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How much of your IRA will beneficiaries actually keep after taxes? Using IRA distributions to fund life
insurance may help convert a portion of that wealth into a more tax-efficient legacy asset.

Key points

Inherited IRA assets may be less tax-efficient than expected, as required withdrawals and ordinary income taxation can
reduce the amount ultimately received by beneficiaries.

o Using IRA distributions to fund life insurance may help convert a portion of taxable retirement assets into income tax-
free proceeds, changing the composition and predictability of what beneficiaries receive.

» The most effective approach depends on individual preferences and circumstances, and many families may consider a
combination of strategies over time.

This educational report has been prepared by UBS Financial Services, Inc. Please see important disclaimers and disclosures at the end of
the document.

This material constitutes sales and education content, it was not prepared by UBS Chief Investment Office GWM Investment Research and is not a
Research Report.
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When Traditional IRA or 401(k) assets are passed to beneficiaries, they are generally taxed as ordinary income and often
must be withdrawn within 10 years, meaning a significant portion may ultimately go toward taxes rather than family.

This dynamic can be particularly impactful when retirement assets may not be needed to support retirement spending.
In those cases, an important planning question often comes to mind: /f these assets won't be needed for spending, how
can more of their value go to family instead of taxes?

With strategic planning, there may be opportunities to improve the after-tax value ultimately received by beneficiaries.
One potential approach involves using retirement distributions to fund life insurance, which may help convert a portion
of taxable retirement assets into income tax-free death benefits for the next generation.

Why this matters for investors with substantial IRA assets
For some families, particularly those with significant IRA balances or lower spending needs, a portion of these assets may
not be needed for lifetime spending. In those cases, the role of the IRA can shift from funding retirement to serving as a
legacy asset, creating a different set of planning considerations.

Several strategies may be considered in these situations. This article focuses on one approach that may be particularly
relevant when the objective is to improve the amount beneficiaries may ultimately receive after taxes.

One potential approach: using IRA distributions to fund life insurance

One strategy involves using retirement distributions in a different way. Instead of simply reinvesting required minimum
distributions (RMDs), or taking withdrawals without a broader legacy plan, a portion of those distributions may be used
to fund a life insurance policy.

When structured appropriately, life insurance proceeds are generally received income tax-free by beneficiaries.

This does not mean life insurance will always produce a better outcome than other planning approaches. Rather, it may
be worth evaluating when the goal is to create a more predictable, more tax-efficient legacy.

How the strategy works

This strategy may be relevant for individuals who have significant Traditional IRA or 401(k) assets, do not expect to rely on all
of those assets for spending, intend to leave assets to family members or other non-charitable beneficiaries, are concerned
about the tax impact of inherited retirement accounts, and who may qualify for life insurance at an affordable cost.

Over time, distributions are taken from the IRA. After taxes are paid on those withdrawals, a portion of the remaining
funds may be used to pay premiums on a life insurance policy.

Distributions . Income
taken Prem/gms tax-free
(taxable income) paid death benefit

As this process continues, three sources of wealth may be created:

« Remaining IRA assets, which may still be passed on to beneficiaries but are generally taxable when withdrawn
« Life insurance proceeds, which are generally received income tax-free by beneficiaries when structured appropriately
» Taxable assets, which generally receive a step-up in cost basis when transferred at death

It's important to note that this type of planning does not need to begin only at RMD age. In some cases, it may be
considered earlier depending on cash flow, tax planning considerations, health, insurability, and legacy objectives.

How might this impact outcomes
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The example below uses a simplified set of assumptions (see "Assumptions and methodology" section at the end) to show
how outcomes may differ depending on how IRA assets are used over time. The goal is to illustrate what beneficiaries
might ultimately receive (net of income taxes) if assets are left as is versus if a portion is used to fund a life insurance
strategy. Actual results will vary based on factors such as investment returns, tax rates, health, and insurance structure, but
this example helps illustrate the potential impact on the outcome that may matter most: the amount passed on to family.

Without planning (i.e., the “do nothing” approach), most or all of the inheritance may come from taxable IRA distributions.
These withdrawals are generally subject to ordinary income taxes and timing constraints, including the 10-year withdrawal
rule that applies to many beneficiaries.

With a life insurance strategy, part of the legacy may instead come from life insurance proceeds, which are generally not
subject to income tax.

This may change the overall result in several ways, including reducing exposure to future income taxes and limiting the
impact of timing rules such as the 10-year withdrawal rule for Inherited IRAs. Additionally, this strategy may create a larger
guaranteed or projected amount for beneficiaries sooner than investing alone would provide, depending on policy design,
costs, health, time horizon, and portfolio returns.

That last point is important — life insurance does not necessarily grow more than an investment account. In fact, investment-
based strategies may provide more upside over longer time horizons, while life insurance gives a higher return on
investment for those with a shorter time horizon (which is why life insurance usually requires you to be healthy).

In this context, adding life insurance to the portfolio helps to provide greater certainty—a higher "floor" on outcomes
through the contractual death benefit—which may be especially valuable when the planning goal is legacy rather than
future income.

Figure 1 - What beneficiaries may receive after taxes
lllustrative comparison of after-tax values transferred to beneficiaries at different assumed ages at death under the "do nothing" approach and a life
insurance strategy
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Source: UBS. For illustration purposes only.

After-tax value of wealth
transfer

Note: Analysis assuming a $1,000,000 IRA is partially distributed over time to fund a life insurance policy with a $2,000,000 death benefit. Net benefit reflects combined
value of the remaining IRA (after taxes), any accumulated taxable assets, and life insurance proceeds.

Put simply, the trade-off is often: investment-based strategies rely on growth over time, whereas life insurance may create
a more predictable benefit sooner. The right balance of these options will depend on the family’s goals, time horizon, tax
situation, health, and the need for flexibility.

Sizing considerations

Deciding how much life insurance may be appropriate isn’t always straightforward. It often depends on factors like the

size of the IRA, expected withdrawals, tax considerations, underwriting considerations, and overall legacy goals. Because
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these inputs can vary significantly from one family to the next, this is typically an area where it can be particularly helpful
to work through the trade-offs with a financial advisor.

For those interested in exploring this further, a more detailed framework is available in the CIO Research report, How to
leave more of your IRA assets to your family (published 8 July 2024).

What other approaches are there?

When IRA assets may not be needed for spending, the question becomes how those assets will ultimately be transferred.
Several approaches may be considered, each with a different impact on what beneficiaries receive. When beneficiaries
inherit pre-tax dollars, they must take required minimum distributions (RMDs) from the inherited IRA subject to the "10
year rule," which may lead to logistical headaches and a potentially significant tax burden.

What happens during lifetime What beneficiaries receive

Do nothing The IRA remains invested. RMDs are Remaining IRA assets, generally
taken over time and after-tax amounts taxable upon withdrawal, plus any
not needed for spending may be taxable assets built from reinvested
reinvested in a taxable account. distributions.

Life insurance strategy IRA distributions are used to fund Remaining IRA assets, taxable assets
life insurance premiums. Any after-tax from reinvested distributions, and
distributions not used for premiums may generally income tax-free life insurance

be reinvested in a taxable account. proceeds.
Roth conversions IRA assets are converted to a Roth IRA, Roth assets that may generally be
with taxes paid during lifetime. withdrawn income tax-free, subject to

applicable rules.

In practice, many families don't rely on just one strategy. It's often a combination where different parts of an IRA are
used in different ways over time. For example, some assets may remain invested, while others may be used to fund life
insurance or converted to a Roth IRA, depending on what the family is trying to accomplish.

The optimal approach really comes down to personal preferences as it relates to income needs, time horizon, tax
considerations, and how much certainty or flexibility someone wants in their plan. This is why it can be helpful to step
back and evaluate these choices in the context of a broader financial plan.

Additional considerations: estate planning and ILITs

For individuals who expect to have a taxable estate, there may be an additional step worth considering: holding life
insurance within an Irrevocable Life Insurance Trust (ILIT). Because the trust is generally outside of the taxable estate, the
policy’s death benefit may not be subject to estate taxes. Trust structures may also provide additional control over how
and when proceeds are distributed to beneficiaries.

As with other aspects of this strategy, these decisions are highly dependent on individual circumstances. Many individuals
may find it helpful to evaluate these considerations in coordination with a financial advisor, estate planning attorney, and
life insurance specialist. For a more detailed discussion, see the UBS Advanced Planning Group report, Life insurance.

Conclusions and next steps
Incorporating life insurance into a portfolio may help to increase the after-tax wealth that can be passed to the next
generation.

By working with a financial advisor, families may be able to earmark a portion of their IRA to help fund life insurance
using funds they won't need for their lifetime spending—in essence shifting a portion of that wealth into income tax-
free proceeds.

This strategy can be combined with other approaches, such as Roth conversions, to help find a combination that strikes
the right balance of flexibility, tax efficiency, and certainty.

Assumptions and methodology
In each scenario, the individual is assumed to be 65 years old with a $1 million Traditional IRA. The IRA is assumed to grow
at a consistent annual rate of 7%, while any taxable investments are assumed to earn a 6% after-tax return.
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The analysis assumes the individual lives to age 100. In the life insurance scenario, annual distributions from the IRA
are used to pay associated income taxes and fund life insurance premiums. The cost of life insurance is estimated at
approximately $10,000 per $1 million of death benefit, which may vary based on health, age, and product design.

Both the IRA owner and their beneficiaries are assumed to be subject to a combined income tax rate of 50.3% (37%
federal and 13.3% state). All life insurance death benefits are assumed to be received income tax-free by beneficiaries.

This analysis is intended to provide a simplified comparison and does not reflect all variables that must be considered in
practice. It does not account for potential changes in tax law, investment performance, or differences in life insurance
policy structures. Federal and state estate taxes are not considered.
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Important information

Disclaimer

This material is published solely for informational purposes, may be distributed only under such circumstances as may be
permitted by applicable law, and is not to be construed as a solicitation or an offer to buy or sell any securities or related
financial instruments. This information is general in nature and does not take into account the specific investment objectives,
financial situation or particular needs of any recipient.

All information and opinions represent our current views on the topics covered which are based, in part, on information

and data obtained from third party and/or publicly available sources. While we believe those sources to be reliable, no
representation or warranty, express or implied, is made as to its accuracy or completeness (other than disclosures relating to
UBS and its affiliates) of that information.

The information presented is not intended to be a complete statement or summary of the securities, markets or developments
referred to in the materials. It should not be regarded by recipients as a substitute for the exercise of their own judgment. Any
opinions expressed in this material are subject to change without notice and may differ or be contrary to opinions expressed
by other business areas or groups of UBS as a result of using different assumptions and criteria. UBS is under no obligation to
update or keep current the information contained herein.

Cautionary statement regarding forward-looking statements. This report contains statements that constitute “forward-
looking statements”, including but not limited to statements relating to the current and expected state of the securities
market and capital market assumptions. While these forward-looking statements represent our judgments and future
expectations concerning the matters discussed in this document, a number of risks, uncertainties, changes in the market,

and other important factors could cause actual developments and results to differ materially from our expectations. These
factors include, but are not limited to (1) the extent and nature of future developments in the US market and in other

market segments; (2) other market and macro-economic developments, including movements in local and international
securities markets, credit spreads, currency exchange rates and interest rates, whether or not arising directly or indirectly from
the current market crisis; (3) the impact of these devel-opments on other markets and asset classes. UBS is not under any
obligation to (and expressly disclaims any such obligation to) update or alter its forward-looking statements whether as a
result of new information, future events, or otherwise.

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.

About Our Wealth Management Services

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. Investment advisory services and brokerage services are separate and distinct, differ in material ways and
are governed by different laws and separate agreements. It is important that investors understand the ways in which UBS
conducts business, that they carefully read the agreements and disclosures that UBS provides to them about the products

or services offered. A small number of UBS financial advisors are not permitted to offer advisory services to you, and can

only work with investors directly as UBS broker-dealer representatives. Your financial advisor will let you know if this is the
case and, if you desire advisory services, will refer you to another financial advisor who can help you. UBS' agreements and
disclosures will inform investors about whether we and our financial advisors are acting in our capacity as an investment
adviser or broker-dealer. For more information, please see www.ubs.com/workingwithus. In providing financial planning
services, UBS may act as a broker-dealer or investment adviser, depending on whether we charge a fee for the service. The
nature and scope of the services are detailed in the documents and reports provided to you as part of the service.

© UBS 2026. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved. UBS
Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC.

This document constitutes sales and education content, not a research report, and it is not developed or held to the standards
applicable to independent research.

Purpose of this document: This report is provided for informational and educational purposes only. It should be used solely
for the purposes of discussion with your UBS Financial Advisor and your independent consideration. UBS does not intend this
to be fiduciary or best interest investment advice or a recommendation that you take a particular course of action.
Personalized recommendations or advice: If you would like more details about any of the information provided, or
personalized recommendations or advice, please contact your UBS Financial Advisor.
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Conflicts of interest: UBS Financial Services Inc. is in the business of establishing and maintaining investment accounts
(including retirement accounts) and we will receive compensation from you in connection with investments that you make, as
well as additional compensation from third parties whose investments we distribute. This presents a conflict of interest when
we recommend that you move your assets to UBS from another financial institution or employer retirement plan, and also
when we make investment recommendations for assets you hold at, or purchase through, UBS. For more information on how
we are compensated by clients and third parties, conflicts of interest and investments available at UBS please refer to the "Your
relationship with UBS’ booklet provided at ubs.com/relationshipwithubs, or ask your UBS Financial Advisor for a copy.
Important information about brokerage and advisory services: As a firm providing wealth management services

to clients, UBS Financial Services Inc. offers investment advisory services in its capacity as an SEC-registered investment
adviser and brokerage services in its capacity as an SEC-registered broker-dealer. Investment advisory services and brokerage
services are separate and distinct, differ in material ways and are governed by different laws and separate arrangements. It

is important that you understand the ways in which we conduct business and that you carefully read the agreements and
disclosures that we provide about the products or services we offer. For more information, please review client relationship
summary provided at ubs.com/relationshipsummary.

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 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 Understanding your employer
retirement plan distribution options brochure that 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.

No tax or legal advice: 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.

Financial planning services: In providing financial planning services, we may act as a broker-dealer or investment adviser.
When we act as investment adviser we charge a separate fee for the service and enter into a written agreement with you. The
nature and scope of the services are detailed in the documents and reports provided to you as part of the service.

Insurance and related products: Insurance and annuity products are issued by unaffiliated third-party insurance companies
and made available through insurance agency subsidiaries of UBS Financial Services Inc. Guarantees are based on the claims-
paying ability of the issuing insurance company.

Long-term care insurance has certain exclusions, limitations, reduction of benefits, and terms under which a particular policy
may be continued or discontinued. For costs and complete details of coverage, please contact your financial advisor.
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