
What you can do with “What if” money 

 

Many of your clients and prospects are sitting on large amounts “What if?” Money.  These non-
qualified funds are held in a verity of places such as:  annuities (out of surrender), CD’s, money 
market accounts, checking and savings accounts.  They are using these tools because they offer 
safety and liquidity so the funds will be there to pay “What if?” expenses. If you asked what 
they are planning to do with these funds you would probably find that they are being held to 
pay for potential non-covered health and LTC expenses… with the hope of passing to heirs if not 
needed during their lifetime. 

The good news is your client has accumulated some emergency funds.  The bad news is: 

1) unless they do some prudent planning much of their accumulated saving will be subject 
to unnecessary income taxation.  

2) They are limited to withdrawing no more than the amount they have accumulated. 

You can help them get the most out of these assets.  You can protect them from current 
taxation and future taxation if the money is used to pay for LTC expenses.  This is a simple 
process and you will doing a great service for your clients. 

Here are some options you can use to reposition some of your client’s “What if” money to 
provide tax savings and leverage to make the most of their savings. 

GOOD:  A fixed index annuity with an income rider that would double the current payment in 
the event that the annuitant could not perform 2 of 6 ADL’s, has a cognitive impairment or is 
confined to a hospital, care facility or hospice depending on the contract.  The benefit to the 
client is tax deferral and increased income at time of need, any payments received would be 
taxed as a normal disbursement from the policy and be counted as income.  This option should 
be considered for those who would not be able to get through any underwriting.   

BETTER:  An annuity that is Pension Protection Act (PPA) of 2006 compliant.  In addition to the 
benefits of the Good option, these annuities also offer full relief from taxes when the money is 
used to pay for LTC expenses.  Under provisions of the PPA annuities that qualify offer the 
ability to avoid paying taxes on Non-Qualified annuity gains when withdrawals are made to pay 
for LTC expenses.  This means when you fund a new PPA qualified annuity with an exchange 
from an existing Non-qualified annuity the gains are not subject to tax during the growth OR 
when withdrawn for to pay for LTC.  For example, if an annuity has a cost basis of 50K and 
current value of 100K the 50K of gain would not be taxed if used to pay for LTC.  This means a 
tax-payer in a 30% tax bracket will save $15,000 in unnecessary income taxes by using this 
simple repositioning strategy.   If the money is not spent and passes to a beneficiary the tax 
exposure is the same as if the funds had stayed in the original contract.   



Clients who meet the underwriting criteria could potentially multiply the existing 100K of 
“What if” funds into 200k or even as much as 300K in benefits depending on their age.  Not only 
will they the same tax savings described the Good and Better options, the total amount of 
money is available to pay LTC expenses AND if not used for LTC none of the money passing to 
an heir as a death benefit subject to income taxation.   

There are other options available that IFC producer consultants can walk you through the one 
that is the best for your client.  There is underwriting on these contracts but it is not at intrusive 
as traditional LTC.  There are generally a small series of “knock out” questions and a few 
additional questions that would be followed by a phone interview but no para med exams or 
other hoops to jump through. 

BEST:  Using a life contract with 7702b benefits.  This type of contract offers specified LTC 
benefits that enjoy full tax relief and if not used for LTC the heirs receive the death benefit tax 
free.  There are several options available using this strategy.  There is also a way to turn your 
clients Qualified (Q) money into tax free benefits with the only tax due on the amount of the 
annual premium payments that also qualify as RMD’s for clients that are in that situation.  Give 
us a call and we can discuss your case and which of the options may work best for your client. 

 

 


