’Tis the Season — Tax Season That Is!
Identifying Opportunities From a 1040

Clients that have pulled together financial statements and tax forms in
preparation of the upcoming income tax filing deadline are acutely aware
of their tax burden. Now is a great time to reach out to these clients and
share the tax advantages of life insurance.

With 239 million people
filing income taxes this year
— now is a great time
to schedule 1040 reviews
and start identifying
new opportunities!

W

ith this in mind, John Hancock Advanced Markets is excited to
introduce our 1040 Opportunities kit that includes an interactive
1040 Overlay, instruction Guide, and fillable Worksheet. This kit
empowers advisors to walk clients through their 1040 Form while
identifying life and long-term care insurance opportunities. A 1040 review is an
unobtrusive and efficient way to gather extensive financial information while
starting the insurance conversation.
Tax returns provide Gross Income, Adjusted Gross Income and ultimately
Taxable Income, but a careful review of the lines in between can lead to
important and powerful discussions about income replacement, retirement
savings, and estate and legacy planning in addition to inter-generational wealth
and business planning needs.
A 1040 has so much information that there can be unlimited potential planning
opportunities. Here are five key ideas to get started.

IDEA #1: COMPARE RETURNS TO UNCOVER MAJOR CHANGES
One of the easiest and most productive ways to use a 1040 is to compare last year’s
return to this year’s. Most of life’s “major changes,” the types of events that create
the largest life insurance opportunities, jump off the page as a new line item or a
major change from last year. Common changes include a new job or business
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venture, marriage or divorce, new family members or an
elderly dependent parent.

IDEA #2: FOCUS ON PROTECTING LOVED ONES
Lines 1-3 on the 1040 provide insight into marital status
and the income replacement needs of each spouse.
Alternatively, if this is a second marriage, “blended
families” need planning related to estate equalization
between children from a prior marriage and a new spouse
or subsequent children.
“Exemptions” identify any dependents that rely upon the
taxpayer for financial support and care, or those who suffer
the greatest personal loss if the taxpayer passes away. A
basic death benefit can provide the protection these loved
ones need. Keep in mind that “dependents” arrive in many
ways — not just through birth and adoption — but a
dependent could include an elderly parent or relative that
can no longer care for themselves. Often, the arrival of any
one of these dependents will cause a client to reconsider
their life and long-term care insurance needs.
Focusing on “exemptions” and “dependents” can start a
review in the right direction. Is protection something they
want to provide? What are their other financial goals?

BONUS OPPORTUNITY: Clients may also want to start saving for
a child’s college fund, in addition to basic death benefit protection.

IDEA #3: FOCUS ON INCOME REPLACEMENT
Life insurance sales often focus on replacing income.
What better way to capture the replacement need then by
analyzing the “Earned Income” section on lines 7 through
21? These lines not only provide the many types of income a
client may have including “W-2” or “1099,” but also include
income from other sources, such as business income.

BONUS OPPORTUNITY: Business income may indicate a strong
ongoing enterprise, which presents the possibility of a number
of planning opportunities — Buy-Sell Succession Planning,
Non-Qualified Deferred Compensation, and Key Person Insurance.

gains taxes due to an investment portfolio, income from a
CD, or required minimum distributions from an IRA. These
are just a few of the types of income items that all lead to one
very important question: what are these investments for?
Some assets may be earmarked for lifetime spending but
many others are to be passed to children and grandchildren.
Alternatively, these “generational” assets can be repositioned
into a John Hancock permanent life insurance product
to grow tax deferred — reducing lifetime tax burdens —
while providing the immediate certainty of death benefit
protection.

IDEA #5: FOCUS ON RETIREMENT PLANNING
Some lines on the 1040 shed light into whether the client is
in their “accumulation phase” and is making contributions
to IRAs or other qualified plans as a means to save for
retirement while reducing taxable income. Even if the client
did not make any current contributions, these lines are an
opportunity to start the retirement savings discussion. Are
they on track for retirement?
Additionally, many 1040s include a W2 form. W2 boxes
3 and 5 reflect contributions to tax deferred retirements,
giving you insight into how much is being contributed to
other retirement accounts. For clients who want to protect
loved ones while supplementing their retirement savings,
the tax deferred accumulation of life insurance can help
them achieve these goals.
These are five ideas to get you started, but there are other
ideas and concepts that can be found on a client's tax
return. For a more in depth look, please refer to the 1040
Opportunities kit. We hope it empowers you to review and
dissect some 1040s and identify new sales opportunities.
Our Advanced Markets Group is ready for calls to help
deliver on the opportunities you uncover. Also, please let
us know if there is any feedback that you gather from your
1040 reviews that you would like us to incorporate into
next year’s overlay. Together we can help each other make
a meaningful difference in the lives of our clients.

IDEA #4: FOCUS ON WEALTH TRANSFER
1040s provide insight into the other investments a client may
hold. For example, a client may be burdened with capital

For agent use only. This material may not be used with the public.
This material does not constitute tax, legal or accounting advice and neither John Hancock nor any of its agents, employees or registered representatives are in the business of offering such advice. It was
not intended or written for use and cannot be used by any taxpayer for the purpose of avoiding any IRS penalty. It was written to support the marketing of the transactions or topics it addresses. Comments
on taxation are based on John Hancock’s understanding of current tax law, which is subject to change. Anyone interested in these transactions or topics should seek advice based on his or her particular
circumstances from independent professional advisors.
Insurance products are issued by John Hancock Life Insurance Company (U.S.A.), Boston, MA 02117 (not licensed in New York) and John Hancock Life Insurance Company of New York, Valhalla, NY 10595.
Loans and withdrawals will reduce the death benefit, cash surrender value, and may cause the policy to lapse. Lapse or surrender of a policy with a loan may cause the recognition of taxable income. Policies
classified as modified endowment contracts may be subject to tax when a loan or withdrawal is made. A federal tax penalty of 10% may also apply if the loan or withdrawal is taken prior to age 59½.
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Form

1040
2014
Individual
Income TaxUsing
Return1040
Uncover U.S.
Planning
Opportunities
Overlay
(99)

Department of the Treasury—Internal Revenue Service

OMB No. 1545-0074

For the year Jan. 1–Dec. 31, 2014, or other tax year beginning
Your first name and initial

, 2014, ending

IRS Use Only—Do not write or staple in this space.

See separate instructions.

, 20

Line up the sections below with
corresponding areas
Lastthe
name
on the most recent Form 1040 and/or applicable Schedule A to help
potential
and
long-term care needs.
name
If a joint return,uncover
spouse’s first
name and life
initialinsuranceLast

Your social security number
Spouse’s social security number
Apt. no.

Home address (number and street). If you have a P.O. box, see instructions.

▲

City, town or post office, state, and ZIP code. If you have a foreign address, also complete spaces below (see instructions).

Presidential Election Campaign
Check here if you, or your spouse if filing
jointly, want $3 to go to this fund. Checking
Foreign postal code
a box below will not change your tax or
refund.
You
Spouse

Lines 1-5 –Filing Status:Review of life insurance needs using corresponding Needs Analysis.

Foreign country name

Filing Status
Check only one
box.

Exemptions

Foreign province/state/county

1

Single
4
Head of household (with qualifying person). (See instructions.) If
Line 6c –Dependents:Do
the qualifying person is a child but not your dependent, enter this
Married
filing
jointly
(even
if
only
one
had
income)
you have enough life insurance
child’s name here. ▶
to protect
loved ones?
The spouse’s SSN above
Married
filingyour
separately.
Enter
younger
thehere.
dependents
age, the
▶
and full
name
5
Qualifying widow(er) with dependent child
more insurance is generally needed.
Boxes checked
6a
Yourself.
If
someone
can
claim
you
as
a
dependent,
do
not
check
box 6a . . . . .
Do you want to provide for college?
on 6a and 6b
If yes, are you
b
Spouse
. on
. track
. for
. this
. . . . . . . . . . . . . . . . . . . .
No. of children
goal? Do you have any dependents(2) Dependent’s
on 6c who:
(4) ✓ if child under age 17
(3) Dependent’s
c Dependents:
• lived with you
qualifying for child tax credit
that have special needs (e.g., social security number
relationship to you
(1) First name
Last
name
(see
instructions)
• did not live with
children, as well as elderly parents,
you due to divorce
extended family members, etc.)?
or separation
(see instructions)
How will you provide for them
should something happen to you?
Dependents on 6c
2
3

}

If more than four
dependents, see
instructions and
check here ▶
Line 7 –Wages/Salaries: How would you replace your income for your spouse and/or children if something should happen to you?
d Total number of exemptions claimed . . . . . . . . . . . . . . . . .
Has your salary changed?
7
Wages, salaries, tips, etc. Attach Form(s) W-2
. . . . . . . . . . . .
7
Income
Line 8a –Taxable Interest:
is this invested
how much
is it earning?
What is this. . . . . . . . . . . .
8a Where
Taxable
interest.and
Attach
Schedule
B if required
8a
money for? Are you concerned
taxes?
b about
Tax-exempt
interest. Do not include on line 8a . . .
8b
Attach Form(s)
9a Ordinary dividends. Attach Schedule B if required . . . . . . . . . . .
9a
Linehere.
8b –Also
Tax Exempt Income:How long have you had municipal bonds? What are they
W-2
b
Qualified
dividends
.
.
.
.
.
.
.
.
.
.
.
9b
earningForms
and are you re-investing them? When will you use this money?
attach
10
Taxable refunds, credits, or offsets of state and local income taxes . . . . . .
10
W-2G and
1099-R
Line 9aif–tax
Dividend Income:
is thisreceived
dividend money
11 Where
Alimony
. . coming
. . from?
. How
. . much
. are
. you
. earning?
. . What
. . are. you. using
. these
. . dividends
. . for? 11
was withheld.
12
Business income or (loss). Attach Schedule C or C-EZ . . . . . . . . . .
12
Line 12 –Business Income:
is yourgain
business
doing?Attach
Who doSchedule
you want toDleave
your business
to?required, check here ▶
13 How
Capital
or (loss).
if required.
If not
13
you done
planning?
If Have
you did
not any succession
14
Other gains or (losses). Attach Form 4797 . . . . . . . . . . . . . .
14
get a W-2,
15
a
IRA
distributions
.
15a
b
Taxable
amount
.
.
.
15b
Line
15 –IRA Distributions:What is your plan on
see
instructions.
taking distributions? Are 16
youa 70 Pensions
1/2? Do youand
needannuities 16a
b Taxable amount
. . .
16b
Line 17 –Partnership/S-Corp Income:Where is this
the income or are you just
RMDs because
17takingRental
real estate, royalties, partnerships,
S
corporations,
trusts,
etc.
Attach
Schedule
E
17
income coming from (i.e., rental real estate, business, or LLC)?
you have to? What is your plan to sustain a long
18
Farm
income
or
(loss).
Attach
Schedule
F
.
.
.
.
.
.
.
.
.
.
.
.
.
.
18
Have you done any succession planning?
retirement?
19
Unemployment compensation . . . . . . . . . . . . . . . . .
19
Line 16 –Pensions and
you havebenefits 20a
Line 20a –Social SecuritybBenefits:
did you .start. .
20Annuities:
a SocialDosecurity
TaxableWhen
amount
20b
a pension? What kind of annuity do you have? Do
taking your social security benefit? Do you use it for current
21 off of?
Other income. List type and amount
21
you need this money to live
living expenses?
22
Combine the amounts in the far right column for lines 7 through 21. This is your total income ▶
22
23
Educator expenses . . . . . . . . . . .
23

Adjusted
Gross
Income

Make sure the SSN(s) above
and on line 6c are correct.

24

Certain business expenses of reservists, performing artists, and
fee-basis government officials. Attach Form 2106 or 2106-EZ

25

Health savings account deduction. Attach Form 8889

.

24
25

26
Moving expenses. Attach Form 3903 . . . . . .
27
Deductible part of self-employment tax. Attach Schedule SE .
28
Self-employed
SEP,forSIMPLE,
and
qualified
Lines 28 & 32 –Retirement Plans:Are you on track
retirement?
Would
you likeplans
to invest . .

26
27
28

29
more on a tax deferred basis?
30
31a

Self-employed health insurance deduction
Penalty on early withdrawal of savings . .

.
.

.
.

.
.

.
.

32
33
34

Alimony paid b Recipient’s SSN ▶
IRA deduction . . . . . . .
Student loan interest deduction . .
Tuition and fees. Attach Form 8917 .

29
30
31a

.
.
.

.
.
.

.
.
.

.
.
.

32
33
34

35
36
37

Domestic production activities deduction. Attach Form 8903
35
Add lines 23 through 35 . . . . . . . . . . . . .
Subtract line 36 from line 22. This is your adjusted gross income

.
.
.

.
.
.

not entered above

Add numbers on
lines above ▶

Line 13 –Capital Gains:
Where is this money invested?
Can it be invested in a more
tax-efficient manner? Why is
this in a taxable investment?

Line 31a –Alimony Paid: Does your divorce decree require
life insurance? Did you purchase the life insurance required?
If yes, do you need to review your coverage?

.
.

For Disclosure, Privacy Act, and Paperwork Reduction Act Notice, see separate instructions.

.
.

.
.

.
.

.
.

.
▶

36
37

Cat. No. 11320B
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Form 1040 (2014)

Tax and
Credits

38

Amount from line 37 (adjusted gross income)

39a

Check
if:

b

{

.

.

.

You were born before January 2, 1950,
Spouse was born before January 2, 1950,

.

.

.

.

Blind.
Blind.

.

}

.

.

.

.

.

.

38

Total boxes
checked ▶ 39a

If your spouse itemizes on a separate return or you were a dual-status alien, check here ▶

39b

40
Itemized deductions (from Schedule A) or your standard deduction (see left margin) . .
40
Standard
Deduction
41
Subtract line 40 from line 38
. . . . . . . . . . . . . . . . . . .
41
for—
42
Exemptions. If line 38 is $152,525 or less, multiply $3,950 by the number on line 6d. Otherwise, see instructions
• People who 42
check any
43
Taxable income. Subtract line 42 from line 41. If line 42 is more than line 41, enter -0- . .
43
box on line
39a or 39b or 44
Form 4972 c
Tax (see instructions). Check if any from: a
Form(s) 8814 b
44
who can be
claimed as a
45
Alternative minimum tax (see instructions). Attach Form 6251 . . . . . . . . .
45
dependent,
46
Excess advance premium tax credit repayment. Attach Form 8962 . . . . . . . .
46
see
instructions.
▶
47
47
Add lines 44, 45, and 46
. . . . . . . . . . . . . . . . . . .
• All others:
48
Foreign tax credit. Attach Form 1116 if required . . . .
48
Single or
Line 49 –Credit for Child and Dependent Care Expenses:
Married filing
49
49
Credit for child and dependent care expenses. Attach Form 2441
What are your child care expenses? Would these change if
separately,
Lines 51 –Retirement
Savings
Contribution
Credit:
Would
youline
like 19
additional
50
Education
credits
from
Form
8863,
.
.
.
.
.
50
$6,200
something were to happen to you?
tax-efficient retirement savings opportunities?
Married filing
51
Retirement savings contributions credit. Attach Form 8880
51
jointly or
ChildHave
taxyou
credit.
Attach
if required
52
Qualifying
Lines 52 –Child52
Tax Credit:
started
saving Schedule
for college? 8812,
Would you
like to . . .
widow(er),
53
Residential
energy
credits.
Attach
Form
5695
.
.
.
.
53
save for college tuition without paying income taxes on the returns?
$12,400
3800
8801
b
c
54
Other
credits
from
Form:
a
54
Head of
household,
55
Add
lines
48
through
54.
These
are
your
total
credits
.
.
.
.
. . . . . . . .
55
$9,100

▶
Lines 56 –Taxes:
How do
you feel about
paying
amount
taxes?
you done
Subtract
line 55
fromthis
line
47. Ifinline
55 Have
is more
than line 47, enter -0. . . . . .
56
56
any planning for tax diversification and retirement planning?
57
Self-employment tax. Attach Schedule SE . . . . . . . . . . . . . . .
57
58
Unreported
social
security
and
Medicare
tax
from
Form:
a
4137
b
8919
.
.
58
Other
59
59
Additional tax on IRAs, other qualified retirement plans, etc. Attach Form 5329 if required
. .
Taxes
60a Household employment taxes from Schedule H . . . . . . . . . . . . . .
60a
60b
b First-time homebuyer credit repayment. Attach Form 5405 if required . . . . . . . .
61
61
Health care: individual responsibility (see instructions) Full-year coverage
. . . . .
Form 8960 c
62
62
Taxes from: a
Form 8959 b
Instructions; enter code(s)
▶
63
Add lines 56 through 62. This is your total tax . . . . . . . . . . . . .
63
Payments 64 Federal income tax withheld from Forms W-2 and 1099 . . 64
2014 estimated tax payments and amount applied from 2013 return
65
65
If you have a
66a Earned income credit (EIC) . . . . . . . . . . 66a
qualifying
b Nontaxable combat pay election
66b
child, attach
Schedule EIC. 67
Additional child tax credit. Attach Schedule 8812 . . . . .
67
American opportunity credit from Form 8863, line 8 . . .
68
68
Net premium tax credit. Attach Form 8962 . . . . . .
69
69
Amount paid with request for extension to file . . . . .
70
70
71
Excess social security and tier 1 RRTA tax withheld . . . .
71
72
Credit for federal tax on fuels. Attach Form 4136
. . . .
72
Credits from Form: a
2439 b
Reserved c
Reserved d
73
73
▶
Add lines 64, 65, 66a, and 67 through 73. These are your total payments . . . . .
74
74
If line 74 is more than line 63, subtract line 63 from line 74. This is the amount you overpaid
75
75
Refund
76a Amount of line 75 you want refunded to you. If Form 8888 is attached, check here . ▶
76a
▶ b
▶ c Type:
Routing number
Checking
Savings
Direct deposit?
See
▶ d
Account number
instructions.
Amount of line 75 you want applied to your 2015 estimated tax ▶ 77
77
Amount
78
Amount you owe. Subtract line 74 from line 63. For details on how to pay, see instructions ▶ 78
You Owe
79
Estimated tax penalty (see instructions) . . . . . . .
79
Do
you
want
to
allow
another
person
to
discuss
this
return
with
the
IRS
(see instructions)?
Yes. Complete below.
Third Party

No

Personal identification
▶
number (PIN)

Phone
no. ▶

Designee

Designee’s
name ▶

Sign
Here

Under penalties of perjury, I declare that I have examined this return and accompanying schedules and statements, and to the best of my knowledge and belief,
they are true, correct, and complete. Declaration of preparer (other than taxpayer) is based on all information of which preparer has any knowledge.

Paid
Preparer
Use Only

Your signature

Date

Your occupation

Daytime phone number

Spouse’s signature. If a joint return, both must sign.

Date

Spouse’s occupation

If the IRS sent you an Identity Protection
PIN, enter it
here (see inst.)
PTIN
Check
if
self-employed

▲

Joint return? See
instructions.
Keep a copy for
your records.

Print/Type preparer’s name

Firm’s name

Preparer’s signature

Date

▶

Firm's EIN

Firm’s address ▶

Phone no.

www.irs.gov/form1040

▶
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SCHEDULE A
(Form 1040)

Uncover Planning Opportunities Using 1040 Overlay — Schedule A
OMB No. 1545-0074
Itemized Deductions

Department of the Treasury
Internal Revenue Service (99)

▶ Information

about Schedule A and its separate instructions is at www.irs.gov/schedulea.
▶ Attach to Form 1040.

Name(s) shown on Form 1040

Medical
and
Dental
Expenses
Taxes You
Paid

Interest
You Paid
Note.
Your mortgage
interest
deduction may
be limited (see
instructions).

Caution. Do not include expenses reimbursed or paid by others.
1 Medical and dental expenses (see instructions) . . . . .
1
2 Enter amount from Form 1040, line 38
2
3 Multiply line 2 by 10% (.10). But if either you or your spouse was
3
born before January 2, 1950, multiply line 2 by 7.5% (.075) instead
4 Subtract line 3 from line 1. If line 3 is more than line 1, enter -0- . .
5 State and local (check only one box):
a
Income taxes, or
. . . . . . . . . . .
5
b
General sales taxes
6 Real estate taxes (see instructions) . . . . . . . . .
6
7 Personal property taxes . . . . . . . . . . . . .
7
8 Other taxes. List type and amount ▶
8
9 Add lines 5 through 8 . . . . . . . . . . . . . . . .
10 Home mortgage interest and points reported to you on Form 1098 10
11 Home mortgage interest not reported to you on Form 1098. If paid
to the person from whom you bought the home, see instructions
and show that person’s name, identifying no., and address ▶

.

2014

Attachment
Sequence No. 07
Your social security number

Line 3 – Medical and Dental Expenses: H
 ow do you cover
your medical expenses? Do you have long-term care coverage?

.

.

.

.

.

4

.

.

.

.

.

9

}

.

Line 11 – Interest You Paid: What is your mortgage
balance? How many more years do you have to pay? Would
you like to cover this debt if something should happen to you?

11

12 Points not reported to you on Form 1098. See instructions for
special rules . . . . . . . . . . . . . . . . .
12
13 Mortgage insurance premiums (see instructions) . . . . .
13
14 Investment interest. Attach Form 4952 if required. (See instructions.) 14
15 Add lines 10 through 14 . . . . . . . . . . . . . . .
Gifts to
16 Gifts by cash or check. If you made any gift of $250 or more,
see instructions . . . . . . . . . . . . . . . .
16
Charity
17 Other than by cash or check. If any gift of $250 or more, see
If you made a
gift and got a
instructions. You must attach Form 8283 if over $500 . . .
17
benefit for it,
Carryover
fromdoprior
year How
. long
. .have. you. given
. to. charities?
. . . . .
18
Line 19 –Gifts to18
Charity:
What charities
you support?
see
instructions.
Have
you protected19
the charity
lossthrough
of your support
Add from
linesthe16
18 . if something
. . . were
. to. happen
. . to .you?. . . . . .

.

.

.

.

.

.

15

.

.

.

.

.

.

19

Would youand
like to leave a legacy to this charity?
Casualty
Theft Losses 20 Casualty or theft loss(es). Attach Form 4684. (See instructions.) . . . . . . . .
Job Expenses 21 Unreimbursed employee expenses—job travel, union dues,
and Certain
job education, etc. Attach Form 2106 or 2106-EZ if required.
Miscellaneous
21
(See instructions.) ▶
Deductions
22 Tax preparation fees . . . . . . . . . . . . .
22

20

23 Other expenses—investment, safe deposit box, etc. List type
and amount ▶

Other
Miscellaneous
Deductions

24
25
26
27
28

23
Add lines 21 through 23 . . . . . . . . . . . .
24
Enter amount from Form 1040, line 38 25
Multiply line 25 by 2% (.02) . . . . . . . . . . .
26
Subtract line 26 from line 24. If line 26 is more than line 24, enter -0- .
Other—from list in instructions. List type and amount ▶

.

.

.

.

.

27

28

29 Is Form 1040, line 38, over $152,525?
Total
Itemized
No. Your deduction is not limited. Add the amounts in the far right column
This material does not constitutefor
tax,lines
legal or
and neither
nor any
its agents,
employees
or registered representatives
are in the business of offering
. .
4 accounting
through advice,
28. Also,
enterJohn
thisHancock
amount
on ofForm
1040,
line 40.
29
Deductions

}

such advice. It cannot be used by any taxpayer for the purpose of avoiding any IRS penalty. It was written to support the marketing of the transactions or topics it addresses. Comments
Yes. Your
deduction
maytax
belaw,
limited.
the
Deductions
on taxation are based on John Hancock’s
understanding
of current
which isSee
subject
to Itemized
change. Anyone
interested in these transactions or topics should seek advice based on his
Worksheet
inprofessional
the instructions
or her particular circumstances from
independent
advisors. to figure the amount to enter.
Insurance products are
by: John
Hancock
Life Insurance
Company (U.S.A.),
MA 02117
in Newyour
York) and
John Hancock Life Insurance Company of New York,
30issued
If you
elect
to itemize
deductions
evenBoston,
though
they (not
arelicensed
less than
standard
Valhalla, NY 10595.
deduction, check here . . . . . . . . . . . . . . . . . . . ▶
©2015 John Hancock. All rights reserved.
Cat. No. 17145C
Schedule A (Form 1040) 2014
For
Paperwork Reduction Act Notice, see Form 1040 instructions.
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Advanced Matters

Income Tax Implications of Living Benefits

Over the past two decades, life insurance products have come to include
benefits payable during the life of the insured as well as at death. More
recently, hybrid life insurance with long term care (LTC) or chronic illness riders
has proved popular in the marketplace, with sustained double-digit growth in
product sales from 2009–14.1 This early payout is called a living benefit (also
known as accelerated death benefit, or ADB). Living benefits on a policy may
be triggered when the insured experiences a qualifying chronic, critical or terminal illness. Exact requirements for living benefits depend on life expectancy
and the terms of the life insurance contract. However, since the income taxfree receipt of life insurance proceeds is usually described as dependent on the
death of the insured, the taxation of these living benefits has raised questions.
This document will examine some of the potential tax implications with regard
to qualifying health events and policy ownership. In general:
■■

Terminal illness or chronic illness/long term care benefits should be
income tax-free if the death benefit would have been income tax-free upon
the death of the insured. These benefits would be taxable to the business
for business-owned policies.

■■

Critical illness benefits should generally be income-tax free when
premiums are paid by the individual insured rather than by an employer.

To Find Out More:
Terminal/chronic illness benefits are
governed by Internal Revenue Code
§ 101(g) and are treated like an
acceleration of the death benefit.
Critical illness benefits are treated like
health insurance benefits under Internal
Revenue Code § 104
Long term care benefits are governed
by Internal Revenue Code § 7702B and
sec. 101(g). To sell products with long
term care benefits, producers must
generally be licensed to sell long term
care in the state where the contract
is sold.

Taxation of Benefits Based on Policy Ownership
The table below compares some of the differences in taxation based on ownership of the life insurance policy:
Insured owns policy

Employer owns policy

Terminal Illness

Not taxable as income2

Even if notice and consent requirements of IRC § 101(j) are followed, benefits
paid to employer are taxable3 ; but may be deductible by employer and taxable
to employee if paid to employee as reasonable compensation

Chronic Illness
/ LTC

Not taxable if less than per diem
limit or actual long term care costs 4,
depending on contract terms

Taxable as income to employer 3 ; but may be deductible by employer and
taxable to employee if paid to employee as reasonable compensation

Critical Illness

Not taxable as income when
insured pays premium5

Most likely not taxable as income to employer 6 ; but may be deductible
by employer and then taxable to employee if paid to employee as
reasonable compensation

Death Benefit

Not taxable as income7

Taxable unless IRC § 101(j) requirements met including notice and consent
provided; for C-Corp may be subject to alternative minimum income tax

1

LIMRA, 2014 Individual Life Combination Products Annual Review

2

IRC § 101(g)(1)(a)

3

IRC § 101(g)(5)

4

IRC § 101(g); IRC §7702B

5

IRC sec. 104(a)(3)

6

IRC § 104(a)(3), and Rugby Productions, Ltd. v. C.I.R., 100 T.C. 531 (1993)

7

IRC § 101(a)

Third-Party Ownership
Living benefits are normally free from income tax even when the insured is not the owner.
Some exceptions to the income tax free nature of living benefits when a third party is the
owner of the contract are:
■■

business related policies. Terminal and chronic illness long term care benefits may not be
exempted from income tax.

■■

if the policy has become subject to the transfer for value rule.8 While critical illness
benefits may fall outside the statutory transfer for value rule, they may also become
taxable if the owner acquired the policy for money or in exchange for services or property
after inception of the policy.9

■■

corporate owned policies. These may cause or increase the Alternative Minimum Tax
(AMT) by including annual increases in cash values and death benefits in AMT tax.

MEC with a Long Term Care Rider
Generally, MEC’s follow the LIFO (last in, first out) rules for taxation so that any loans or
withdrawals from a MEC result in taxable gains being distributed first before the nontaxable
return of basis. However, when LTC benefits are paid out of a MEC from a LTC rider, the
benefits received by the insured for long term care are not taxable because they are considered
LTC rider benefits rather than withdrawals from the MEC.
In addition, one can do a tax-free 1035 exchange from a MEC contract to a MEC contract with a
LTC rider and thereafter receive benefits during lifetime for long term care without experiencing
taxation of the benefits.

Lapsing a Policy After Receipt of Living Benefit
The general rules on surrender determine the tax consequences of allowing a policy to lapse,
even after payment of an accelerated death benefit. When 100% of the policy face amount has
been accelerated as a terminal illness benefit, the base policy and all riders will terminate.
When a policy lapse occurs after a chronic illness claim or long term care claim, there is no
taxable income related to prior living benefit payments as they are considered a tax-free
accelerated death benefit. Similarly, prior critical illness benefit payments are not taxable on
a later lapse of the policy. (NOTE: This differs from the tax treatment of the lapse of a policy
with an outstanding loan in excess of basis in the policy. In that scenario, the outstanding loan
balance is included as part of the amount realized, and the result is additional ordinary income
to the policy owner.)

Qualified Plans
If life insurance with accelerated death benefit riders is owned by a qualified plan, the plan
documents should address living benefit riders.
■■

Long term care/chronic illness and critical illness riders may not be considered by
the IRS to be permissible incidental benefits in a qualified plan.

■■

Terminal illness riders in a qualified plan require attention. To the extent that a life
insurance policy inside a qualified plan has cash value when the participant is terminally
ill, the distribution of living benefit payment from the plan could be viewed as a pro rata
distribution of death benefit and cash value.

Insureds and plan trustees should consult with their tax advisors to evaluate the tax consequences
of plan ownership of a life insurance policy with living benefit provisions.

8
9

IRC § 101(a)(2). Please see our Advanced Matters “Policy Transfers” (OLA 2249) for more details on transfer for value.
Peoples Finance & Thrift Co. v. C.I.R., 12 T.C. 1052, 1055 (1949), aff’d 184 F.2d 836 (5th Cir. 1950)

Federal Income Tax Reporting
Transamerica reports the payment of living benefits when required by the IRS on forms 1099-LTC
and 1099-R. Taxpayers must consult with their professional legal and tax advisors to determine if
benefit payments are taxable or not and prepare their tax returns accordingly.

Summary
With the increasing popularity of hybrid life insurance products with chronic, critical, terminal
and long term care benefits, it is important to be aware of the issues that may arise due to tax
consequences of these living benefits. Policies owned by businesses, policies in qualified plans,
and any other policies not owned by the insured all require careful review so that the value of
these benefits is understood and realized.

Transamerica Life Insurance Company (“Transamerica”) and its agents and representatives do not give tax or legal
advice. This material is provided for informational purposes only and should not be construed as tax or legal advice.
Clients and other interested parties are urged to consult with and rely solely upon their own independent advisors
regarding their particular situations and the concepts presented here.
Discussions of the various planning strategies and issues are based on our understanding of the applicable federal
tax laws in effect at the time of publication. However, tax laws are subject to interpretation and change, and there is
no guarantee that the relevant tax authorities will accept Transamerica’s interpretations. Additionally, this material
does not consider the impact of applicable state laws upon clients and prospects.
Although care is taken in preparing this material and presenting it accurately, Transamerica disclaims any express
or implied warranty as to the accuracy of any material contained herein and any liability with respect to it. This
information is current as of September 2015.
Life insurance issued by Transamerica Life Insurance Company, Cedar Rapids, IA.

For producer use only. Not for distribution to the public.
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KNOWING IF THIS STRATEGY IS RIGHT FOR YOU
You have several options available to you for passing along
your wealth. Certain factors can help you determine whether
to consider the strategy presented here.
This gifting strategy may benefit you and your family if you:
•

Have a net worth of $20 million or more.

•

Are family oriented.

•

Have a financially conservative lifestyle.

•

Are involved in your community or have a favorite charity.

•

Have estate or income tax concerns.

ZERO ESTATE TAX STRATEGY

Family. Charity. Government.
Upon death, affluent individuals cannot avoid benefiting at least two of
the three. A certain amount of your wealth is “social capital,” meaning
it will be returned to society, either through taxes or through charitable
contributions. Knowing this, you can create a strategy that guides the
distribution of your wealth, based on your wishes and beliefs.

WHICH WOULD YOU PREFER?

FAMILY

CHARITY

• Leave your legacy to your family and the government?
• Leave your legacy to your family and your favorite charity?
Many affluent people are either unaware of the extent to which estate taxes could
erode their legacies or unfamiliar with the strategies that could help them to transfer
their wealth more effectively.

GOVERNMENT

ZERO ESTATE TAX STRATEGY

The History of Estate Taxes
The debate over the estate tax is nothing new. Originally enacted in 1797, the tax has been
reformed, repealed, or reenacted over 20 times in its 200-plus years of existence. So executing
an effective estate strategy is like trying to hit a moving target with a bow and arrow.
It is hard to predict whether the tax will be in effect, its rate, or what exemption it will offer. In
response to this uncertainty, individuals typically chose one of the three options below:



❶

Do nothing, leaving an estate, along with a tax bill, to beneficiaries.

❷

Use life insurance to replace the amount of wealth estimated to be lost to taxes.

❸

Implement a strategy that combines charitable giving and life insurance to leave the
full value of an estate to loved ones and favored charities.

Traditional Estate Strategy
Those who take steps to prepare for the potential liability of estate taxes typically purchase
a last survivor life insurance policy. The death benefit is received generally income tax-free*
and may even be estate tax-free if the policy’s ownership is within a properly structured trust.
Proceeds from the policy are typically used to replace the value of assets lost to taxes, thereby
preserving the estate for the benefit of the heirs.
There are many benefits to this strategy. However, it does fail to provide flexibility to individuals
who may be charitably inclined and want to utilize their estate to benefit the people and the
causes they care about the most.

*Death benefit proceeds are generally received
federal income tax-free, as provided in Internal
Revenue Code Section 101(a).

Zero Estate Tax Strategy
With the Zero Estate Tax Strategy, you can benefit your loved ones and pass the portion of your
estate subject to estate taxes to your favorite charities, thereby minimizing what you pay to the
government.

How the strategy works:
•

Make full use of each spouse’s applicable exclusion amount (estate tax exemption
equivalent), through appropriate will provisions, which may allow assets to pass to heirs
estate tax-free.

•

Make gifts to a Wealth Replacement Trust that uses the proceeds to purchase life
insurance. The death benefit provided by the policy is received estate tax-free and can help
to make your estate whole or potentially enhanced for beneficiaries. Gifts to the Wealth
Replacement Trust can make use of your lifetime and annual gifting exclusions if they are
available. Amounts in excess of available gifting exclusions may be subject to gift tax.

Consider this strategy if you:
•

Have an estate that may be subject to federal estate taxes.

•

Would rather see money going to charity than the government.

•

Are charitably inclined.

•

Would like to control who benefits from your wealth.

This strategy effectively allows you to:
•

Pass to beneficiaries a value equivalent to your full estate.

•

Retain family control over charitable donations.

•

Reduce or possibly eliminate your estate tax exposure.

•

Be flexible and adjust to changes in the estate tax. Using the tools in this brochure, your
financial professional can explain your options and help you determine the strategy that
fits with your values, beliefs, and objectives.

The strategies presented in this brochure are complex techniques that may not be appropriate for all
persons and should only be entered into with the advice of competent legal counsel. The outcome
of each strategy is not certain and will depend upon the individual circumstances, including actual
trust and life insurance policy costs, client’s life expectancy, and future tax law changes.

ZERO ESTATE TAX STRATEGY

Current Situation
TECHNIQUES
• Full Use of Estate Tax Exemptions

❶

ESTATE TAX
EXEMPTION
AMOUNTS

FAMILY
ESTATE

❷

TAXABLE
ESTATE

❸

GOVERNMENT

❶

Value of estate equal to estate tax exemption amounts passes to family.

❷

Value of estate in excess of estate tax exemption amounts is subject to estate tax.

❸

Estate tax payable is typically due within nine months of death.

The current estate tax laws allow individuals to pass a certain amount to a non-spouse beneficiary free
of federal estate tax (currently $5,490,000* for 2017). Portability, which allows a surviving spouse to
use a deceased spouse’s unused estate tax exclusion, could increase the surviving spouse’s exclusion to
$10,980,000. The amount in excess of this is subject to federal estate tax.
*Indexed annually for inflation.

Wealth Replacement Strategy
TECHNIQUES
• Full Use of Estate Tax Exemptions
• Irrevocable Life Insurance Trust

❶

ESTATE TAX
EXEMPTION
AMOUNTS

❹

WEALTH
REPLACEMENT
TRUST WITH
LIFE INSURANCE

❷

TAXABLE
ESTATE

ESTATE

FAMILY

❸

GOVERNMENT

❶

Value of estate equal to estate tax exemption amounts passes to family.

❷

Value of estate in excess of estate tax exemption amounts is subject to estate tax.

❸

Estate tax payable is typically due within nine months of death.

❹

A
 nnual gifts while living to a Wealth Replacement Trust, which pays premiums for a life insurance
policy owned by the trust to offset wealth lost to taxes.

With this approach, a Wealth Replacement Trust funded with life insurance could replace what is lost to
federal estate taxes over the exemption amount to help restore the value of the estate.

ZERO ESTATE TAX STRATEGY

Zero Estate Tax Strategy: Phase One
TECHNIQUES
• Full Use of Estate Tax Exemptions
• Family Foundation

❶

ESTATE TAX
EXEMPTION
AMOUNTS

FAMILY
ESTATE
TAXABLE
ESTATE

❹
❷

FAMILY
FOUNDATION

❸

CHARITABLE
CAUSES

❶

Value of estate equal to estate tax exemption amounts passes to family.

❷

 alue of estate in excess of estate tax exemption amounts passes to Family Foundation
V
estate tax-free.

❸

A
 t least 5% of foundation assets must be distributed to a qualified charity annually.
Other IRS guidelines apply and should be considered.

❹

Heirs can be paid reasonable compensation for services rendered as foundation directors.

With a Zero Estate Tax Strategy, the portion of the estate subject to estate taxes (the value over the
exemption amount) is redirected to a charitable beneficiary, which can be a family foundation.

Zero Estate Tax Strategy: Phase Two
TECHNIQUES
• Full Use of Estate Tax Exemptions
• Family Foundation
• Wealth Replacement Trust

❶

ESTATE TAX
EXEMPTION
AMOUNTS

❺

WEALTH
REPLACEMENT
TRUST WITH
LIFE INSURANCE

FAMILY

ESTATE
TAXABLE
ESTATE

❹
❷

FAMILY
FOUNDATION

❸

CHARITABLE
CAUSES

❶

Value of estate equal to estate tax exemption amounts passes to family.

❷

 alue of estate in excess of estate tax exemption amounts passes to Family Foundation
V
estate tax-free.

❸

A
 t least 5% of foundation assets must be distributed to a qualified charity annually.
Other IRS guidelines apply and should be considered.

❹

Heirs can be paid reasonable compensation for services rendered as foundation directors.

❺

A
 nnual gifts while living to a Wealth Replacement Trust, which pays premiums for a life insurance
policy owned by the trust to replace wealth given to a charitable cause.

In this last phase, a Wealth Replacement Trust is used with life insurance to replace the amount to the
family that is passing to the family foundation.

ZERO ESTATE TAX STRATEGY

ESTATE TAXES
The federal estate tax is levied upon the transfer of an estate at death. To eliminate the burden of the estate
tax on the majority of estates, the federal government provides the Applicable Exclusion Amount (also known
as the Estate Tax Exemption Equivalent Amount). Estate taxes are assessed on all assets that exceed the
applicable exclusion threshold. Transfers made to either public or private charities are not subject to estate
tax. Furthermore, most transfers made to a surviving spouse qualify for an unlimited marital deduction, which
effectively delays the estate tax until the death of the surviving spouse. There may be state gift and estate
tax considerations.
2017 Applicable Exclusion Amounts (Estate Tax Exemption Equivalents)

$5,490,000*

2017 Top Federal Estate Tax Rates

40%

*Indexed annually for inflation.

WEALTH REPLACEMENT TRUST
A Wealth Replacement Trust (WRT) is an Irrevocable Life Insurance Trust (ILIT) that purchases life insurance
designed to replace the value of the assets for the children that is given to charity. An ILIT is designed to hold
life insurance and pass the death benefit on to the trust beneficiaries in the most tax-efficient manner. To
accomplish its purpose, the WRT must be both the owner and the beneficiary of the policy. The life insurance
premiums are typically paid with gifts made to the trust from the creators of the trust. In many situations, gifts
made to a WRT will qualify for the annual gift-tax exclusion so that there are no adverse gift-tax consequences
associated with the gifts to the trust. In cases where the premium exceeds the available annual exclusions,
some of the client’s applicable exclusion amount may be used. Otherwise, gift-tax consequences may apply.
Upon the death of the insured, the trust will collect the life insurance death benefit proceeds and distribute
or hold them according to the trust document. The life insurance proceeds are generally received income taxfree by the trust, and, assuming the trust is properly drafted and administered, the life insurance proceeds will
also be outside the estate of the insureds. Life insurance policies contain fees and expenses, including cost of
insurance, administrative fees and premium loads, surrender charges, and other charges or fees that will impact
policy values. There may be gift tax consequences with funding a WRT.

FAMILY FOUNDATION
A Family Foundation is a not-for-profit entity established by an individual, family, or business exclusively for
charitable purposes. It must be educational, religious, scientific, or literary as set forth in IRC §501(c)(3).
The donor, or donor’s family, is able to retain control over assets contributed, including investment and grant
making decisions. The donor, or donor’s family, can receive reasonable compensation for services rendered
as directors of the foundation. Essentially, it is a family-run charitable business. Income tax deductions for
amounts contributed are typically limited to 30% of adjusted gross income (20% for publicly traded securities
contributed). It can provide the donor and their family with the ability for family philanthropy to last for multiple
generations. Family Foundations are subject to strict IRS guidelines including a requirement to distribute at
least 5% of the foundation’s assets per year to a qualified charity. The IRS also strictly prohibits self-dealing,
preventing disqualified individuals from engaging in transactions with the foundation. Disqualified individuals
include: donor, donor’s spouse, children and their spouses, parents, and any employees of the foundation.
Self-dealing transactions include: buying from or selling to the foundation, personal use of foundation assets,
borrowing from the foundation, and retaining foundation assets on private premises. Foundations also cannot
own a stake in a family-owned business and are subject to annual IRS charitable reporting requirements.

Additional Considerations
BEFORE IMPLEMENTING THIS STRATEGY
• Any investment that you plan to purchase or pay
for during retirement involves the structuring
and use of your income or other assets. You
should be certain you will have sufficient liquid
assets to support your current and future
income and expenses before considering the
purchase of a life insurance policy. Equity in the
home should not be considered a liquid asset.
• You should develop a comprehensive financial
strategy to take into account current and future
income and expenses in conjunction with
implementing the strategy discussed here.

just investing the assets used to pay the life
insurance premiums rather than by receiving the
death benefit of the life insurance policy that
was purchased.

TAX AND OTHER FINANCIAL IMPLICATIONS
• There may be tax and other financial
implications as a result of liquidating assets
within an investment portfolio to purchase life
insurance. If contemplating such a strategy, it is
important to understand that life insurance is a
long-term strategy to meet particular needs.

• We recommend that you consult your tax and
legal advisor to discuss your situation before
implementing the strategy discussed here.

• The sale or liquidation of any stock, bond, IRA,
certificate of deposit, mutual fund, annuity, or
other asset may have tax consequences, early
withdrawal penalties, or other costs or penalties
as a result of the sale or liquidation.

ABOUT THIS CONCEPT

ABOUT LIFE INSURANCE

• This concept is only intended to be used
for assets that will not be needed for
living expenses for the expected lifetime
of the insured. It is your responsibility to
estimate these needs and expenses and it is
recommended that you consider developing
a comprehensive financial strategy in
conjunction with implementing the strategy
being considered. The accuracy of determining
future needs and expenses is more critical
for individuals at older ages who have less
opportunity to replace assets used for the
strategy.

• The death benefit protection offered by a life
insurance policy can be a key component of a
sound financial strategy.

IF YOUR FINANCIAL OR LEGACY SITUATION
CHANGES
• If you can no longer make premium payments,
the life insurance policy may lapse and the
results illustrated may not be achieved.

WHEN THIS STRATEGY MAY NOT BE IN YOUR
BEST INTEREST
• Depending on your life span, it is possible that
the trust beneficiaries may receive more by

• It is important to fully understand the terms
and conditions of any financial product before
purchasing it.

OTHER NOTES
• You should consider that life insurance policies
contain fees and expenses, including cost of
insurance, administrative fees, premium loads,
surrender charges, and other charges or fees
that will impact policy values.
• If you can no longer make premium payments,
the life insurance death benefit may terminate
and the results illustrated may not be achieved.
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Life insurance is issued by The Prudential Insurance Company of America, Pruco Life Insurance Company (except in NY and/
or NJ), or Pruco Life Insurance Company of New Jersey (in NY and/or NJ). All are Prudential Financial companies located
in Newark, NJ. Each is solely responsible for its own financial condition and contractual obligations. Our policies contain
exclusions, limitations, reductions in benefits, and terms
for keeping them in force. We can provide you with costs
Investment and Insurance Products:
and complete details.
Not Insured by FDIC, NCUSIF, or Any Federal Government Agency.
Prudential Financial and its financial professionals do not
give legal or tax advice. Please consult your own advisors.

May Lose Value. Not a Deposit of or Guaranteed by Any Bank,
Credit Union, Bank Affiliate, or Credit Union Affiliate.

Prudential, the Prudential logo, and the Rock symbol are service marks of Prudential Financial, Inc. and its related entities.
© 2016 Prudential Financial, Inc. and its related entities.
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Providing All the Tools for Your Successsm

Pinney Insurance
Founded in 1972 as a Transamerica branch office

Quick Links

and later incorporated as Pinney Insurance Center,

Pinney Insurance

Inc., we are headquartered in our own building in

Insureio

Roseville, California. We provide a small local agency
feel with the power of a major national firm.

EZLifeSales

Pinney has expanded into a national distributor with thousands of contracted agents
and

offices

in

California,

Illinois,

Maryland,

North

Carolina,

Oklahoma,

Pennsylvania, Texas, Washington, and Mississippi. Pinney represents over 100 life,
annuity, disability, and long-term care companies with the intent of providing our
clients & partners with the best possible product solutions at the lowest possible
costs. Email Brokerage Sales Support or contact one of our Brokerage Directors
today at 800-823-4852.

Most Popular Tools
•

Full-Service Brokerage
www.pinneyinsurance.com
Access to carrier forms, quote tools, and 24/7 case status.

•

Insureio
www.insureio.com - Insurance marketing evolved!
Innovative Features
Plans & Pricing

•
•
•

EZLifeSales.com
www.ezlifesales.com - Learn how it works.
Features customizable marketing materials,
1 page app, and customizable quoting tool.
Policy Assessment
Learn about our hassle-free Policy Assessment Kit.
Ask the Underwriter
Introducing Our In-House Agency Underwriter
Click here for a Basic Underwriting Questionnaire

Case Status
Get a Quote
Forms
Contracting

