












































Table 2.—Comparison of Present Law for Various Tax-Favored Savings Arrangements

Life Insurance

IRA’s

401(k) Plans

Qualified Pension Plans
(including Keogh Plans)

Deferred Annuities

Limits on contributions

Early withdrawal tax

The maximum
contribution for a year
is $2,000 (including
both deductible and
nondeductible
amounts).

A 10-percent additional
income tax applies to
distributions from an
IRA other than
distributions—

(1) after the IRA owner
attains 59%,

(2) after the death of the
IRA owner,

(3) due to the disability
of the IRA owner, or

(4) which are part of a
series of substantially
equal payments for the
life (or life expectancy)
of the IRA owner or
joint lives (or joint life
expectancies) of the
IRA owner and his
beneficiary.

The maximum elective
contribution for a year
is $7,000.

Same as IRAs, except
that (in addition to the
exceptions from the
tax for IRAs), the tax
also does not apply to
distributions—

(1) made after separation
from service after age
55,

(2) made from an ESOP,

(3) to the extent the
distribution does not
exceed the amount
allowable as a
deduction for medical
expenses, or

(4) made to an alternate
payee pursuant to a
qualified domestic
relations order.

The maximum annual
contribution on behalf
of an individual to a
defined contribution
plan cannot exceed the
lesser of (1) $30,000 or
(2) 25 percent of the
individual’s
compensation.

Same as 401(k) plans..........

None, but corporate
holders of deferred
annuities are taxed
currently on the inside
buildup on the
contract.

Same as IRAs, except
that (in addition to the
exceptions from the
tax for IRAs), the tax
also does not apply to
distributions—

(1) from qualified plans,
IRAs, and certain
contracts purchased by
qualified plans or
certain other types of
plans,

(2) allocable to
investment in the
contract before August
14, 1982,

(3) under a qualified
funding asset that is
part of a structured
settlement agreement,

(4) under an immediate
annuity contract, or

(5) which is purchased by
an employer upon
termination of a
qualified pension plan.
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Treatment of loans.............

Basis recovery..........cccocucnnn

Benefits restricted to
individual (e.g.,
noncorporate) owners.

Loans permitted and not
treated as distributions.

Distributions prior to the
death of the insured
are treated as a return
of the investment in
the contract (i.e., basis
first).

Loans treatea as
distributions to the
extent they exceed the
lesser of—

(1) $50,000 or

(2) Y2 of the participant’s
account balance

INot permitted........coeeeevnnens .

With respect to amounts Same as the IRA rules....
received prior to the
annuity starting date
and annuity
distributions, a portion
of each distribution is
nontaxable in the
same proportion as the
taxpayer’s basis is to
the total account
balance.

Yes Yes..
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... Same as the IRA rules
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distributions.

Distributions prior to the
annuity starting date
are treated as income
first.
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Table 5.—Present Value of Insurance Policy Tax Benefit !

[$100,000 initial death benefit, male age 55, 6-percent interest rate, net of loading charges]

Present value of tax benefit: policy held to indicated age Value of tax benefit as a percent of value of insurance coverage
” Single premium policy 2 Single premium policy 2
B¢ QOrdi lif P Ordi lif .
§ ;:2?1?)" e Standard Cash value Gll,ggfill:': § ;)27:2; e Standard Cash value Guideline
policy accum. policy ppolicy policy accum. policy p;eor;'i'cl;,m
60..... $556 $1,306 $1,094 $1,076 9.0 31.7 60.6 54.4
65..... 1,674 2,796 3,098 2,901 13.2 35.1 85.8 78.8
70..... 2,904 4,551 5,968 5,522 16.0 374 104.4 96.9
75..... 4,395 6,477 9,601 8,689 17.7 38.9 118.2 117.0
763 .. 4,700 10,487 27,210 24,765 17.9 59.6 314.7 321.6 po

1 For computing cash value, assumes 100 percent of 1980 CSO, 6-percent interest rate, premiums paid at beginning of year, and death
benefits paid at end of year. Assumes policyholder is in 28-percent tax bracket and after-tax discount rate is 4.32 percent (6 percent net of 28
percent tax).

2 In both the cash value accumulation and the guideline premium policies, the mortality stated in contract is 600 percent of 1980 CSO.

3 Death assumed to occur at age 76, which is the life expectancy of a male age 55 under the 1980 CSO table.






























































