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Qualified Plan Maximization

Many of your clients have worked very hard all
their lives to save for retirement. They put as
much money as allowed by tax laws into their
401(k) plans, traditional IRAs, and other
qualified savings vehicles. Now that they are
nearing retirement, some may find that they
no longer need all of these assets to supple-
ment their retirement income. In fact, many
of these clients may tell you that they plan to
leave these assets alone so that their children
can enjoy a larger legacy. Unfortunately, it may
not be so easy for your clients to accomplish
this goal.

Qualified retirement plans such as 401(k)s and
traditional IRAs are an excellent way to save
for retirement. They allow your clients to put
away money pre-tax, and then allow that money
to grow tax-deferred. However, at age 701⁄2,
your clients must start taking Required
Minimum Distributions (RMDs) from their plan,
whether they need the additional income or
not. These RMDs will be income-taxable when
withdrawn from the plan. Furthermore, because
the qualified plan assets were not taxed during
life, they can be taxed twice at your client’s
death: by income taxes in respect of a decedent

(IRD taxes) and by estate taxes. In some cases,
this double-whammy can erode the amount
passed from your client to the heirs by as much
as 70%. Additionally, unlike assets such as
stock or real estate, qualified plan assets do
not receive a “step-up” in basis at death.

Fortunately, there is a way your clients can 
use their qualified plan assets to increase 
the amount of money left to their heirs. 
It is called Qualified Plan Maximization
(QPlan Maximization).

WHAT IS QPLAN MAXIMIZATION?

QPlan Maximization is a way for your clients
to move assets from their qualified plan 
and use them to fund an Irrevocable Life
Insurance Trust (ILIT). When properly drafted
by the client’s attorney to comply with the
appropriate state laws, this ILIT can purchase
life insurance on the client (and spouse, if
desired) and potentially increase the amount
of money left to the heirs.

Using Qualified Plan Assets to Fund a Life Insurance Policy
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HOW IT WORKS

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

CONSIDERATIONS

Annual Exclusion Gifts. An annual exclusion gift is the
amount of annual gifts that each individual can make to
an unlimited number of people without federal gift tax. 
In 2005, this amount is $11,000 per individual per year,
indexed annually for inflation and subject to specific 
qualifying rules. This amount is scheduled to increase 
to $12,000 in 2006. Your clients may be able to use 
their annual exclusion gifts to transfer the after-tax 
qualified plan withdrawal to the ILIT, free of gift taxes.
When the ILIT uses this money to purchase life insurance,
the amount of money to the heirs can be greatly increased.

Taking Withdrawals Before Age 591⁄2. Clients who have not yet
reached age 591⁄2 will generally be subject to a 10% penalty
tax on withdrawals that they take. The exception to this rule
is if the client takes “substantially equal periodic payments”
calculated annually based on the client’s age and the 
IRS’s life expectancy tables. Distributions that qualify as
substantially equal periodic payments will not be subject 
to the penalty tax; however, once clients begin taking such
payments, they must continue to take them every year.

Taking Withdrawals After Age 591⁄2. Clients who have
reached age 591⁄2 may take withdrawals at their discretion
without penalty and have a greater degree of flexibility.
How much to withdraw generally depends on the size of 
the insurance need and the number of annual gift tax
exclusions available to the client. Many clients chose to
withdraw enough each year to match their available annual
gift exclusions and pass that amount gift tax free to the
ILIT. If there are enough annual exclusions available, 
the client can also increase the gift to the trust to match
the after-tax RMDs that will be applied when the client
reaches age 701⁄2.

Repositioning RMDs. Clients who have already started 
taking RMDs may find that simply using the after-tax 
RMD to fund life insurance in an ILIT provides substantial
leverage and can greatly increase the amount left to 
their heirs.
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CASE STUDY: STEPHEN AND MARY HAINES

Stephen (67) and Mary Haines (64) have an overall estate of $10,000,000, including $1,000,000 in a traditional
IRA that is growing at 7% a year. They have many other assets that provide them enough income to live on, including
several rental properties. The Haines would like to leave the IRA intact for their three children; however, they know
that they must start taking RMDs when Stephen reaches age 701⁄2. They are also concerned about estate liquidity,
and do not want their children to have to sell the rental properties to pay estate taxes.

Their advisor, Sylvia Fowler, recommends QPlan Maximization. The Haines will take withdrawals from their IRA and
use the after-tax withdrawals to fund an ILIT. Initially, the Haines will withdraw $30,000 a year after taxes, but this
amount will increase over time to comply with the RMD rules. The ILIT will use this increasing income stream to
purchase a $3,690,607 John Hancock Survivorship UL-G policy on Stephen and Mary’s lives.1 This approach not
only increases the amount left to their heirs, but also provides liquidity so that other assets do not need to be 
sold to pay taxes.

As seen below, the total amount left to the heirs will be $3,985,605, over 10 times more than without planning.

SUMMARY

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

For more information, please contact your local John Hancock Representative or call the Advanced Markets Group 
at 888-266-7498, option 3.

* Joint Life Expectancy based on IRS Table VI.

This data shown is taken from an illustration. It assumes a hypothetical rate of return and is not a presentation of expected future results.
Unless indicated otherwise, these values are not guaranteed.

EFFECTS OF PLANNING

DO NOTHING WITH PLANNING

QUALIFIED PLAN VALUE IN YEAR 25* $1,694,331 $1,432,027

LIFE INSURANCE PROCEEDS $0 $3,690,607

ESTATE TAXES ON QUALIFIED PLAN $931,882 $787,615
INCOME TAXES ON QUALIFIED PLAN $413,417 $349,415
NET TO HEIRS $349,032 $3,985,605
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This material is for informational purposes only. Although many of the topics presented may also involve tax, legal, accounting, or other issues, neither 
John Hancock USA nor any of its agents, employees, or registered representatives are in the business of offering such advice.This material was not intended
or written to be used, and it cannot be used, for the purpose of avoiding any penalty that may be imposed by the Internal Revenue Service.This material
may have been written to support the promotion or marketing of the transactions or topics addressed by the written material. Individuals interested in these
topics should consult with their own professional advisors to examine legal, tax, accounting, or financial planning aspects of these topics.

1. Based on Male, NS Preferred age 67, and Female, NS Preferred age 64.

Insurance products are issued by John Hancock Life Insurance Company (U.S.A.), 197 Clarendon Street, Boston, MA 02116.


