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When planning for your retirement, it's important to consider how your IRA assets will be used. (UBS)

Leaving more of your IRA assets
with your family
10 July 2024, 3:30 pm CEST, written by UBS Editorial Team

If you plan to leave Traditional IRA and 401(k) assets to your family, keep in mind that they will be taxed at
ordinary income tax rates, which can significantly reduce the amount of after-tax wealth that they will receive
as inheritance. By contrast, life insurance death benefits always pass income-tax-free to beneficiaries.

With this in mind, you may want to consider using your IRA—especially the Required Minimum Distributions (RMDs)
that you don't need to fund your lifetime spending—to invest in life insurance for the benefit of your children and
grandchildren. When you pass away, your life insurance death benefits can be used to offset the tax cost that your heirs
will incur on their inherited IRA distributions. Life insurance can also help you to meet specific bequest objectives with
greater certainty around the size of the gift.

If you and your family have philanthropic objectives, Traditional IRA and 401(k) assets can be a tax-efficient part of the
solution. Qualified Charitable Distributions allow for tax-efficient lifetime gifts, and charities do not pay income taxes on
bequests. By combining life insurance policies with charitable giving you can shift funds away from taxes and towards the
intended beneficiaries of your inheritance and philanthropy objectives.

When it comes to determining how much life insurance you should purchase, families often take one of three approaches:
Replace taxes, Eliminate taxes, or Maximize legacy. Each of these strategies can influence the amount of wealth that you
can transfer to your family and charities using these three strategies (as opposed to doing nothing, and simply reinvesting
your RMDs into a taxable account).

Here are additional details regarding each approach:
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1. Replace taxes (cover the expected tax cost of IRA distributions for your beneficiaries): First, estimate the future value
of your IRA assets when you pass away, and evaluate the tax rate that your beneficiaries will face on their distributions.
Next, purchase a life insurance policy with a death benefit that covers the expected tax cost of the inherited IRA
distributions. Pay for your life insurance policy using your RMDs, investing any excess funds in a taxable account.
When you pass away, your heirs will receive the residual IRA assets, an income tax-free death benefit that covers the
expected tax cost of IRA distributions, and a taxable investment account (with a step-up in cost basis that eliminates
any unrealized capital gains).

2. Eliminate taxes (leave your residual IRA assets to charity): First, estimate the maximum value that your IRA will reach
during your lifetime. In general, your IRA balance will continue to grow until your Required Minimum Distributions
exceed the growth of your investments. For example, if your IRA's expected return is 7% per year, your IRA will most
likely reach a peak value around the age of 88, after which your RMDs will require you to distribute more than 7% per
year. Next, purchase a life insurance policy with a death benefit equal to your IRA's expected peak value. Last, designate
a charity (or charities) to be the beneficiary of your residual IRA balance, and pay for your life insurance policy using
your RMDs, investing any excess funds in a taxable account. When you pass away, your preferred charity will receive
the residual IRA assets, while your heirs will receive an income tax-free death benefit equal to your expected peak IRA
balance, and a taxable investment account (with a step-up in cost basis that eliminates any unrealized capital gains).

3. Maximize legacy (use your IRA's growth to buy life insurance, and leave your residual IRA assets to charity): First,
estimate the expected annual growth rate of your IRA, and estimate how much will be left after being taxed on the
distribution. For example, a $1 million IRA that generates a 7% annual return will create about $70,000 per year of
growth; assuming a tax rate of 50.3% tax rate (37%federal income tax plus 13.3% California state income tax), that
leaves about $34,790 of after-tax growth per year. Next, purchase the largest life insurance policy that you can afford
with the expected after-tax growth of your IRA, using IRA distributions to pay the annual life insurance premiums and
investing any excess funds in a taxable account. Last, designate a charity (or charities) to be the beneficiary of your
residual IRA balance. When you pass away, your preferred charity will receive the residual IRA assets, while your heirs
will receive an income tax-free death benefit, as well as a taxable investment account (with a step-up in cost basis
that eliminates any unrealized capital gains).

Which approach should I implement?

When you pass away, there are three possible destinations for the wealth that you leave behind: your heirs, the
government, or charity. When implemented properly, these strategies can help you to lighten the tax burden that your
heirs will face on their inheritance and to move more of your wealth from the government into the hands of the charities
that you want to support.

The right approach for you will depend on several factors including your wealth transfer objectives, your estate plan, your
state's laws and tax policies, the size of your IRA, and the type of insurance you're able to purchase, to name a few.

We recommend discussing these options with your financial advisor. If you expect to have a taxable estate, you may
want to consider one additional step: purchasing life insurance within an Irrevocable Life Insurance Trust (ILIT). Because
the ILIT exists outside your taxable estate, the policy's death benefit will not be subject to estate taxes when you pass
away. Moreover, trusts can allow to you to maintain some level of control over how and when the death benefit will be
distributed to your beneficiaries after you pass.

Before implementing any changes, it's important that you also connect with your estate attorney and a life insurance
agent who will be able to help you determine the appropriate amount of life insurance to purchase.

For important details and considerations regarding ILITs, please see the Life insurance report from UBS's Advanced
Planning Group.
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Important information

https://www.ubs.com/us/en/wealth-management/our-solutions/private-wealth-management/advanced-planning/articles/life-insurance/_jcr_content/mainpar/toplevelgrid/col1/innergrid_1463058047/xcol1/actionbutton_copy_15.0031045342.file/PS9jb250ZW50L2RhbS9hc3NldHMvd21hL3VzL3B3bS9hZHZhbmNlZC1wbGFubmluZy9kb2N1bWVudHMvbGlmZS1pbnN1cmFuY2UucGRm/life-insurance.pdf?pdf?pdf
https://secure.ubs.com/public/api/v2/investment-content/documents/rwuUVUur8kmlYVamw-4aUQ?apikey=1AS8wxGGWLjxy6J92ees52Uz5ZrWmy6m


For UBS marketing purposes

As a firm providing wealth management services to clients, UBS Financial Services, Inc is registered with the U.S. Securities and
Exchange Commission (SEC) as an investment adviser and a broker-dealer, offering both investment advisory and brokerage
services. Advisory services and brokerage services are separate and distinct, differ in material ways and are governed by different
laws and separate contracts. It is important that you carefully read the agreements and disclosures UBS provides to you about
the products or services offered. For more information, please visit our website at www.ubs.com/workingwithus.
© UBS 2024. All rights reserved. UBS Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC.
There are two sources of UBS research. Reports from the first source, UBS CIO Global Wealth Management, are designed for
individual investors and are produced by UBS Global Wealth Management (which includes UBS Financial Services Inc. and UBS
International Inc.). The second research source is UBS Group Research, whose primary business focus is institutional investors. The
two sources operate independently and may therefore have different recommendations. The various research content provided
does not take into account the unique investment objectives, financial situation or particular needs of any specific individual
investor. If you have any questions, please consult your Financial Advisor. UBS Financial Services Inc. is a subsidiary of UBS AG
and an affiliate of UBS International Inc.



 

Additional Information 
 
Insurance and annuity products are issued by unaffiliated third-party insurance companies and made 
available through UBS Financial Services Insurance Agency Inc., insurance agency subsidiary of UBS Financial 
Services Inc.  
 
Guarantees are based on the claims-paying ability of the issuing insurance company. Guarantees do not 
apply to the investment performance or safety of amounts held in the variable accounts. Variable annuity 
contracts and underlying investment options are not FDIC insured and have fluctuating returns so that 
proceeds when redeemed may be worth more or less than their original value. Past Performance is no 
guarantee of future results. 
 
Annuities are long-term investment vehicles designed for retirement purposes. Withdrawals or surrenders 
may be subject to surrender charges. For tax purposes, withdrawals are generally deemed to be earnings 
out first. Taxable amounts withdrawn will be subject to ordinary income tax, and if taken prior to the age of 
59½, a 10% IRS penalty may also apply. Withdrawals have the effect of reducing the death benefit, 
optional benefit riders and the contract value. 
 
 
UBS Financial Services Inc., its affiliates and its employees do not provide tax or legal advice. You should 
consult with your personal tax and/or legal advisors regarding your particular situation. 
Important additional information applicable to retirement plan assets (including assets eligible for potential 
rollover, distribution or conversion). 
 
This information is provided for educational and discussion purposes only and are not intended to be 
fiduciary or best interest investment advice or a recommendation that you take a particular course of action 
(including to roll out, distribute or transfer retirement plan assets to UBS). UBS does not intend (or agree) to 
act in a fiduciary capacity under ERISA or the Code when providing this educational information. Moreover, 
a UBS recommendation as to the advisability of rolling assets out of a retirement plan is only valid when 
made in a written UBS Rollover Recommendation Letter to you provided by your UBS Financial Advisor after 
a review of detailed information that you provide about your plan and that includes the reasons the rollover 
is in your best interest. UBS and your UBS Financial Advisor do not provide rollover recommendations 
verbally. 
 
With respect to plan assets eligible to be rolled over or distributed, you should review the IRA Rollover 
Guide UBS provides at ubs.com/irainformation, which outlines the many factors you should consider 
(including the management of fees and costs of your retirement plan investments) before making a decision 
to roll out of a retirement plan. Your UBS Financial Advisor will provide a copy upon request. 


