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ENHANCING YOUR LEGACY WITH YOUR IRA

MULTI-GENERATIONAL  

PLANNING 
FOR YOUR IRA
You’ve worked hard for years to accumulate a significant amount 
of money in your individual retirement account (IRA) or rollover 
IRA. Now you can make your IRA work even harder for you and 
your loved ones. With careful planning, you may be able to enhance 
the value and scope of the legacy you create with your IRA account.
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ENHANCE YOUR LEGACY

According to a 2014 report by the Employee Benefits Research Institute, more than $6.5 trillion 
are invested in Individual Retirement Accounts (IRAs). Chances are you have a share of that 
significant total.

However, like many other IRA owners, you may have come to realize you don’t need your 
IRA assets for retirement income as you’ve developed a portfolio of non-IRA assets that 
are sufficient to provide a comfortable lifestyle in retirement. In fact, if it weren’t for the 
government’s Required Minimum Distribution (RMD) rules, your preference might be to 
continue deferring taxes on the IRA for as long as possible.

The key to “deferral” is the understanding that income taxes will be due on your IRA someday.  
If you don’t pay the income taxes on the IRA, your beneficiaries will – and they may be in a 
higher tax bracket than you.

That’s why IRA owners like you are looking for new, more effective ways to transfer their IRA 
balances to their children and grandchildren. This guide will show you a strategy that may 
help enhance the overall value of the legacy you create with your IRA, and make that legacy 
last for generations.

STRETCH FOR SUCCESS

If you don’t actively plan for distribution of your IRA upon death, your beneficiaries could 
be faced with a significant income tax burden. When your IRA value passes directly to your 
beneficiaries in a lump sum, they might be immediately responsible for income taxes on the 
entire amount of the IRA. This tax alone could erode more than one-fourth to one-third of the 
IRA you’ve given to them.

In this brochure we will show you one alternative that may help enhance the value of the legacy 
you create with your IRA. First, we will show an example of the total value of your IRA to you 
and your beneficiaries if you do no specific planning other than naming your beneficiaries. 
Then we will compare that approach to a strategy that allows you to stretch the tax deferral 
status of your IRA and may help enhance the overall distribution amount and the legacy you 
leave to your heirs.
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CURRENT IRA DISTRIBUTION PLAN

Let’s take a look at what may be your current IRA distribution plan. For many 
people, it may involve simply designating their children as beneficiaries of 
the IRA.

When the children inherit the IRA, their maximum years of deferral are 
based on their ages at the time they inherit the IRA. This fixed, maximum 
period cannot be extended even if the children pass away before this 
period has expired. Should the children name the grandchildren their 
beneficiaries and pass away prior to the end of their maximum deferral 
period, the grandchildren inherit the balance of the funds, and the 
remaining balance of their parent’s maximum deferral period. This could 
leave an extremely short deferral period for the grandchildren.

For example, assume a child inherited the IRA from the parent and, at the 
time of inheritance, established a maximum deferral period of 25 years 
(based on IRS life expectancy tables). If that child survived for 20 years 
before passing the IRA to the grandchildren, the grandchildren would only 
be able to defer taxes for the remaining five years.

Fortunately, there is a way to base the 

maximum deferral period on the life 

expectancy of the grandchildren. And 

it could dramatically increase the 

maximum deferral period, as well as 

the total distribution benefit.

LIFE INSURANCE PROCEEDS IRA 
BALANCE

Sets maximum IRA 
deferral period of 25 years

Child lives 20 years of 
that deferral period

Grandchildren only have 
5 years remaining with the 
IRA in tax-deferred status
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PROPOSED IRA DISTRIBUTION PLAN  
(MULTI-GENERATIONAL BENEFICIARIES)

The proposed plan for multi-generational beneficiaries illustrates how you could make some 
minor changes to your current IRA beneficiary designations to enhance your legacy. The key 
is understanding that IRA rules allow Designated Beneficiaries to continue deferral over a 
maximum deferred period that is based on their own life expectancy. Therefore, when your 
grandchildren inherit the IRA directly from you, their younger ages may enable them to 
continue the tax-deferral advantages for a longer period of time than your children could.

 

So, the first step in this proposed plan would be to change the Designated Beneficiary on the 
IRA from your children to your grandchildren. Of course, when you change the Designated 
Beneficiary of your IRA from your children to your grandchildren, you essentially “disinherit” 
your children from this portion of your legacy. However, with this multi-generational IRA 
transfer strategy, providing for your children can be relatively easy, too.

LIFE INSURANCE PROCEEDS IRA 
BALANCE

Sets maximum IRA 
deferral period of 25 years

Child lives 20 years of 
that deferral period

Grandchildren only have 
5 years remaining with the 
IRA in tax-deferred status
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Simply consider replacing your children’s IRA inheritance by purchasing 
a life insurance policy and making your children the beneficiaries of the 
policy. While a new insurance policy incurs an additional expense, for 
people over age 70, the distributions they are required to take from their 
IRAs every year are typically sufficient to pay the life insurance premiums.* 
For those under age 70, premiums are often paid by withdrawing the 
necessary amounts from their IRAs, but they are likely to be much less 
than the amount owed in taxes under a traditional IRA transfer.

And using life insurance in this strategy means that the death benefit 
received by your children is free from income tax, unlike an IRA inheritance 
that may be fully taxable to your children.

In short, the results of this strategy are:

•   Your children would receive the life insurance death benefit as their 
inheritance, income-tax-free. They wouldn’t need to worry about any IRA 
rules or restrictions about what they can do with their inheritance.

•   Your grandchildren would receive the IRA as their inheritance, but 
instead of paying income taxes on the entire amount at one time, they are 
able to continue the tax deferral over the rest of their life expectancies, 
only taking out minimum distributions each year as designated by the 
government, and deferring taxes on the balance of the account. Because 
of their younger ages, their tax-deferral advantages could continue much 

longer than if your children had inherited the IRA.

* For information specific to your situation, please consult your financial advisor. Taking additional withdrawals from 
your IRA to pay life insurance premiums may not be your best alternative. Whenever life insurance premiums exceed 
your RMDs, consider paying those premiums from sources other than your IRA.



6

SAMPLE CASE STUDY

Let’s compare the impact these two strategies have 
on the legacy of investor John Smith. John is 70 years 
old and has one child, John Jr., age 40, and three 
grandchildren. John would like to include each of them 
in his legacy. 

Stretch distributions from the IRA will be taxable to the recipient.
Distribution amounts shown in this brochure do not reflect the deduction of taxes.

IRA value as of Prior December 31 $500,000
Assumed IRA growth rate 6.00%

John lives until Age 80
John Jr. lives until Age 80
Grandchildren live until: Age 90

CURRENT PLAN ASSUMPTIONS

At John’s death, John Jr. will “stretch” the IRA proceeds 

over his life expectancy, according to IRS rules.

PROPOSED PLAN ASSUMPTIONS

Using a portion of his IRA Required Minimum 
Distributions (RMDs), John could purchase a life 
insurance policy now, with John Jr. as beneficiary, 
in an amount equal to the projected value of the IRA 
John Jr. would have inherited under the “Current Plan 
Assumptions.” That amount is projected to be $577,208. 
The life insurance product used in this example is a 
Universal Life policy using a male age 70, standard  
non-smoker health rating.

The Designated Beneficiaries for his IRA could be each 
of the grandchildren, individually, setting up separate 
accounts for each grandchild. John Jr. continues as 
the beneficiary for the life insurance policy.

At John’s death, John Jr. will receive the death benefit 
from the life insurance policy, and each grandchild will 
“stretch” the IRA benefits over their individual life 
expectancies, according to IRS rules.

At John’s death, IRA passes to John Jr.           q

John’s IRA

Current value: $500,000

Distributions during John’s lifetime (10 years) $265,777

Projected value at John’s death (age 80) $577,208

John Jr.’s IRA

Projected inheritance value (at age 50) $577,208

Projected distributions during  

John Jr.’s lifetime (30 years) $1,722,877

 Total projected distributions for current plan

During John’s lifetime $265,777

During John Jr.’s lifetime $1,722,877

Total projected IRA distributions $1,988,654

CURRENT  
IRA DISTRIBUTION PLAN FOR JOHN SMITH
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Total projected distributions for proposed plan

During John’s lifetime $265,777

During grandchildren’s lifetimes $6,747,694

John Jr.’s life insurance $577,208

Subtract life insurance premiums ($222,144)

Total projected distributions $7,368,535

At John’s death, John Jr. receives life insurance 
proceeds. IRA passes to the grandchildren.

 q	 q

John’s IRA

Current value: $500,000

Distributions during John’s lifetime (10 years) $265,777

Projected value at John’s death (age 80) $577,208

John Jr.’s life  
insurance death 

benefits

$577,208  
(received income tax-free)

PROPOSED  
IRA DISTRIBUTION PLAN FOR JOHN SMITH

Grandchildren’s IRAs

Projected inheritance value:   
$577,208

Projected distributions:   
$6,747,694

Total projected life insurance premiums paid*

During John’s lifetime $222,144

(premiums are assumed to be paid using a portion of the 

Required Minimum Distribution amounts from the IRA)

* Premiums based on a male, age 70, standard non-smoker,  

$577,208 face amount life insurance.

SUMMARY COMPARISON 
CURRENT PLAN VS. PROPOSED PLAN

Total Projected Distributions for Current Plan:

During John’s Lifetime $265,777

During John Jr.’s Lifetime $1,722,877

Total Projected Distributions $1,988,654

Total Projected Distributions for Proposed Plan:

During John’s Lifetime $265,777

During Grandchildren’s Lifetimes $6,747,694

John Jr.’s Life Insurance $577,208

Subtract Life Insurance Premiums ($222,144)

Total Projected Distributions $7,368,535

Total Projected Planning Advantage:

Projected “Proposed Plan” Distributions $7,368,535

Subtract Projected “Current Plan” Distributions ($1,988,654)

Total Projected Plan Advantage $5,379,881
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Talk to your financial advisor about your options for  
multi-generational IRA planning. You may be able to 
make your IRA work hard for you and your loved ones.

Important Notes:

The aforementioned case study simply shows the potential impact of 
various accumulation and distribution strategies, and does not constitute a 
recommendation.

The case study provides only broad, general guidelines about IRA distribution 
planning. No tax, estate tax or legal advice is being rendered by this case study. 
Rather, it is based on our general understanding of current tax and estate tax laws. 
Tax and estate tax laws are subject to change at any time and could substantially 
impact your situation.  Raymond James advisors do not render advice on tax or 
legal matters. Therefore you should discuss any tax or legal matters with the 
appropriate professional before implementing any specific strategies. Unless 
otherwise indicated, the tax implications of the federal Generation Skipping 
Transfer Tax (GSTT) are not reflected. 

Calculations contained in the case study are estimates. Actual results may vary 
substantially from the figures shown. All assumed rates of return are hypothetical 
and are not a guarantee of the future performance of any asset or investment. 

The case study evaluates certain strategies for transferring assets upon death. 
Because property generally passes first by deed, next by contract, and then as 
directed in the decedent’s will, implementing any of these strategies may entail 
changing asset ownership, altering beneficiary designations, or revising your 
will(s). Because your estate planning intentions may change in the future, you 
should discuss the information with your advisors.
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