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Dialing Your Tax Bracket – A Tax Planning Technique Using Life Insurance 
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Vice President, Advanced Markets, AXA Distributors Life Division 

High-income clients see themselves as under attack these days. They see a tsunami of tax law 
changes and many perceive a looming crisis facing their retirement plans. Whether justified or not, 
the concerns are ones that financial professionals need to address. In many instances, life insurance 
might offer clients not only protection during their working years, but also options to help them in 
their retirement years. 

The Threats Clients See Today 

The retirement crisis is an issue that plays out, often daily, in the press. For engaged clients who 
monitor the news, concerns about retirement are often a central issue. A recent survey by The Wall 
Street Journal showed that 68% of working Americans were either concerned or not at all confident 
in the ability of Social Security to provide benefits. This is a sentiment shared by 47% of all retirees, 
regardless of income. Employer-provided pension plans, once a stable of retirement, have 
precipitously declined. In 1975, nearly 85% of American workers were covered by a defined benefit 
pension. By 2013 that figure had declined to 13%. This shift has placed an ever-increasing burden 
on clients across the income spectrum to self-fund their retirement. However, for many high-income 
clients, the caps placed on 401(k), and even non-deductible IRA, contributions don’t allow clients 
enough funding options. 

Beyond the threat of an underfunded retirement, clients may also see themselves threatened by 
taxes. The 2012 American Taxpayer Relief Act (ATRA) brought tax rates up to those not seen in nearly 
20 years. Exemptions and itemized deductions were phased out for high-income tax payers, and 
many clients are facing an additional levy on most investment income via a 3.8% surcharge to 
support the Affordable Care Act. Even though taxes today, based on historic rates, are in a middle 
ground, many clients fear increasing taxes. Pressure to decrease corporate tax rates, the mounting 
US debt, and the ongoing war on terror, economic stimulus and even pressure to restore budget cuts 
to the Centers for Disease Control raise fears of higher taxes.   

A Life Insurance Option 

Amidst all of this concern, life insurance may offer many clients both protection and options for 
retirement that are often overlooked. During a client’s working years, life insurance can offer a 
client’s family protection, while helping to assure that their long term goals (retirement, security and 
maintaining a lifestyle) are achievable. Permanent cash value life insurance offers post-retirement 
benefits.i 

During a client’s working years, a permanent life insurance policy lets clients build cash values that 
are sheltered in a potentially tax-free wrapper (the life insurance policy itself). Clients who may have 
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already maximized their 401(k) and other retirement options can, within certain guidelines 
established in the Tax Code, build other retirement assets. It’s a tax benefit and an option that few 
other accumulation assets offer to clients. 

In retirement, clients can access these same policy cash values via withdrawals and loans. With 
careful planning, these clients can receive their funds income tax free, at both the federal and state 
level. This helps clients minimize their taxable income. Even further, it may help clients reduce 
income levels that may throw them into higher income brackets. This offers clients options in 
sheltering their investment income from the 3.8% passive income tax surcharge, and helps them 
plan around phase-outs of exemptions and deductions. Please remember that loans and withdrawals 
from a policy will reduce the face amount and cash values of that policy. Clients should work with 
their financial advisors to determine an appropriate policy income level. Aggressive withdrawals and 
loans may cause a client to pay higher premiums in later years to keep the policy from failing. 

Dialing a Client’s Tax Bracket with Life Insurance 

Another option clients have with life insurance is that they can elect when they wish to draw on their 
policy cash surrender values. In retirement, a client facing a tax increase might elect to pull funds 
from their life insurance policy’s cash values rather than draw down on capital assets. An example 
can be seen in the following chart.ii 

  Lower Tax Brackets Higher Tax Bracket  

  

Social Security, IRA, Pension 
Distributions and other Taxable 
Income  

Taxable Income or Life 
Insurance Cash Values, 
Roth IRAs and Municipal 
Bond Interest 

Total 

  First $18,150 Next $55,650 Next $26,200 $100,000 

Without Life 
Insurance 
Planning 

Tax Rate 10% 15% 25%  

Taxes Due $1,815 $8,348 $6,550 $16,713  

With Life 
Insurance 
Planning 

Tax Rate 10% 15% 0%  

Taxes Due $1,815 $8,348  $0 $9,983  

 

As you can see in the chart, two clients each take in $100,000 of income. Both fill up their earliest, 
lowest, tax brackets with standard income items such as Social Security, required minimum 
distributions from retirement plans and even annual interest or dividends. The difference occurs as 
each client moves into the higher tax brackets. The client who continues to build their $100,000 of 
income with taxable items will pay $16,713 of income. For the client who uses tax free options for 
their highest (in this instance 25%) tax bracket their tax bill will be $9,983. It’s a tax savings of 
$6,730 or 40% of their Federal tax bill. It’s a technique that can stay constant as clients move into 
even higher income tax brackets.   
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It’s important to remember that careful planning is important. Life insurance’s tax treatment is 
unique, but it is also not a traditional financial asset. It may not be available to all clients.  Each 
client will need to show a need for death benefit protection and the amount of life insurance that can 
be purchased will vary with each client’s financial and medical situation. The amount of funds that 
can be placed into a life insurance policy and the accumulation potential of these funds will vary 
based on Tax Code guidelines. 

However, for the right client life insurance for protection and accumulation is a special option that no 
financial professional should overlook. 

Under current federal tax rules, clients generally may take income-tax-free withdrawals up to their 
basis (total premiums paid) in the policy or loans from a life insurance policy. If the policy is a 
modified endowment contract (MEC), all distributions (withdrawals or loans) are taxed as ordinary 
income to the extent of gain in the policy and may also be subject to an additional 10% premature 
distribution penalty prior to age 59½, unless certain exceptions are applicable. 

 

 

 

 

 

You must pay the minimum premium to maintain the life insurance and there is an upper cap on how 
much can be contributed and still allow the contract to fall within the definition of life insurance 
under Tax Code Section 7702. Policy loans and withdrawals will reduce the cash value and face 
amount of the policy and increase the chance a policy may lapse. Without careful planning with a 
Financial Professional, clients may need to pay higher premiums. 

                                                            
 
Please be advised that this document is not intended as legal or tax advice. Accordingly, any tax information 
provided in this article is not intended or written to be used, and cannot be used, by any taxpayer for the 
purpose of avoiding penalties that may be imposed on the taxpayer. The tax information was written to support 
the promotion or marketing of the transactions (or matters) addressed, and clients should seek advice based 
on their particular circumstances from an independent tax advisor. Neither AXA Equitable, AXA Advisors, AXA 
Network nor AXA Distributors provides legal or tax advice. 

Life products are issued by AXA Equitable Life Insurance Company (New York, NY) or MONY Life Insurance 
Company of America, an Arizona Stock Corporation with its main administration office in Jersey City, NJ, and co-
distributed by affiliates  AXA Network, LLC, and its subsidiaries and AXA Distributors, LLC, New York, NY 10104. 

Life Insurance Products:  are not FDIC insured, are not insured by any Federal government agency, are not 
guaranteed by any bank or savings association, and may go down in value. 
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