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Executive Summary

For individuals with IRA assets exceeding $2 million, the transition from wealth accumulation to
wealth distribution is fraught with fiscal peril. The combination of Required Minimum Distributions
(RMDs) and the recent legislative changes under the SECURE Act 2.0 has created a "perfect
storm" for high-net-worth estates. Without proactive intervention, a significant portion of these hard-
earned assets will be claimed by federal and state taxes rather than passing to heirs.

This paper explores the utility of Cash Value Life Insurance (CVLI) as a primary tool for "tax
arbitrage"—moving assets from the "forever taxed" environment of a traditional IRA into a "never
taxed" environment. By repositioning RMDs or performing early partial conversions, clients can
leverage life insurance to maximize their legacy, provide liquidity for estate taxes, and maintain
flexibility during their retirement years.

The Problem: The $2,000,000+ IRA Liability

A $2 million IRA is a significant accomplishment, but from a tax perspective, it is a growing liability.
Because every dollar withdrawn is taxed as ordinary income at the client’s highest marginal rate,
the IRS effectively owns a lien on 30% to 40% of the account. As the account grows, so does the
lien.

The "10-Year Rule" Impact: Most non-spouse beneficiaries must now deplete an

inherited IRA within 10 years, often triggering massive tax bills during their peak
earning years.

The Forced Liquidation Trap

When a client reaches RMD age, the IRS forces a liquidation of the account regardless of market
conditions or personal income needs. For many affluent clients, this income is unnecessary for
their lifestyle but mandatory for their tax return. This forced income can trigger IRMAA surcharges
on Medicare and increase the taxability of Social Security benefits, creating a "tax drag" across the
entire portfolio.

The Solution: Strategic Repositioning

4D Wealth Strategies utilizes a proprietary approach to repositioning these taxable assets into
Cash Value Life Insurance. Unlike the IRA, which has no "step-up" in basis at death, life insurance
offers a tax-free death benefit that typically far exceeds the total premiums paid.



1. The RMD Wealth Transfer

Instead of taking the RMD and placing the after-tax proceeds into a taxable brokerage account
(where it will generate annual 1099s), the funds are directed into a high-early-cash-value policy.
This achieves "asset location" optimization, moving money to a tax-free bucket.

"We aren't just buying insurance; we are buying a tax-free asset class that provides
a hedge against future income tax hikes."

2. Maximizing Legacy with IRC Section 7702

Under Section 7702 of the Internal Revenue Code, the growth within a life insurance policy is tax-
deferred, and the death benefit is received income-tax-free. For a client with a $2M IRA, using
RMDs to fund a policy effectively "self-insures" the tax bill that their heirs will eventually face. The
tax-free insurance proceeds provide the liquidity needed to pay the income taxes on the remaining
IRA, leaving the intended legacy intact.

Conclusion

At 4D Wealth Strategies, we believe that wealth management for high-net-worth individuals
requires a four-dimensional view of the financial landscape: growth, protection, liquidity, and tax-
efficiency. By integrating Cash Value Life Insurance into your retirement distribution strategy, you
can reclaim control over your RMDs and ensure that your legacy is defined by your vision, not the
IRS’s schedule.

Disclaimer: 4D Wealth Strategies does not provide legal or tax advice. Please consult with your tax
professional or estate attorney before implementing any strategy mentioned herein.
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