Aggressively and 
professionally. In bonds, real estate, stocks, private equity — a whole universe of 
assets. The investment income they generate is so significant that many insurers 
could actually charge lower premiums and still be profitable.

That investment engine is exactly what makes certain insurance products so 
powerful as financial vehicles for you.

The Two Types of Life Insurance
Life insurance splits cleanly into two categories, and this distinction is fundamental 
to everything in this book.

Term Life Insurance
Term life is pure insurance — the simplest kind. You pay a premium for a set period, 
and if you die during that time, your beneficiaries get the death benefit. If you don’t 
die during the term, the policy expires with no value.
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It’s inexpensive, transparent, and straightforward. A healthy 35-year-old can 
typically get $500,000 of coverage for 20 years at a remarkably low premium. No 
investment component, no cash value, no complexity. It does one thing: provide a 
death benefit.

Term insurance isn’t what most of this book is about — though we’ll reference it 
when comparing strategies.

Permanent Life Insurance
Permanent life insurance covers you for your entire life — not just a term. And it 
builds what’s called “cash value” — essentially a savings or investment component 
that grows inside the policy over time.

There are four main types, each with distinct financial characteristics:

Whole Life Insurance: The most traditional kind. Fixed premiums, guaranteed death 
benefit, and cash value that grows at a guaranteed rate. Some policies also pay 
dividends, which can boost cash value further. This is the most conservative of the 
four options.

Universal Life Insurance (UL): More flexible. You can adjust premiums within 
certain limits, and cash value earns interest based on current market rates (with a 
guaranteed minimum floor). Great for people whose income fluctuates.

Variable Universal Life (VUL): Combines the flexibility of UL with investment sub-
accounts — essentially mutual funds inside your policy. Cash value rises and falls 
with those investments, so more upside potential, but also real downside risk.

Indexed Universal Life (IUL): A hybrid that’s become enormously popular. Cash 
value growth is tied to a market index like the S&P 500, but with a cap on gains and 
a floor that protects you from losses. So if the index loses 20%, you get credited 0% 
instead of losing money. If it gains 30% but your cap is 12%, you get 12%. Market 
participation with downside protection.

Cash Value: The Engine of the Strategy
Cash value is the cornerstone of using permanent life insurance as a financial tool. 
Think of it as a separate account inside your policy that accumulates over time.

Critically, this growth is tax-deferred — you don’t pay income tax on the gains as 
they accumulate, similar to a 401(k) or IRA. But cash value has unique 
characteristics that set it apart from any other tax-deferred account:

• You can access it during your lifetime through loans or withdrawals
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• Policy loans aren’t taxable events — unlike 401(k) withdrawals
• It’s generally protected from creditors in most states
• It transfers to beneficiaries as part of the death benefit, usually income tax-

free
• There are no required minimum distributions — unlike IRAs and 401(k)s, 

which force withdrawals starting at age 73

Internal Rate of Return: How to Evaluate a Policy
When you’re looking at permanent life insurance as a financial product, the most 
important metric is the Internal Rate of Return (IRR) on the cash value. This tells 
you the effective annualized return on the money you’ve put in.

A well-structured whole life policy from a top-rated company might show a cash 
value IRR of 3–5% — modest, but guaranteed and tax-advantaged. A well-designed 
IUL in a strong market might show effective IRRs of 6–8%, though those aren’t 
guaranteed.

The key is always to compare on an after-tax, risk-adjusted basis. When you 
account for the tax treatment, the effective advantage of the insurance structure 
becomes much clearer.

Annuities: Built for Income
While life insurance focuses on wealth accumulation and transfer, annuities are all 
about income generation — especially in retirement. An annuity is a contract: you 
give the insurance company money (lump sum or over time), and they agree to pay 
you income, either right away or at some point down the road.

Annuities come in three primary forms:

Fixed Annuities: The company credits a guaranteed interest rate to your account. 
Conservative, predictable, and functioning a lot like a bank CD — but with better 
tax treatment.

Variable Annuities: Your money goes into sub-accounts that work like mutual 
funds. The value rises and falls with market performance. Variable annuities often 
include optional riders that can guarantee minimum income or return of principal.

Fixed Indexed Annuities (FIA): Like IUL, growth is linked to a market index with a 
cap and a floor. FIAs have become one of the most popular financial products for 
pre-retirees because they combine market participation, downside protection, and 
the option for guaranteed lifetime income.
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Key Takeaways
• Insurance companies are fundamentally investment companies — their 

model is built on investing premium dollars
• Permanent life insurance builds cash value that grows tax-deferred and can 

be accessed tax-efficiently
• The four types of permanent life insurance each have distinct risk/return 

profiles
• Annuities are designed primarily for income generation — fixed, variable, and 

indexed
• Evaluating insurance as a financial product requires looking at after-tax, 

risk-adjusted returns on cash value
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Chapter 2: Life Insurance as an Investment 
Vehicle
Now that you understand how insurance products are built, let’s go deeper into 
how permanent life insurance actually functions as an investment vehicle. This is 
the chapter that surprises most people — because the strategies here aren’t widely 
known outside financial planning circles.

The Overfunded Life Insurance Strategy
Here’s the key insight that changes the whole game: you can deliberately overfund 
a permanent life insurance policy to maximize its investment characteristics while 
minimizing the pure insurance cost.

The IRS has rules about how much cash value can accumulate relative to the death 
benefit before a policy loses its favorable tax treatment. These rules come from 
what’s known as the Modified Endowment Contract (MEC) rules, established in 
1988.

Within those legal limits, you can fund a policy as aggressively as possible — 
maximizing the cash value while keeping the death benefit as low as allowed. This is 
sometimes called an “overfunded” or “paid-up additions” approach. The result is a 
policy that behaves more like an investment account than traditional insurance.

A well-structured, properly overfunded policy gives you:

• High cash value relative to premiums paid
• Tax-deferred growth inside the policy
• Tax-free access via policy loans
• A death benefit that adds additional value
• Creditor protection in most states

The MEC Rules: Where the Line Is
Understanding the MEC boundary matters because it defines the line between a 
tax-advantaged policy and a less efficient one. Cross that line — meaning you’ve 
funded too aggressively relative to the death benefit — and you lose some of the 
favorable tax treatment for lifetime distributions.

Specifically, withdrawals and loans from a MEC get taxed on a LIFO basis (last-in, 
first-out), meaning gains come out first and are fully taxable. You may also face a 
10% penalty before age 59½, similar to early IRA withdrawals.
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Stay below the MEC threshold (calculated using a 7-pay test) and withdrawals up to 
your basis are tax-free, and loans are completely untaxed. That distinction is 
everything.

This is also why you should never just grab an off-the-shelf policy and hope for the 
best. The policy has to be specifically designed for cash value optimization — ideally 
with the help of a knowledgeable financial planner who understands this strategy.

Policy Loans: The Tax-Free Income Strategy
One of the most powerful features of permanent life insurance is the ability to take 
tax-free policy loans. This is central to using life insurance for retirement income, 
so let’s make sure it’s crystal clear.

When you borrow against your cash value, you’re not actually withdrawing money 
from the policy. You’re taking a loan from the insurance company, using your cash 
value as collateral. The cash value itself stays in the policy and keeps growing as if 
the loan never happened.

Several things make policy loans special:

They’re not a taxable event. Because it’s a loan — not a distribution — the IRS 
doesn’t consider it taxable income. You could have $500,000 in gains inside your 
policy, borrow $100,000 against it, and not owe a dollar in income tax.

No credit check required. The loan is secured by your cash value. Your credit score, 
income, and other financial details don’t factor in.

Flexible repayment. You’re not locked into a repayment schedule. Pay it back 
whenever you choose — or don’t, and the outstanding balance (plus interest) simply 
gets deducted from the death benefit paid to your beneficiaries.

This creates a powerful retirement income strategy: in retirement, you live off 
policy loans rather than taxable distributions. Every loan is completely tax-free, 
regardless of how much your cash value has grown. It’s sometimes called the “tax-
free retirement income” strategy, and it’s one of the most significant tax advantages 
in the entire U.S. tax code.

Whole Life: The Conservative Cornerstone
Whole life insurance gets dismissed a lot as expensive and old-fashioned. But for 
the right person, it offers something no other financial product can match: a 
guaranteed, predictable return with absolute capital protection.
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Here’s what makes it financially interesting:

Guaranteed Cash Value Growth: The insurance company contractually guarantees 
your cash value grows at a minimum rate every year — backed by the financial 
strength of the company.

Dividend Participation: Most whole life policies from mutual insurance companies 
(owned by policyholders, not shareholders) pay annual dividends. These aren’t 
guaranteed, but the largest mutual life insurers have paid them for over 100 
consecutive years — through the Great Depression, World War II, the 2008 
financial crisis, and every downturn in between.

Dividends can be taken as cash, used to reduce future premiums, left to accumulate 
interest, or used to purchase additional paid-up insurance — that last option being 
the most financially efficient for building cash value.

Top-rated participating whole life policies have historically provided total cash 
value growth equivalent to 4–6% returns — modest-sounding, but on a guaranteed, 
tax-advantaged basis, that represents remarkable risk-adjusted value.

Indexed Universal Life: Balancing Growth and Protection
IUL has emerged as perhaps the most versatile insurance product for investors who 
want meaningful market participation without direct market risk. Let’s look at how 
it actually works.

In an IUL, your cash value isn’t directly invested in the stock market. Instead, the 
insurance company uses a portion of your premium to buy options on a market 
index (typically the S&P 500). This strategy lets the insurer credit you with a 
portion of the index’s gains when markets rise, while protecting you from losses 
when they fall.

Three key parameters define any IUL strategy:

The Cap: The maximum you can receive in any year. If the S&P 500 gains 30% and 
your cap is 12%, you receive 12%.

The Floor: Usually 0%. If the S&P 500 drops 20%, you receive 0% — your principal 
is protected.

The Participation Rate: Some policies credit a percentage of the index gain rather 
than using a hard cap. At 70% participation, if the index gains 15%, you receive 
10.5%.
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Think about what this means over a long investment horizon. In years when the 
market drops significantly — 2000, 2002, 2008, 2020, 2022 — an IUL investor 
receives 0% instead of losing 30–50% of their portfolio. That protection from 
severe downturns, combined with capped participation in gains, can actually 
produce comparable or superior long-term results compared to direct market 
investment, especially for risk-averse investors.

Historical simulations using actual S&P 500 data over 30-year periods consistently 
show IUL crediting strategies producing net returns in the 5–8% range after all 
insurance costs. Past performance doesn’t guarantee future results — but these 
characteristics make IUL a genuinely compelling retirement planning tool.

A Real-World Example: Building Tax-Free Retirement Income
Let me make this concrete. Sarah is 40 years old, earns $120,000 a year, and already 
maxes out her 401(k). She has an extra $1,500 a month she wants to put toward 
retirement.

Her advisor suggests an overfunded IUL, designed specifically to maximize cash 
value. Sarah pays $1,500 a month for 20 years, then stops paying premiums. The 
policy is designed to generate tax-free income starting at age 65.

Using a conservative 6% annual crediting assumption:

Age Premiums Paid 
(Total)

Cash Value Annual Tax-Free 
Income

55 (stop premiums) $360,000 ~$520,000 N/A

60 $360,000 ~$730,000 N/A

65 $360,000 ~$1,020,000 ~$51,000/year

75 $360,000 ~$1,100,000 ~$51,000/year

85 $360,000 ~$900,000* ~$51,000/year

*Cash value declines in later years as loans accumulate, but the policy stays in force 
and income continues.

The $51,000 a year in tax-free income is extraordinary. In a 22% federal tax bracket, 
Sarah would need to earn $65,385 from a taxable source to net the same take-
home. Over 20 years of retirement, the tax-free income advantage alone could be 
worth hundreds of thousands of dollars.
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Key Takeaways
• Permanent life insurance can be overfunded to maximize cash value while 

maintaining tax advantages
• Policy loans provide tax-free access to accumulated gains — one of the most 

powerful strategies in the tax code
• The MEC rules define the boundary of tax-advantaged funding — proper 

policy design is non-negotiable
• Whole life offers guaranteed returns and dividends — ideal for conservative 

investors
• IUL provides market-linked growth with downside protection — a 

compelling balance of growth and security
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Chapter 3: Annuities — The Retirement 
Powerhouse
If life insurance is the wealth accumulation engine of the insurance world, annuities 
are the retirement income engine. No other financial product can do what a well-
structured annuity does: guarantee you income you cannot outlive, no matter how 
long you live or what happens to the markets.

Pensions have largely disappeared from the private sector. Social Security faces 
long-term funding questions. In that environment, the ability to create your own 
private pension through an annuity is more valuable than ever. Yet annuities remain 
among the most misunderstood financial products in existence — both oversold by 
some advisors and unfairly dismissed by others.

Let’s clear that up with the complete, balanced picture.

What Exactly Is an Annuity?
At its core, an annuity is an insurance contract that transfers longevity risk from 
you to an insurance company. Longevity risk — the risk that you’ll outlive your 
money — is one of the most significant financial threats facing retirees today.

When you annuitize a contract (convert it to a guaranteed income stream), you’re 
essentially saying to the insurer: “I give you this lump sum; you promise to pay me 
income for as long as I live, no matter how long that turns out to be.” The insurance 
company can accept that risk because, across thousands of annuity holders, they 
know the statistical distribution of lifespans and can price the product profitably.

Not all annuities need to be annuitized. Modern annuities often include income 
riders that let you draw guaranteed lifetime income without giving up access to the 
underlying account value — a significant improvement over older-style annuities.

Fixed Annuities: The Better CD
A fixed annuity is the simplest product in the category. You deposit money with an 
insurance company, they credit a guaranteed interest rate for a specified period 
(typically 1–10 years), and at the end you can renew, surrender, or roll to another 
product.

Why would anyone choose this over a bank CD? A few good reasons.
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The returns are often better. Because insurance companies can invest in a broader 
range of assets than banks — including long-duration bonds, private credit, and real 
estate — they typically offer slightly higher rates.

The tax treatment is better. Interest in a fixed annuity is tax-deferred. You don’t 
pay taxes until you withdraw it. A CD taxes you on the interest every year whether 
you touch it or not. In a high tax bracket, that deferral meaningfully improves your 
after-tax returns.

No contribution limits. Unlike IRAs or 401(k)s, you can deposit unlimited amounts 
into an annuity. This makes them especially valuable for high earners who’ve 
already maxed out their other tax-advantaged accounts.

Fixed Indexed Annuities: Growth with a Safety Net
Fixed Indexed Annuities (FIAs) have become one of the most popular financial 
products for people between 55 and 70 — and for good reason. They combine the 
principal protection of a fixed annuity with market-linked growth potential.

Like IUL, FIAs credit interest based on a market index, with a cap on gains and a 0% 
floor protecting against losses. Your principal is guaranteed — you will never lose 
money due to market performance.

The practical implications are significant. In a good market year, your annuity 
grows meaningfully (up to the cap). In a bad year, it doesn’t lose value. Gains are 
locked in at each crediting anniversary, so you don’t give back what you’ve earned.

Think about a 60-year-old who moved $300,000 into a well-structured FIA in 2007. 
When the S&P 500 lost 37% in 2008, that account didn’t budge. Then it participated 
in the recovery with capped gains. Compared to a direct stock investment, the FIA 
investor experienced significantly less stress while still achieving meaningful long-
term growth.

Income Riders: Your Personal Pension
The most powerful feature of modern annuities is the income rider — an optional 
benefit (typically costing 0.5–1.5% per year) that guarantees a minimum level of 
lifetime income regardless of what happens to the actual account value.

Here’s how it typically works: at purchase, a separate “income base” is established. 
This base grows at a guaranteed rate (often 5–8% per year) for a specified 
accumulation period, regardless of what the actual account value does. When 
you’re ready to activate income, you receive a percentage of that income base as 
guaranteed lifetime income.
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A quick example: Michael is 55 and deposits $200,000 into a Fixed Indexed Annuity 
with a 6% simple income rider. Over 10 years, his income base grows to $320,000 
($200,000 plus 10 years of 6% simple growth). At 65, he activates income at 5.5% of 
the income base, giving him $17,600 per year for life.

Michael cannot outlive that income. Even if the underlying account value is 
depleted, the insurance company is contractually obligated to keep paying $17,600 
per year for as long as he lives. That’s a private pension equivalent.

Variable Annuities: Higher Risk, Higher Potential
Variable annuities allow your money to be invested in sub-accounts similar to 
mutual funds. The value rises and falls with market performance. They typically 
come with optional riders — guaranteed minimum income benefits, guaranteed 
withdrawal benefits, death benefit riders, and more.

Variable annuities are the most complex and controversial annuity product. They 
offer real growth potential in bull markets, but come with significant costs — total 
annual fees of 2–4% when you add mortality and expense charges, fund fees, and 
rider costs. Those fees drag heavily on returns.

Variable annuities can make sense for investors who’ve maxed out other tax-
advantaged accounts and want additional tax-deferred growth with a death benefit 
guarantee. But for most investors, a low-cost FIA will provide better risk-adjusted 
outcomes. Always examine the total annual cost before committing to any annuity.

Payout Options
When it’s time to draw income from an annuity, you typically have several choices:

Life Only: The highest monthly payment, but income stops when you die. Nothing 
passes to heirs. Best for people who want maximum income and don’t need to leave 
assets behind.

Life with Period Certain: Income for your lifetime, with a guarantee of at least a 
specified period (commonly 10 or 20 years). If you die within the guaranteed period, 
your beneficiaries continue receiving payments.

Joint and Survivor: Income continues as long as either you or your spouse is alive. 
Payment may reduce after the first death. Ideal for couples who want to make sure 
both spouses are protected.
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Systematic Withdrawal: You withdraw a set amount each period from the account 
value without annuitizing. More flexible, but no longevity guarantee unless a rider 
provides it.

Annuities and Social Security: A Powerful Team
For most retirees, the optimal income strategy combines Social Security with 
annuity income. Together, these two guaranteed sources create a secure income 
floor — money you can count on regardless of what the markets do or how long you 
live.

Once your essential living expenses are covered by guaranteed income, your 
remaining investments can be invested more aggressively. You’re not depending on 
them for the basics, which means you can let them ride through market volatility 
without panic. This “floor and upside” approach is advocated by some of the most 
respected retirement income researchers in the field.

Key Takeaways
• Annuities transfer longevity risk — the risk of outliving your money — from 

you to an insurance company
• Fixed annuities provide guaranteed, tax-deferred interest and often 

outperform comparable bank products
• Fixed Indexed Annuities offer market-linked growth with principal 

protection — ideal for pre-retirees
• Income riders create guaranteed lifetime income streams that function like a 

private pension
• Variable annuities offer market exposure with optional protection, but high 

fees require careful evaluation
• Combining annuity income with Social Security creates a secure income 

floor for retirement
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PART TWO

Insurance vs. Traditional Investments
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Chapter 4: Insurance vs. Stocks — 
Understanding the Trade-offs
“Why would anyone put money in an insurance product when they could just invest 
in the stock market?”

It’s a fair question, and it deserves a fair, thorough answer — not a sales pitch.

The short answer is: comparing insurance to stocks is like comparing apples to 
oranges. They serve different purposes, carry different risks, and produce different 
outcomes. The real question is never “insurance OR stocks” — it’s “how do I 
combine them intelligently to reach my goals?”

But before we get to that, let’s honestly compare the two.

The Case for Stocks
Let’s start with the strongest argument for equities, because intellectual honesty 
matters here.

Long-Term Return Potential: Over very long periods — 20 or more years — 
diversified stock market investments have historically produced returns in the 7–
10% per year range. No insurance product can match that raw return potential over 
a full market cycle.

Liquidity: You can sell publicly traded stocks in seconds during market hours. 
Insurance products, particularly permanent life insurance, typically have surrender 
charges for the first 7–15 years. Even after that, accessing cash value is a multi-step 
process.

Simplicity and Transparency: A low-cost index fund is extraordinarily simple. You 
own a tiny piece of hundreds of companies. The fees are minimal. Your statement 
shows your balance clearly.

Low Cost: Index investing can be done for virtually zero ongoing cost. Insurance 
products have internal charges — mortality and expense fees, administrative costs, 
cost of insurance — that reduce net returns.

Inflation Protection: Stocks have historically kept pace with inflation because 
companies can raise prices. Fixed insurance products can struggle in high-inflation 
environments.
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The Case Against Relying Solely on Stocks
Now let’s be equally honest about the limitations of stock-only investing for 
retirement.

Sequence of Returns Risk: This is the most dangerous risk facing retirees — and 
most financial media barely mentions it. Sequence of returns risk is the devastating 
impact of experiencing significant market losses early in retirement while 
simultaneously withdrawing money from your portfolio.

Here’s why it matters so much: two people can average the exact same 7% annual 
return over a 20-year retirement but experience those returns in different orders. 
The person who has strong returns early and bad returns late ends up with far 
more money than the person whose returns go bad early — even with identical 
averages. Withdrawals during down markets permanently deplete your portfolio.

A retiree who hits a 40% market decline in their first three years — as could have 
happened in 2000–2002 or 2007–2009 — while withdrawing 4% per year may see 
their savings depleted decades ahead of schedule. That’s exactly where insurance 
products provide irreplaceable value. Guaranteed income from an annuity is 
completely unaffected by sequence of returns risk.

Behavioral Risk: Study after study shows that the average investor significantly 
underperforms the market because of emotional decision-making — selling in fear 
during downturns, buying enthusiastically near peaks. The average stock market 
investor has historically earned far less than the market itself.

Insurance products, with their surrender charges and locked-in periods, actually 
protect investors from their own worst impulses. It’s very hard to panic-sell your 
IUL policy the way you might panic-sell your stock portfolio on a bad Monday.

Tax Drag: Stocks in a taxable account face ongoing taxation. Dividends are taxed 
annually. Capital gains are taxed when you sell. If you’re regularly rebalancing a 
taxable portfolio, the tax drag meaningfully reduces your long-term returns. 
Insurance products grow entirely tax-deferred — compounding dollar for dollar 
without annual tax erosion.

The Fair Comparison: Risk-Adjusted, After-Tax Returns
When you compare insurance products to stocks the right way — accounting for 
taxes, costs, volatility, and behavioral factors — the picture gets much more 
nuanced.
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Factor Stocks (Taxable) Stocks (401k) IUL Insurance

Gross Return 
(Historical)

8–10% 8–10% 5–8% (capped)

Annual Tax Drag −1.5 to −2% 0% (deferred) 0% (deferred)

Distribution Tax 15–20% cap gains Ordinary income 0% (loans)

Downside in Crash 
Year

−30 to −50% −30 to −50% 0% (floor)

RMDs Required? No Yes (age 73) No

Creditor Protection No Yes (ERISA) Yes (most states)

Death Benefit No No Yes (income tax-free)

When you see the full picture, the lower gross return of IUL is partially or fully 
offset by zero downside in bad years, zero ongoing tax drag, tax-free income in 
retirement, no forced withdrawals, and a death benefit. For many investors — 
especially those in higher tax brackets — the after-tax, risk-adjusted comparison is 
much closer than the raw numbers suggest.

The Correlation Benefit
Here’s something sophisticated planners use all the time: insurance products aren’t 
correlated with the stock market. A portfolio that combines insurance products 
with stocks actually has better risk-adjusted performance than a pure stock 
portfolio, because the two asset classes behave differently.

Modern portfolio theory tells us that combining non-correlated assets — even if 
one has a lower expected return — can improve overall portfolio efficiency. 
Insurance products provide exactly that non-correlation. They perform the same in 
a bull market as in a bear market, regardless of what stocks are doing.

This is why top financial planners often recommend allocating 20–40% of 
retirement assets to insurance products as a portfolio stabilizer — especially for 
investors within 10–15 years of retirement.

When Stocks Are the Better Choice
• When you have a very long time horizon (20+ years) and can genuinely 

weather volatility without making emotional mistakes
• When you’re in a low tax bracket and the tax advantages of insurance are 

minimal
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• When you need maximum liquidity with no surrender charges
• When your primary goal is wealth accumulation rather than guaranteed 

income or downside protection
• When you’ve already maxed out all available tax-advantaged accounts and 

want the highest possible long-term return

When Insurance Products Are the Better Choice
• When you’re within 10–15 years of retirement and sequence of returns risk is 

a real concern
• When you’re in a high tax bracket and the tax-free income from policy loans 

would be especially valuable
• When you want a guaranteed income stream you cannot outlive
• When you need estate planning benefits like an income-tax-free death 

benefit
• When you want to contribute beyond IRA and 401(k) limits
• When you’re a business owner with significant assets to protect from 

creditors

Key Takeaways
• Stocks have higher raw return potential, but this advantage shrinks when you 

account for taxes, risk, and behavior
• Sequence of returns risk is the primary retirement planning threat that 

insurance products uniquely mitigate
• The proper comparison is risk-adjusted, after-tax returns — not gross 

nominal returns
• Insurance products provide real portfolio diversification because they’re not 

correlated with stock performance
• The optimal strategy for most investors is a strategic combination of both 

stocks and insurance products
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Chapter 5: Insurance vs. Savings Accounts, 
Bonds, and CDs
Not every investment decision involves the stock market. For millions of savers, the 
real question is whether insurance products are better than savings accounts, CDs, 
money market accounts, or U.S. Treasury bonds. These are the “safe money” 
options — and this is where insurance products can shine most clearly.

The Problem with Traditional Safe Money Vehicles
Here’s the uncomfortable truth for conservative investors: after accounting for 
inflation and taxes, traditional safe money vehicles often produce zero or even 
negative real returns.

Take a savings account. High-yield online savings accounts have offered around 4–
5% interest recently (though this fluctuates with Federal Reserve decisions). That 
sounds okay — until you factor in taxes.

If you’re in the 24% federal bracket and your state has a 5% income tax, your 
effective rate on ordinary income is about 29%. On a 4.5% savings rate, you net 
roughly 3.2% after tax. With inflation running at 3–4%, your real after-tax return is 
essentially zero or negative. You’re working hard just to stand still.

CDs face the same problem. They offer slightly higher rates in exchange for locking 
up your money, but all interest is ordinary income, taxed in the year it’s earned. 
Treasury bonds are exempt from state taxes but still fully subject to federal 
ordinary income tax.

Fixed Annuities: The Superior CD Alternative
For money earmarked for guaranteed, safe growth over 3–10 years, a fixed annuity 
almost always outperforms a comparable CD on an after-tax basis — often 
substantially.

The comparison is straightforward. Both a CD and a fixed annuity might offer a 
4.5% annual rate for 5 years. With the CD, you pay taxes on the interest every year. 
With the annuity, taxes are deferred until withdrawal.

On $100,000 at 4.5% for 5 years: the tax-deferred annuity grows to about $124,618. 
The same $100,000 in a CD, with taxes paid annually at a 25% effective rate, grows 
to only about $117,390. The annuity produces $7,228 more — not because the 
interest rate is higher, but purely because of tax deferral.

25



The Insurance Investor

Over 20 years, that differential becomes tens of thousands of dollars.

Additionally, fixed annuities from highly-rated insurers often offer rates 0.25–0.75% 
higher than comparable bank CDs, because insurance companies can invest in a 
broader range of higher-yielding assets.

MYGAs: The Gold Standard for Conservative Savers
Multi-Year Guaranteed Annuities (MYGAs) have emerged as one of the most 
compelling products for conservative savers. A MYGA is essentially a fixed annuity 
that guarantees a specific interest rate for a set term — typically 2–10 years — with 
no moving parts and no surprises.

What makes MYGAs better than CDs:

• Higher interest rates (typically 0.25–0.75% higher than comparable CDs)
• Tax-deferred growth — no annual tax drag
• 10% annual penalty-free withdrawal (unlike CDs, which charge penalties for 

early withdrawal)
• No account fees
• Simple, transparent structure

For investors who keep significant money in savings accounts and CDs, moving a 
portion into MYGAs can meaningfully improve long-term outcomes with essentially 
no additional risk — assuming you stick with highly-rated insurers (A-rated or 
better by A.M. Best).

Insurance vs. Bonds
For longer-duration safe money, the comparison shifts to bonds. Here the picture 
is more nuanced.

Individual bonds held to maturity give you exactly what you were promised, 
regardless of interim fluctuations. That’s valuable for specific future liability 
matching. But bonds face challenges that insurance products don’t.

Interest rate risk: Bond prices move inversely to rates. If rates rise after you buy, 
your bond’s market value declines. If you need to sell before maturity, you could 
lose principal. Insurance products generally don’t carry this vulnerability.

Annual tax reporting: Bond coupon payments are taxable in the year received, even 
from U.S. Treasuries (subject to federal tax).
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Reinvestment risk: When a bond matures, you must reinvest at whatever rates are 
available. If rates have fallen, your reinvestment income drops. Multi-year 
guaranteed insurance products lock in your rate.

For a retiree or near-retiree holding “safe money” for 5–10 years, a well-chosen 
combination of MYGAs and Fixed Indexed Annuities can often outperform a bond 
ladder on an after-tax, risk-adjusted basis.

The Emergency Fund Question
One important point before we move on: insurance products should never replace 
your emergency fund. Your 3–6 months of liquid reserves should stay in an 
immediately accessible savings account or money market fund. Insurance products 
have surrender periods and access limitations that make them completely 
unsuitable for money you might need tomorrow.

Here’s a simple hierarchy:

• Emergency fund (3–6 months of expenses): High-yield savings account
• Short-term savings goals (1–3 years): High-yield savings or short-term CDs
• Medium-term goals (3–10 years): Consider MYGAs or Fixed Annuities
• Long-term retirement assets (10+ years): Consider IUL, FIAs, or other longer-

term insurance products alongside investment accounts

Key Takeaways
• Traditional safe money vehicles often produce zero or negative real returns 

after taxes and inflation
• Fixed annuities, especially MYGAs, offer superior after-tax returns compared 

to CDs with minimal additional risk
• Tax deferral in annuities is a powerful return enhancer that compounds 

significantly over time
• Insurance products are generally superior to bonds for most retail investors 

due to better tax treatment
• Emergency funds should remain in liquid accounts — insurance products 

aren’t appropriate for money you may need quickly
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Chapter 6: The Hybrid Approach — Blending 
Insurance with Investments
The most financially sophisticated people don’t choose between insurance and 
investments. They strategically combine them. This chapter describes the hybrid 
approach that top financial planners use with their most affluent clients — and 
shows how any investor can implement it.

The Three-Bucket Portfolio
An optimal retirement portfolio has three distinct buckets, each serving a specific 
purpose:

Bucket 1 — Safety/Income: Money that’s guaranteed to be there when you need it, 
with no market risk. Fixed annuities, MYGAs, money market funds, short-term 
bonds, and cash. This bucket provides income for the next 2–5 years and protection 
against worst-case scenarios.

Bucket 2 — Conservative Growth: Money that grows reliably with some market 
participation but meaningful downside protection. Fixed Indexed Annuities and IUL 
cash value live here. This bucket provides medium-term retirement income (years 
5–15) and grows modestly to combat inflation.

Bucket 3 — Aggressive Growth: Money invested in diversified equities for maximum 
long-term growth. Index funds, stocks, REITs. This money isn’t needed for at least 
10–15 years, so it can handle market volatility.

This three-bucket approach solves the sequence of returns risk problem elegantly. 
When markets crash (Bucket 3 drops), you draw income from Buckets 1 and 2, 
which are unaffected. You give Bucket 3 time to recover without selling at 
depressed prices.

A Sample Portfolio Allocation
Here’s what this might look like for a 55-year-old planning to retire at 65 with 
$500,000 in investable assets:

Bucket Product Amount / Purpose

Bucket 1 (Safety) MYGA (5-year, 4.5%) $75,000 — immediate reserve

Bucket 1 (Safety) Fixed Annuity with Income $75,000 — future income base
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Rider

Bucket 2 
(Growth/Protection)

Fixed Indexed Annuity $100,000 — medium-term 
growth

Bucket 2 
(Growth/Protection)

Overfunded IUL Policy $100,000 — tax-free income

Bucket 3 (Growth) Diversified Index Fund 
Portfolio

$150,000 — long-term growth

This allocation simultaneously provides guaranteed income (annuity income rider), 
tax-free income (IUL policy), meaningful market participation (FIA and index funds), 
and protection against catastrophic market events that would devastate a pure 
stock portfolio.

The Roth IRA and Insurance Combination
Another powerful hybrid strategy combines Roth IRA conversions with insurance 
products.

If you have significant traditional IRA or 401(k) assets, you’re sitting on a future tax 
burden: all withdrawals will be taxed as ordinary income. As your account grows, so 
does your future tax liability. Required Minimum Distributions at 73 can push you 
into higher brackets than you ever expected.

Roth conversions — moving money from a traditional account to a Roth, paying 
taxes now in exchange for future tax-free growth — are a well-known way to 
manage this. Insurance products can complement Roth conversions powerfully.

Strategy example: In years when you do Roth conversions (and pay higher taxes), 
you simultaneously fund an IUL policy. In retirement, you draw on the Roth IRA 
first, then supplement with tax-free policy loans from the IUL. This creates multiple 
streams of tax-free income and maximum flexibility to manage your tax situation 
year by year.

Life Insurance as a Bridge Strategy
Many pre-retirees face a tricky dilemma: they want to delay Social Security until 
age 70 (to maximize their lifetime benefit) but need income between retirement 
and age 70. Policy loans from an overfunded permanent life policy can solve this 
problem.

Instead of claiming Social Security early — and permanently reducing your monthly 
benefit — you live on tax-free policy loans for 5–8 years while your Social Security 
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benefit grows. Social Security increases by approximately 8% per year for each year 
you delay past full retirement age. That higher monthly benefit for the rest of your 
life more than compensates for the policy loans drawn in the interim.

Key Takeaways
• The optimal retirement strategy is a hybrid approach that combines 

insurance products with investments
• A three-bucket portfolio (safety, conservative growth, aggressive growth) 

elegantly solves sequence of returns risk
• Insurance products fill the “conservative growth with protection” bucket that 

no other product can fill
• Combining IUL with Roth conversions creates powerful synergies for 

managing retirement tax burden
• Insurance loans can serve as bridge income to enable delayed Social Security 

claiming — a high-value strategy
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PART THREE

Tax Strategy and Wealth Preservation
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Chapter 7: Tax Advantages — How Insurance 
Shelters Your Wealth
If there’s one chapter that will change the way you see your financial strategy, this 
is it.

The tax advantages available through insurance products represent some of the 
most powerful legal tax reduction strategies in the entire U.S. tax code — strategies 
specifically written into law by Congress and continuously upheld for over a 
century.

This isn’t a loophole. It isn’t a gray area. It’s fundamental, explicit tax policy codified 
in the Internal Revenue Code since 1913. The fact that most Americans don’t use 
these advantages is simply a matter of financial education. This chapter changes 
that.

Five Tax Advantages of Insurance Products

1. Tax-Deferred Growth
All insurance products that accumulate cash value — permanent life insurance and 
annuities — grow tax-deferred. You don’t pay income tax on gains as they 
accumulate. Every dollar of growth stays in the product and keeps compounding, 
without annual reduction for taxes.

This is the same advantage available in a 401(k) or IRA, with one critical difference: 
there are no contribution limits for insurance products (except the MEC rules for 
life insurance, which cap how quickly you can fund a policy, not the total amount). 
A high earner can put virtually unlimited money into insurance products with tax-
deferred treatment.

2. Tax-Free Income Through Policy Loans
Policy loans from a life insurance policy are not taxable events. This is a unique 
advantage that no other investment account offers. In a 401(k), IRA, or investment 
account, every dollar you withdraw in retirement is potentially taxable. With a 
properly structured permanent life insurance policy, you can access accumulated 
wealth entirely tax-free through loans.

This matters most for high earners facing significant tax bills in retirement. 
Consider someone with $3 million in a 401(k) and $1 million in IUL cash value. The 
401(k) withdrawals are taxable income. The IUL loans are not. By drawing primarily 
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from the IUL, that person can control their taxable income, stay in a lower bracket, 
and potentially reduce their lifetime tax bill by hundreds of thousands of dollars.

3. Income-Tax-Free Death Benefit
Life insurance death benefits are generally excluded from the beneficiary’s gross 
income under Internal Revenue Code Section 101(a). If you have a $1 million life 
insurance death benefit, your beneficiaries receive $1 million completely free of 
income tax.

Contrast that with a $1 million traditional IRA, which passes to heirs fully subject to 
income tax. Under the current 10-year rule for inherited IRAs, your heirs must 
withdraw all funds within 10 years, potentially pushing them into higher brackets. 
The effective after-tax value of a $1 million IRA for your heirs may be only 
$650,000–$750,000.

Life insurance converts taxable assets into tax-free assets at death — one of the 
most powerful estate planning tools available.

4. Potential Estate Tax Advantages
For individuals with estates large enough to face federal estate tax, life insurance 
held in an Irrevocable Life Insurance Trust (ILIT) can be completely excluded from 
the taxable estate.

An ILIT is a specialized trust that owns a life insurance policy. Because the trust — 
not you — owns the policy, the death benefit isn’t included in your estate for estate 
tax purposes. For ultra-high-net-worth individuals, this can save millions.

5. Annuity Tax Exclusion Ratio
When you receive income from an annuity funded with after-tax money, each 
payment consists partly of a return of your original principal (tax-free) and partly of 
earnings (taxable). The ratio is called the exclusion ratio.

This means annuity income is taxed more favorably than it might initially appear. 
For someone who funds an annuity with $200,000 and later receives lifetime 
income, a significant portion of each payment is a tax-free return of their original 
investment. Only the earnings portion is taxable.

The Section 7702 Framework
The tax advantages of life insurance are defined by Section 7702 of the Internal 
Revenue Code. This section specifies what a life insurance contract must look like 
to qualify for favorable tax treatment — specifically, there must be a meaningful 
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amount of insurance protection relative to the cash value (the corridor 
requirement).

Congress updated Section 7702 in 2021, actually making it more favorable for using 
life insurance as an investment vehicle by allowing higher cash value accumulation 
relative to the death benefit. That means even more efficient tax-advantaged saving 
than before.

Tax Treatment Comparison

Tax Feature Taxable Account 401(k)/IRA Insurance Products

Annual Tax on 
Growth

Yes (dividends/gains) No (deferred) No (deferred)

Tax on Withdrawals Cap gains tax Ordinary income 0% (loans) / Partial

Contribution Limits None $23,000 / $7,000 MEC limits only

RMD Requirements No Yes (age 73) No

Estate Tax Treatment Included in estate Included in estate Excluded (via ILIT)

Income Tax at Death Step-up in basis Fully taxable Income tax-free

Tax Diversification: The Big-Picture Strategy
Perhaps the most sophisticated insight about insurance tax advantages is the 
concept of tax diversification — spreading your retirement assets across multiple 
tax treatment categories to give yourself maximum flexibility in retirement.

Most financial advice focuses on pre-tax accounts (401k, traditional IRA) because of 
the immediate tax deduction. The result for many retirees is that all their assets fall 
into the same tax category — with no flexibility.

A truly tax-diversified retirement portfolio includes:

• Pre-tax assets (traditional 401k/IRA): tax deduction now, but all withdrawals 
are taxable income in retirement

• After-tax/Roth assets (Roth IRA/401k): no deduction now, completely tax-
free in retirement

• Insurance assets (IUL cash value, annuities): tax-deferred growth with tax-
free or tax-advantaged income in retirement
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With all three, you can direct income between tax treatments with great precision. 
In low-income years, draw from pre-tax accounts. In high-income years, draw from 
insurance policy loans and Roth accounts. This ability can save tens to hundreds of 
thousands of dollars in lifetime taxes.

Special Opportunities for Business Owners
Business owners have access to insurance-based tax strategies that aren’t available 
to individual employees:

Section 162 Executive Bonus Plans: A corporation pays premiums on a permanent 
life insurance policy owned by an executive as a deductible business expense. The 
cash value accumulates tax-deferred for the executive’s benefit.

Split Dollar Arrangements: The business and employee share the costs and benefits 
of a permanent life insurance policy. Properly structured, these arrangements allow 
significant amounts to move tax-efficiently between a business and its owners or 
key employees.

Buy-Sell Agreement Funding: Life insurance is the premier vehicle for funding buy-
sell agreements between partners. If one partner dies, the insurance proceeds fund 
the purchase of their interest, ensuring business continuity. The death benefit is 
income-tax-free.

Key Takeaways
• Insurance products offer five distinct tax advantages: deferred growth, tax-

free income via loans, income-tax-free death benefit, potential estate tax 
exclusion, and the annuity exclusion ratio

• Policy loans are not taxable events, regardless of how much gain has 
accumulated

• Tax diversification across pre-tax, Roth, and insurance vehicles provides 
maximum flexibility to minimize lifetime taxes

• Business owners have access to additional insurance-based tax strategies 
not available to employees

• Section 7702 changes in 2021 made insurance products even more efficient 
as tax-advantaged savings vehicles
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Chapter 8: Estate Planning and the Insurance 
Advantage
Estate planning is the process of arranging for your assets to pass to your heirs and 
chosen beneficiaries in the most efficient, tax-effective, and conflict-free way 
possible. Life insurance plays a unique and powerful role here — one that no other 
financial product can replicate.

And here’s something I want to address right away: estate planning is not just for 
the wealthy. Anyone with assets to pass on, anyone who wants to minimize the 
burden on loved ones after their death, and anyone with young children or 
dependents needs an estate plan. Insurance should be central to it.

Life Insurance Creates an Estate Immediately
One of life insurance’s most unique characteristics is that it creates an estate the 
moment you buy it. A 25-year-old who gets a $500,000 term policy has — for a 
relatively small premium — instantly created a $500,000 estate available to their 
family if they die.

This is irreplaceable during the wealth-building years. If you die at 35 with young 
children and $100,000 in savings, your family faces hardship. If you also have a 
$1,000,000 policy, they have the resources to maintain their lifestyle, fund the kids’ 
education, and build a secure future.

The leverage is extraordinary. A $1 million 20-year term policy for a healthy 35-
year-old might cost $80–100 per month. No other financial instrument gives you 
that kind of protection at that kind of cost.

The Income Tax-Free Death Benefit Advantage
As we covered in Chapter 7, life insurance death benefits pass to beneficiaries 
income-tax-free. This makes life insurance one of the most efficient wealth transfer 
vehicles there is.

Compare: a beneficiary receiving $1 million from a traditional IRA must pay income 
tax on every dollar over the 10-year distribution period required by the SECURE 
Act. They might pay $250,000–$350,000 in taxes, leaving an effective inheritance of 
$650,000–$750,000.

A beneficiary receiving $1 million from a life insurance death benefit gets the full 
million. No income tax.
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That $250,000–$350,000 difference represents enormous, deliberate value that can 
be created through insurance planning.

The IRA-to-Insurance Swap
A sophisticated strategy used by wealthy retirees: they have a large traditional IRA 
they don’t need to spend down for their own lifestyle. Each year, they withdraw the 
required minimum amount, pay the associated taxes, and use a portion of the after-
tax proceeds to fund a permanent life insurance policy.

Over time, a tax-inefficient asset (the IRA) is replaced with a tax-efficient one (the 
life insurance). The retiree may end up with slightly less total value — taxes were 
paid along the way — but their heirs may end up with significantly more after-tax 
wealth.

This works particularly well for people who have more IRA money than they’ll 
personally spend and who want to leave a tax-efficient inheritance.

Survivorship Life Insurance
The unlimited marital deduction allows spouses to transfer unlimited assets to each 
other without estate tax. Survivorship life insurance — also called second-to-die — 
is a policy that covers two lives and pays the death benefit only when both insured 
people have died.

Because actuarial risk is spread over two lives, premiums are typically 30–50% 
lower than a single-life policy. And survivorship policies are specifically designed 
for estate planning: the death benefit pays when the second spouse dies, which is 
exactly when estate taxes come due. The insurance proceeds provide liquidity to 
pay estate taxes without forcing heirs to sell a family business or real estate.

The Irrevocable Life Insurance Trust (ILIT)
For individuals with estates large enough to face estate tax (over approximately $13 
million for individuals in 2024, though this may decrease after 2025), the ILIT is an 
essential tool.

An ILIT is a specially designed trust that owns a life insurance policy. Because you 
don’t own the policy — the trust does — the death benefit isn’t included in your 
estate for estate tax purposes. The trust receives the insurance proceeds at your 
death and distributes them according to its terms.
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Properly structured, an ILIT can allow a $10 million estate to pass a $5 million life 
insurance death benefit completely free of both income tax and estate tax. Setting 
up an ILIT requires an experienced estate planning attorney — the rules are 
complex and mistakes can pull the death benefit back into the taxable estate.

Charitable Planning with Life Insurance
Life insurance can be a powerful tool for people who want to leave a charitable 
legacy. Two strategies worth knowing:

CRT with Life Insurance Replacement: You donate appreciated assets to a 
Charitable Remainder Trust, which provides you income for life and leaves the 
remainder to charity. You use some of that income to fund a life insurance policy 
that replaces the donated assets for your heirs. Result: income for life, a charitable 
deduction, a charitable legacy, and your heirs receive the same inheritance they 
would have had.

Direct Charitable Gift: Naming a charity as the beneficiary of a life insurance policy 
can provide a larger legacy than you could otherwise afford. You pay $10,000 a year 
for 20 years ($200,000 total) and leave $1,000,000 to your chosen charity. That’s a 
meaningful way to amplify your impact.

Key Takeaways
• Life insurance creates an immediate estate — wealth that exists from the 

moment the policy is in force
• The income-tax-free death benefit makes life insurance one of the most 

efficient wealth transfer vehicles
• The IRA-to-Insurance swap can significantly improve after-tax inheritance 

for wealthy retirees
• Survivorship policies are specifically designed for estate tax planning at the 

second death
• ILITs can keep large life insurance death benefits out of the taxable estate 

entirely
• Life insurance can amplify charitable giving in ways other financial 

instruments simply cannot
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PART FOUR

Building Your Retirement Blueprint
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Chapter 9: Designing Your Insurance-Based 
Retirement Strategy
Everything in the first eight chapters has been building toward this: designing a 
personalized retirement strategy that intelligently uses insurance products 
alongside traditional investments.

No two strategies are identical, because no two people have identical goals, risk 
tolerance, family situations, tax profiles, or timelines. But there’s a systematic 
framework for thinking through the decisions — and that’s what this chapter 
provides.

Step 1: Get a Clear Picture of Where You Are
Before designing anything, you need a complete, honest snapshot of your current 
situation. That means:

Financial inventory: List all your assets by category — bank accounts, investment 
accounts, retirement accounts, real estate, business interests, and any existing 
insurance policies. Include approximate values.

Income and expenses: Document your current income sources and monthly 
expenses. Project what your expenses will look like in retirement. Many people find 
expenses decrease as mortgages get paid off and kids become independent, but 
healthcare costs typically rise.

Insurance coverage review: Review all existing life insurance, disability, and long-
term care coverage. Many people have term insurance that will expire before or 
during retirement, creating coverage gaps.

Tax profile: Identify your current marginal tax bracket and project your likely tax 
situation in retirement based on expected income sources. This analysis shapes 
which insurance strategies will be most valuable.

Health status: Your health significantly affects what products are available to you 
and at what cost. People in good health have far more options. If you’re considering 
permanent life insurance, the earlier you apply — while healthy — the better.

Step 2: Define What You Need in Retirement
The central question of retirement planning: how much guaranteed income do you 
need, and how much can come from discretionary sources?
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Start with your essential expenses — housing, food, healthcare, transportation, 
utilities. These are non-negotiable every month, regardless of market conditions. 
Your goal should be to cover all essential expenses with guaranteed income: Social 
Security, pension (if you have one), and guaranteed annuity income.

Then consider discretionary expenses — travel, entertainment, hobbies, gifts. These 
can be funded from non-guaranteed sources like investment portfolios and 
insurance cash value, because if markets decline, you have the flexibility to reduce 
these temporarily.

A commonly cited target is 70–80% of pre-retirement income. But a careful budget 
analysis — accounting for eliminated commuting costs, work expenses, and ideally 
a paid-off mortgage — will give you a more accurate number.

Step 3: Identify Your Insurance Needs
Based on your situation and income needs, identify which insurance products 
belong in your strategy:

Do you need life insurance? If you have financial dependents, active debts, or a 
need to leave an inheritance, yes. The question is what kind — term for pure 
protection during high-need years, permanent for cash value accumulation and 
permanent coverage.

Do you need guaranteed retirement income? If your essential expenses exceed 
projected Social Security and pension income, an annuity should be part of your 
strategy. That income gap needs to be covered by guaranteed sources.

Do you have tax diversification needs? If most of your retirement assets are in pre-
tax accounts, you’re exposed to future tax increases. Insurance products can 
provide tax-free income to balance your exposure.

Do you have estate planning needs? If you want to leave assets to heirs efficiently, 
life insurance is almost certainly part of the optimal solution.

Step 4: Design Your Insurance Portfolio
With your needs identified, build a portfolio of insurance products that addresses 
each one:

For wealth accumulation and tax-free income: An overfunded IUL or Whole Life 
policy, designed for maximum cash value accumulation. Fund it as aggressively as 
possible (up to the MEC limit) for 10–20 years, then draw tax-free income via loans 
in retirement.
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For guaranteed lifetime income: A Fixed Indexed Annuity with an income rider. 
Fund it with a lump sum or systematic payments, allow the income base to grow for 
a defined period, then activate lifetime income when needed.

For safe, tax-deferred accumulation: A MYGA for funds you won’t need for 5–10 
years, providing competitive guaranteed returns and tax deferral.

For estate planning and survivor protection: Term life insurance for coverage 
during high-need years, permanent life insurance for estate planning goals.

Step 5: Integrate with Your Investment Portfolio
Insurance products should complement, not replace, your investment portfolio. 
The integration points:

Rebalancing: When your stock portfolio performs well, direct some gains into 
insurance products. When stocks are down, draw income from insurance, allowing 
stocks to recover without forced selling.

Asset location: Think carefully about which assets belong in which tax containers. 
High-growth assets may belong in Roth or taxable accounts. Conservative, income-
producing assets often belong in insurance products where the tax-deferred 
treatment is most beneficial.

Social Security optimization: As discussed, insurance loans can serve as bridge 
income to allow delayed Social Security claiming — one of the highest-return 
financial decisions available to most Americans.

A Framework for Different Life Stages
Your insurance strategy should evolve as you move through life:

Ages 25–35 (Early Career): Focus on protection. Get adequate term life and 
disability insurance. If budget allows, start a small permanent life policy early — 
beginning early maximizes the long-term value of cash value.

Ages 35–50 (Peak Earning): Maximize tax-advantaged savings in all available 
vehicles. With additional savings after maxing 401(k) and Roth IRA, seriously 
consider an overfunded IUL or whole life policy. Begin laying the groundwork for 
your annuity strategy.

Ages 50–62 (Pre-Retirement): Review and refine. Ensure your income gap analysis 
is complete, your annuity strategy is funded, your life insurance is sized correctly 
for estate needs, and your Social Security timing strategy is settled.
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Ages 63–70 (Transition to Retirement): Activate retirement income strategies. Begin 
policy loans for bridge income if needed. Evaluate annuity income activation timing. 
Let Bucket 3 (stocks) keep growing.

Ages 70+ (Retirement): Optimize income management. Draw Social Security 
(maximized by the delay strategy). Balance income sources across tax categories. 
Review your estate plan and beneficiary designations annually.

Key Takeaways
• A complete retirement strategy requires five steps: assess, define income 

needs, identify insurance needs, design your insurance portfolio, and 
integrate with investments

• Essential expenses should be covered by guaranteed income; discretionary 
expenses can rely on non-guaranteed sources

• Tax diversification across pre-tax, Roth, and insurance vehicles provides 
maximum retirement income flexibility

• Insurance strategies should evolve through life stages, with different 
priorities at each stage

• Integrating insurance with Social Security timing decisions can create 
significant long-term value
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Chapter 10: Advanced Strategies for Maximum 
Retirement Income
For readers who want to go deeper, this chapter covers advanced strategies used 
by financial professionals to maximize retirement income and wealth transfer 
efficiency. These are more complex, require professional guidance to implement, 
and are most relevant for higher-income individuals or those with significant 
assets.

Private Placement Life Insurance (PPLI)
Private Placement Life Insurance is a form of variable universal life insurance 
available only to accredited investors (typically those with a net worth over $1 
million or annual income over $200,000). PPLI allows the cash value to be invested 
in private funds, hedge funds, and other sophisticated vehicles not available in 
standard retail insurance products.

The tax advantages are the same as standard VUL: tax-deferred growth and tax-
free income via loans. But the investment universe is dramatically broader, allowing 
sophisticated investors to shelter high-returning alternative investments inside an 
insurance wrapper.

PPLI is particularly valuable for investors holding tax-inefficient assets — high-yield 
bonds, real estate debt, commodities — that would generate significant ordinary 
income in a taxable account. By holding those same assets inside a PPLI wrapper, all 
gains become tax-deferred. Minimum premiums are typically $1 million or more, so 
this is not for small policies. But for the right investor, it’s extraordinarily powerful.

Infinite Banking Concept (IBC)
The Infinite Banking Concept, popularized by R. Nelson Nash, uses a specially 
designed whole life policy as a personal banking system. Rather than borrowing 
from traditional banks to finance major purchases, you borrow from your own 
policy’s cash value — then repay yourself with interest. The interest effectively goes 
back into your own policy rather than a bank, building your personal wealth.

IBC works best for business owners who regularly need to finance equipment, 
inventory, or real estate, and for people with the financial discipline to consistently 
repay their policy loans. It should not be implemented without a financial advisor 
who specializes in this approach.
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Premium Financing: Using Leverage for Maximum Impact
Premium financing is an advanced strategy in which a bank or specialty lender 
provides a loan to cover premiums on a large permanent life insurance policy. The 
policyholder pledges assets as collateral and uses the growing policy cash value as 
additional collateral.

The strategy is designed for ultra-high-net-worth individuals who want a large 
policy for estate planning but don’t want to liquidate assets (triggering capital gains 
taxes) to fund the premiums. The economics work when the policy’s internal rate of 
return exceeds the cost of the loan.

Premium financing is high-risk and high-reward. If interest rates rise dramatically 
or the policy underperforms, the strategy can result in losses. It requires active 
management and should only be considered by individuals with very significant net 
worth working with an experienced professional team.

Structured Settlements and Annuity Assignments
For individuals who receive a structured settlement (typically from a legal 
settlement or injury award), understanding the tax implications is critical. 
Structured settlement payments from physical injury claims are generally tax-free, 
making them extraordinarily valuable — the equivalent of a traditional taxable 
annuity paying a much higher rate.

People who receive structured settlements should almost never sell them to 
structured settlement purchasers at the large discounts typically offered. The tax-
free nature makes the present value of the payment stream significantly higher 
than the cash offer.

Long-Term Care Insurance Integration
About 70% of people over age 65 will need some form of long-term care during 
their lifetimes. The cost can be devastating — skilled nursing facility care averages 
over $100,000 per year in many parts of the country.

Traditional stand-alone LTC insurance has become increasingly expensive and 
harder to obtain. The industry’s response: hybrid LTC products — either a life 
insurance policy with an LTC rider, or an annuity with LTC benefits.

Hybrid LTC products solve the “use it or lose it” problem of traditional LTC 
insurance. With a traditional policy, if you never need care, you’ve paid premiums 
for decades and received nothing. With a hybrid product, if you don’t use the LTC 
benefit, the cash value or death benefit is still available.
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Asset-based LTC — where you deposit a lump sum (often from a CD or savings 
account) into a life insurance or annuity product that multiplies into a long-term 
care benefit pool — is one of the most compelling uses of insurance for pre-retirees 
and early retirees.

Key Takeaways
• PPLI allows accredited investors to shelter sophisticated investments in a 

tax-advantaged insurance wrapper
• The Infinite Banking Concept uses whole life cash value as a personal 

banking system — most effective for disciplined business owners
• Premium financing can leverage large policies for estate planning but carries 

significant risk in rising rate environments
• Structured settlements are extraordinarily tax-efficient and should almost 

never be sold at typical discount offers
• Hybrid long-term care products solve the use-it-or-lose-it problem of 

traditional LTC insurance
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Chapter 11: Common Mistakes and How to Avoid 
Them
Knowing what to do is only half the battle. Understanding what NOT to do — the 
common mistakes that derail even well-intentioned strategies — is equally 
important. This chapter is a candid catalog of the most damaging errors.

Mistake 1: Buying Without a Clear Purpose
The most common mistake: buying an insurance product without clearly 
articulating what financial need it addresses. Every product you buy should solve a 
specific problem — replacing income if you die, accumulating tax-free wealth, 
generating guaranteed retirement income, or one of the other specific purposes in 
this book.

If you can’t explain why you need a specific product and how it fits your overall 
plan, don’t buy it. A persuasive insurance agent doesn’t change this reality.

Mistake 2: Buying the Wrong Product for Your Goal
Different products solve different problems. Using the wrong one leads to 
suboptimal outcomes and often disillusionment with insurance products entirely. 
Common mismatches:

• Buying a variable annuity before maxing out your Roth IRA (the tax 
advantages are redundant, and the fees drag on returns)

• Buying a single-premium whole life policy when long-term tax-free income 
is the goal (fixed premiums limit flexibility)

• Buying term insurance when you actually need permanent coverage for 
estate planning

• Buying an immediate annuity with a life-only payout when your spouse 
needs survivor income protection

Mistake 3: Underfunding the Policy
An underfunded permanent life insurance policy is one of the worst financial 
products you can own. If you pay only the minimum required premium, the 
insurance costs eat a disproportionate share of your money, leaving little for cash 
value accumulation.
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The only way permanent life insurance works as an investment vehicle is when it’s 
funded aggressively — as close to the MEC limit as possible. Anything less and the 
cost structure works against you.

Mistake 4: Surrendering Too Early
Permanent life policies have front-loaded cost structures. The first several years, 
internal costs are highest relative to the value accumulating. Many policyholders 
give up precisely when they should be staying the course.

Proper policy design and realistic expectations at the outset help prevent this. 
Before purchasing, understand clearly when the policy will break even — when total 
cash value exceeds total premiums paid — and plan your commitment accordingly.

Mistake 5: Neglecting Beneficiary Designations
Life insurance and annuity beneficiary designations override your will. If your ex-
spouse is still listed as beneficiary of your life insurance, they will receive the death 
benefit — regardless of your will, regardless of your divorce decree.

Review and update beneficiary designations after every major life event: marriage, 
divorce, birth of a child, death of a listed beneficiary. This is one of the simplest and 
most important estate planning tasks, and it’s routinely neglected.

Mistake 6: Borrowing Too Aggressively
Policy loans are powerful, but they must be managed carefully. If you borrow too 
aggressively against your cash value, the policy can lapse if you’re unable to repay. 
A policy lapse triggers a taxable event on the accumulated gains — the exact 
opposite of what the strategy intends.

When drawing income via policy loans, always maintain a sufficient cushion of cash 
value to keep the policy in force. Work with your advisor to model loan scenarios 
and understand the policy’s sustainability under various market and interest rate 
assumptions.

Mistake 7: Skipping Due Diligence on the Insurer
The guarantees in an insurance product are only as good as the financial strength 
of the company backing them. Annuity guarantees are the obligation of the 
insurance company, not the government (state guaranty funds provide limited 
protection, typically $250,000–$500,000 depending on the state).
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Always check financial strength ratings before purchasing. The major rating 
agencies — A.M. Best, Moody’s, Standard and Poor’s, Fitch — provide independent 
assessments. For products where guarantees are critical, use companies rated A or 
better by at least two agencies.

Mistake 8: Ignoring Fees
Insurance product fees are often complex and not transparently disclosed. For 
annuities, the total annual cost can include: mortality and expense charges (0.5–
1.5%), administrative charges (0.1–0.5%), rider charges (0.5–1.5% each), and sub-
account fund expenses for variable products. A variable annuity with multiple riders 
can easily total 3–4% per year.

At that fee level, the product needs to generate very strong gross returns just to 
match a lower-cost alternative. Always calculate the net expected return after all 
fees before committing.

Key Takeaways
• Every insurance purchase should address a clearly articulated financial need
• Product-goal mismatches are common — ensure the product type 

specifically solves your problem
• Permanent life insurance must be adequately funded (near the MEC limit) to 

be financially effective
• Beneficiary designations must be reviewed after every major life event
• Policy loans must be managed conservatively to prevent policy lapse and an 

unexpected taxable event
• Always verify insurer financial strength with at least two independent rating 

agencies
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Conclusion: Your Journey to Financial Freedom
We’ve covered a lot of ground together. From the economics of how insurance 
companies operate, to the mechanics of cash value accumulation, to the 
sophisticated tax strategies the financially savvy have used for decades — you now 
have knowledge that puts you in a completely different category from the average 
investor.

Let me bring the most essential insights together.

Insurance products are financial tools, not just safety nets. When used strategically, 
permanent life insurance and annuities provide benefits — guaranteed growth, tax-
free income, longevity protection, and estate planning advantages — that no other 
financial instruments can offer.

The comparison between insurance and stocks is a false choice. The real question is 
how to combine them optimally. Stocks provide the growth engine. Insurance 
products provide stability, guaranteed income, and tax efficiency. Together, they 
create a retirement portfolio more resilient than either can provide alone.

Tax strategy is as important as investment strategy. The difference between a good 
investor and a great investor is often not the returns they earn, but the taxes they 
avoid. Insurance products provide some of the most powerful legal tax reduction 
strategies in the code, particularly for high earners who’ve maxed out traditional 
accounts.

Retirement security requires guaranteed income. The disappearance of pensions 
has created a retirement income crisis. Annuities are the private-sector solution — 
the only vehicle that lets you create your own guaranteed lifetime income stream 
that cannot be outlived.

Start now, whatever your age. The most powerful variable in insurance strategy — 
as in all financial planning — is time. The earlier you start, the more efficiently you 
build cash value, the lower your insurance costs, and the greater the compounding 
advantage. But starting at 50 or 55 is still far better than 65. There’s always a 
strategy appropriate for your stage of life.

This book is not the end of your financial education — it’s the beginning of a new 
phase. Real implementation requires qualified professionals: a fee-only financial 
planner who understands insurance products, a tax advisor who can optimize your 
specific situation, and an estate planning attorney for the legal structures.

Be selective about those professionals. Look for advisors who understand both 
insurance products AND investments — not those who advocate exclusively for one 
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or the other. The best financial planners are sophisticated enough to use the full 
toolkit.

You deserve a retirement that is secure, financially free, and filled with the life 
you’ve worked so hard to build. The strategies in this book — intelligently 
combined, properly implemented, and actively managed — can make that 
retirement a reality.

The insurance investor is not just someone who buys policies. The insurance 
investor is someone who understands the financial power of the insurance industry 
and deploys it strategically in their own financial life.

You are now that person.

Your journey to financial freedom continues. Go build it.
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Appendix A: Glossary of Key Terms
Accumulation Phase
The period during which money is being contributed to an insurance or annuity 
product and growing over time, before income distributions begin.

Annuitization
The process of converting an annuity account value into a guaranteed stream of 
income payments, typically for life. Once annuitized, the process cannot be 
reversed.

Cash Value
The savings component of a permanent life insurance policy. Cash value grows tax-
deferred and can be accessed during the policyholder’s lifetime through loans or 
withdrawals.

Cost Basis
The total amount of premium payments made into an insurance product. 
Withdrawals up to the cost basis are generally tax-free (return of principal).

Death Benefit
The amount paid to beneficiaries upon the death of the insured. Life insurance 
death benefits are generally excluded from the beneficiary’s gross income for 
federal income tax purposes.

Fixed Annuity
An annuity that credits a guaranteed interest rate to the account value. The 
insurance company bears all investment risk.

Fixed Indexed Annuity (FIA)
An annuity that credits interest based on the performance of a market index, with a 
cap on upside gains and a floor (typically 0%) protecting against market losses.

Floor
The minimum interest crediting rate in an IUL policy or FIA. A 0% floor means the 
account will not lose value due to market performance, even if the index declines 
significantly.
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Income Rider
An optional benefit attached to an annuity that guarantees a minimum level of 
lifetime income, regardless of the actual account value at the time income is 
activated.

Indexed Universal Life (IUL)
A form of permanent life insurance where cash value growth is linked to a market 
index with a cap and floor, providing market participation with downside 
protection.

Irrevocable Life Insurance Trust (ILIT)
A trust that owns a life insurance policy on the grantor’s life. Because the trust 
owns the policy, the death benefit is generally excluded from the grantor’s taxable 
estate.

Modified Endowment Contract (MEC)
A life insurance policy funded so aggressively it exceeds the IRS’s 7-pay test limits. 
MECs lose favorable tax treatment for lifetime distributions but retain the income-
tax-free death benefit.

Multi-Year Guaranteed Annuity (MYGA)
A fixed annuity that guarantees a specific interest rate for a set term, typically 2–10 
years. The annuity equivalent of a bank CD, but with higher rates and superior tax 
treatment.

Paid-Up Additions (PUAs)
Small blocks of additional whole life insurance purchased inside a whole life policy 
using dividends or extra premium. The most efficient way to accelerate cash value 
accumulation in a whole life policy.

Permanent Life Insurance
Life insurance that provides coverage for the entire life of the insured and builds 
cash value. Includes whole life, universal life, variable universal life, and indexed 
universal life.

Policy Loan
A loan from an insurance company using the cash value of a life insurance policy as 
collateral. Policy loans are not taxable events as long as the policy remains in force 
and is not a MEC.
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Required Minimum Distribution (RMD)
The minimum amount that must be withdrawn annually from traditional IRAs and 
401(k) accounts starting at age 73. Life insurance cash value and non-qualified 
annuities are not subject to RMDs.

Sequence of Returns Risk
The risk that the order in which investment returns occur will significantly affect 
retirement outcome. Early negative returns combined with withdrawals can 
permanently impair a portfolio.

Surrender Charge
A fee charged when withdrawing more than the penalty-free amount from an 
insurance product during the surrender charge period, typically 7–15 years from 
the date of purchase.

Term Life Insurance
Life insurance that provides coverage for a specified period. If the insured dies 
during the term, beneficiaries receive the death benefit. Term insurance has no 
cash value component.

Universal Life Insurance (UL)
A flexible form of permanent life insurance where premiums and death benefit can 
be adjusted within certain limits. Cash value earns interest based on current market 
rates with a guaranteed minimum.

Variable Annuity
An annuity where the account value is invested in sub-accounts similar to mutual 
funds. Account value rises and falls with investment performance.

Variable Universal Life (VUL)
A form of permanent life insurance that combines flexible premiums with 
investment sub-accounts. Cash value rises and falls with market performance.

Whole Life Insurance
The most traditional form of permanent life insurance. Fixed premiums, guaranteed 
death benefit, and cash value that grows at a guaranteed minimum rate. 
Participating whole life policies also pay dividends.
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Appendix B: Comparison Charts and Quick 
Reference Tables

Life Insurance Product Comparison

Feature Whole Life Universal Life Variable UL Indexed UL

Premium 
Flexibility

Fixed Flexible Flexible Flexible

Cash Value 
Growth

Guaranteed Interest-based Market-linked Index-linked

Market Risk None None Full Capped

Downside 
Protection

Yes (guaranteed) Yes (floor) No Yes (0% floor)

Complexity Low Medium High Medium-High

Best For Conservative 
savers

Flexibility Growth seekers Growth + 
protection

Annuity Product Comparison

Feature Fixed Annuity / 
MYGA

Fixed Indexed (FIA) Variable Annuity

Principal Guarantee Yes (full) Yes (full) No

Growth Potential Guaranteed rate Index-linked, capped Unlimited (market)

Market Risk None None Full

Fees Low-to-none Low (riders extra) High (1.5–4%+)

Income Options Annuitization Income rider Income riders

Best For Conservative safety Growth + protection Tax deferral + market

Insurance vs. Investment Vehicles: At-a-Glance
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Feature IUL Insurance 401(k) Roth IRA Taxable Account

Tax-Deferred 
Growth

Yes Yes Yes (tax-free) No

Tax-Free Income Yes (via loans) No Yes Partial (cap 
gains)

Contribution 
Limits

MEC limits $23,000/yr $7,000/yr None

Early Access 
Penalty

Surrender 
charge

10% before 59½ 10% before 59½* None

RMD Required No Yes (age 73) No No

Death Benefit Yes (income-tax-
free)

No No No

Creditor 
Protection

Yes (most states) Yes (ERISA) Partial No

*Roth IRA contributions (not earnings) can be withdrawn at any time without 
penalty.

2024 Federal Income Tax Brackets

Tax Rate Single Filers Married Filing Jointly

10% $0 – $11,600 $0 – $23,200

12% $11,601 – $47,150 $23,201 – $94,300

22% $47,151 – $100,525 $94,301 – $201,050

24% $100,526 – $191,950 $201,051 – $383,900

32% $191,951 – $243,725 $383,901 – $487,450

35% $243,726 – $609,350 $487,451 – $731,200

37% Over $609,350 Over $731,200

Note: Tax brackets are adjusted annually for inflation. Always consult a tax 
professional for your specific situation.
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Recommended Financial Strength Ratings for Insurers

Rating Agency Excellent Good Acceptable

A.M. Best A++ or A+ A or A− B++ or B+

Standard & Poor’s AAA or AA+ AA or AA− A+ or A

Moody’s Aaa or Aa1 Aa2 or Aa3 A1 or A2

Fitch AAA or AA+ AA or AA− A+ or A

For annuities and products where guarantees are critical, always use companies 
rated A or better by at least two of the above agencies.

Thank you for reading The Insurance Investor.

May your retirement be secure, joyful, and financially free.
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