
Maximizing your financial legacy  
with life insurance

1 of 2

It is common for people to designate investments or assets for specific purposes. For example, money in a savings 

account may be used for a down payment on a home or an IRA used for retirement income needs. In many cases, 

people also set aside assets to provide a legacy for children, grandchildren or a charitable organization they value. 

With proper legacy planning, it’s possible to increase your assets by a significant amount, secure your legacy in case 

the market declines, guarantee your legacy, and minimize or eliminate the impact of income and estate taxes.

Capital transfer using life insurance
Many people still view life insurance in only its traditional sense, 
protecting income for families during working years. However, 
it can also be a valuable tool to enhance your legacy goals by 
employing the concept of capital transfer — the technique of 
utilizing existing assets designated for legacy planning to purchase 
life insurance. Capital transfer using life insurance offers the 
following advantages:

• Leverage. Securing a higher benefit level than what was paid.

• Guarantee of legacy. Regardless of market activity, your 
legacy is secure.

• Tax-free death benefit. Unlike other assets, life insurance 
benefits are not depleted by income taxes.

Leverage
Leverage is the multiple of the premium contributed by the insured 
that beneficiaries receive income tax-free at the death of the insured. 
Depending on factors such as age, health status and the life 
insurance policy design, it is possible to double, triple or quadruple 
the value of the asset ultimately passed on to your heirs.

While it is true that assets held over time may provide asset 
growth and increase the value to heirs, many don’t realize the time 
required to equal the leverage offered by life insurance. The chart 
shows a quick illustration of the time needed to match a sum 
given varying rates of return (assumes a 20% tax rate).

 Rate of return

Years to: 3% 4% 5% 6%

Double 30 years 23 years 18 years 15 years

Triple 47 years 35 years 29 years 24 years

Quadruple 59 years 45 years 36 years 30 years

Maximizing leverage through policy design
• Second-to-die or survivorship policy. A policy that pays its 

benefits only upon the second insured’s death may work best 
for leverage and should be considered in situations where the 
benefit received upon the second death accomplishes the 
legacy goals. Survivorship policies typically offer the best 
leverage due to the low cost structure of the policy. And since 
survivorship policies insure two people, they can be a great 
alternative when one of the individuals is in poor health.

• Single-life policy. Due to the timing of the payout, or if two 
insureds are not available, a single-life policy may be the best 
option. In most cases a single premium will result in the 
maximum leverage, and many clients like the fact that they 
can accomplish their legacy goals with only one payment. 
Payments can also be spread over time and may offer the 
benefit of tax favored access to the policy’s cash surrender 
value if warranted.
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*Assumes beneficiaries withdraw in one lump sum and do not take advantage of the “stretch” feature.

Guarantees are based on the claims-paying ability of the issuing insurance company.

Insurance products are offered through our affiliated non-bank insurance agencies. Not available in all states. Please consult your legal advisors to determine how this 
information may apply to your own situation. Wells Fargo Advisors, LLC does not provide tax advice. Whether any planned tax result is realized by you depends on the 
specific facts of your situation at the time your taxes are prepared.

Guaranteed legacy
Unlike other options, using life insurance may provide comfort in 
knowing your legacy goals will be accomplished, regardless of 
circumstances. The guaranteed death benefit found on most 
policies can provide security for legacy purposes. Contract 
guarantees are subject to the financial strength and claims-paying 
ability of the issuing insurance company.

Many people attempt to “self insure” their legacy goals by relying 
on the growth of an existing asset instead of contractual 
guarantees. This option forfeits the immediate leverage described 
above and leaves the legacy subject to market fluctuations. On the 
other hand, choosing less volatile investments typically results in 
lower returns. As a result, a longer duration needed to match the 
upfront leverage of life insurance could result in an insufficient 
time frame for growth, therefore, less money is passed to 
beneficiaries and legacy goals are not realized.

Additionally, when you invest for legacy goals, you maintain all 
management responsibilities and risk. Utilizing a life insurance 
solution transfers that risk to the insurance company.

With so many life insurance policies offering robust contractual 
guarantees, you can be assured that your legacy goals will be 
completed regardless of time frame, market fluctuation or 
changing circumstances.

Tax-free death benefit
Be aware that certain assets pass to the beneficiaries with income 
taxes due upon distribution at the recipient’s tax rate. This income 
tax can be in addition to estate taxes and can shrink assets 
considerably. Income taxes are generally due on very common 
assets that are passed to beneficiaries like IRAs, 401(k)s, 403(b)s, 
deferred compensation plans and nonqualified annuities.

In fact, with insufficient planning, many people find they have 
included in their legacy plans an unwelcome heir — the IRS. 
Consider the following example where a father plans to have his 
IRA split between his two sons (each in the 35% income tax 
bracket) upon his death:

Father’s IRA = $1,000,000

Upon death:

Son A* Son B* IRS

 $500,000  $500,000 35%
 - 35%  - 35%  + 35%
 $325,000  $325,000  $350,000

The IRS, without proper planning, and in certain circumstances, 
becomes a larger “heir” than children or grandchildren. Life 
insurance’s income-tax-free feature exempts it from such 
unfortunate occurrences.

Contact your Financial Advisor
Life insurance can play an important role in your financial and 
legacy plans. Talk to a Wells Fargo Advisors Financial Advisor 
for a review of your current policies and help to develop a plan to 
meet the goals for you and your family.


