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How Susie Turned $10,000 into a $113,000 Income Tax-Free 
Estate with This Strategy 

 
 
A key goal in financial planning is to maximize wealth accumulation with minimal downside 
risks. Leveraging and tax efficiency are two of the principal wealth accumulation strategies that 
can be used effectively for this purpose. If you have an annuity account that you don’t plan on 
cashing out, but rather it is to be passed on to the named beneficiary, you may want to learn how 
Susie turned her initial $10,000 investment into a $113,000 income tax-free estate for her 
beneficiary. 

 
************************** 

 
A number of years back, Susie invested $10,000 into an annuity. It is a nonqualified account 
(i.e., it is not a retirement account such as an 401(k) or IRA). Susie liked it at the time because of 
the income tax deferral feature of the annuity; she viewed it as being conservative because of a 
principal guarantee rider on it. 

 
Susie is now sixty-two, and the account has since grown to $35,000. Susie has named her 
daughter as the beneficiary in the case of her death. If Susie just leaves the annuity as is, the 
financial and tax consequence, if she dies today, would be as follows: her daughter would inherit 
the $35,000 (the account’s market value at the time of death), and there would be income tax 
consequence on the $25,000 deferred gain ($35,000 account market value; $10,000 cost basis) 
upon distribution. 

 
But instead, this is what Susie did. 

 
She asked her financial advisor to run an illustration of what her annuity payments for life would 
be if she annuitizes her account, and how much of a death benefit would be on a life policy if she 
funds it with the annual annuity payments. 

 
And this is what she found: 

 
By annuitizing her account with a life-only payment option, the annuity payment would be 
$2,075 a year, for life. After federal and state income taxes (Susie is at the 15 percent federal tax 
bracket and 5 percent state bracket), her annual net distribution is $1,763. According to the 
insurance company’s illustration—assuming average health—it would fund a $113,000 life 
policy. This means that when Susie dies, her daughter will receive $113,000 immediate payout 
with no income tax due. Not bad for a $10,000 original investment. 

 
 

Disclaimer: This is an example for illustration only. Your personal, actual experience may vary due to 
age, health, and your insurance company’s underwriting guidelines. 
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