
T R A N S F E R R I N G  W E A L T H  
U S I N G  L I F E  I N S U R A N C E
Life insurance is purchased for many reasons. For a typical family,  
a policy death benefit can replace wages lost when a working spouse 
dies, pay off a mortgage so that a surviving spouse can continue  
living in the family residence or allow for children to achieve their 
educational goals if one or both parents die. For a family of substantial 
wealth, a policy death benefit could be used to pay estate or inheritance 
tax, provide liquidity so as to prevent a forced sale of assets or equalize 
the value of transfers among beneficiaries.



T Y P E S O F  
I N S U R A N C E 

In general, there are two 
major categories of life 
insurance.

T E R M I N S U R A N C E

Term insurance provides  
a death benefit should  
the insured die during  
a specific period of time,  
or term. Some policies  
of term insurance can  
be continued after the  
term, but at an increased 
premium cost. Additionally, 
some term insurance  
policies can be converted  
to permanent policies  
(described below) at the 
then-cost of permanent  
insurance without the need 
for additional underwriting.

“P E R M A N E N T”  
I N S U R A N C E

Permanent insurance  
is a colloquialism for many  
different types of policies, 
such as whole life insurance, 
variable life insurance,  
universal life insurance  
and index life insurance. 
Each policy type has  
specific attributes and 
benefits, which can vary 
widely from policy to policy. 
Often, a policy of permanent 
insurance will build cash 
value inside the policy, which 
may be necessary to support 
the policy’s death benefit, 
especially in the policy’s later 
years. Generally, the cash 
value that builds up inside 
a life insurance policy is the 
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cumulative amount of the premiums paid by the owner of the policy, plus return  
on investment, less the costs to maintain the policy (the cost of maintaining the death  
benefit, administrative costs and other charges). The policy owner may access this cash 
value during the insured’s life. However, depleting the cash value could cause policy  
guarantees, or the insurance coverage itself, to lapse.

TA X AT I O N O F L I F E I N S U R A N C E

Life insurance is a tax favored asset which enhances its use as a method  
to transfer wealth. 

As described above, certain permanent policies of life insurance can accumulate cash  
value. Some permanent policies allow the owner of the policy to invest the cash value. 
Value that accumulates inside a life insurance policy is not subject to income tax. This  
may allow the investments inside the policy to grow more quickly than investments that 
are subject to income tax.

Unless certain exceptions apply, the death benefit from a life insurance policy is not  
subject to federal income tax. Some permanent policies add the policy’s cash value  
to the death benefit. In that case, following the death of the insured, the beneficiaries  
of the policy will receive the stated death benefit plus the value of the policy’s investments 
income tax-free.

If the policy is owned by someone other than the insured (such as an irrevocable life  
insurance trust) and the insured has no incidents of ownership in the policy, the death 
benefit will be paid free from federal estate tax.

In short, it is possible for the beneficiaries of a life insurance policy to receive tax-free  
cash following the death of the insured.
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T R A N S F E R R I N G W E A LT H U S I N G  
L I F E I N S U R A N C E

A life insurance death benefit can be an effective way  
to increase the amount of wealth transferred to your heirs 
when you die. Nevertheless, it is important to remember that 
your circumstances will differ from anyone else’s. A plan  
that works for one person may not work for you. 

E STAT E A U G M E N TAT I O N

A life insurance death benefit is, generally, a tax-free 
cash infusion following the insured’s death. Think of 
the potential benefits of an immediate tax free cash 
payment. For example:

• � Consider a family with moderate wealth. A cash  
payment following a death can increase the amount 
of property passing to heirs. For a parent with assets 
of $2 million, the death benefit from a $2 million life 
insurance policy would double the amount passing 
to heirs.

• � Consider the parent who wants to be sure that each 
of their children will receive a minimum amount 
upon the parent’s death. A life insurance death  
benefit can ensure that each child receives that 
amount, even if there are other insufficient assets  
in the parent’s estate.

• � Consider the business owner who desires to leave 
the family business to one child while leaving assets 
of equal value to another child. In many such cases, 
much of a family’s wealth is tied up in the business, 
leaving few other assets. In that case the death  
benefit from an insurance policy payable to the  
other child can ensure that each child receives  
equal value.
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TA X R E P L AC E M E N T

The United States imposes an estate tax at death (which  
is an excise tax on the privilege on transferring property). 
Certain assets, known as income in respect of a decedent 
(IRD), are subject to income tax following the death of  
a taxpayer. IRD includes qualified retirement plans and  
individual retirement accounts (IRAs), other than Roth  
accounts and Roth IRAs, and income earned before death  
but paid thereafter. Generally, property in excess of a  
taxpayer’s estate tax exclusion amount (including IRD),  
not passing to a spouse or charity, is subject to a federal 
estate tax.

A tax-free death benefit from a life insurance policy can  
replace wealth lost to taxes.

• � Consider a person who has worked in a career for  
a lifetime and has accumulated $2 million in various  
traditional (not Roth) retirement accounts. Following  
death, as the beneficiaries of those accounts withdraw 
funds, they will be subject to income tax.

• � If the beneficiaries are the person’s children (except  
in certain limited circumstances) those funds must be 
withdrawn over 10 years. If the children pay income tax  
at 30%, the $2 million in retirement funds are really worth 
$1.4 million. A life insurance death benefit can replace 
those dollars paid in tax.

• � Consider a single person with a large estate. Under current 
law, to the extent the estate exceeds the person’s estate tax 
exclusion amount (and does not pass to charity), it would 
be subject to an estate tax of 40%. Moreover, if some of 
the assets subject to the estate tax were IRD, those assets 
would also be subject to income tax (although there is 
some offset due to the income tax deduction for estate tax 
paid on IRD). A life insurance death benefit can replace 
wealth lost to estate tax.

G ROW I N G TA X-F R E E W E A LT H

As stated above, cash value accumulates inside a life  
insurance policy without reduction for income tax, and  
if paid as part of the death benefit that cash value escapes 
income tax altogether. Furthermore, if the policy is owned  
in a properly constructed and administered life insurance 
trust, the death benefit will also escape the estate tax.

Usually, owners of life insurance policies look to buy the 
greatest amount of death benefit for the least premium cost. 
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Although there is a maximum amount that can be paid into a life insurance policy without triggering certain adverse income 
tax consequences (and creating a modified endowment contract), consider what could happen if the owner of a policy  
contributed the maximum amount possible to a policy, while purchasing the least amount of death benefit necessary  
to support the premiums paid: The owner of the policy would have an investment fund that would grow without income tax  
and upon death would pay a cash death benefit plus the value of the accumulated policy investments without reduction for  
income or estate tax. Is this even possible? Yes. Using private placement life insurance, it is possible to construct such a policy.

PA RT O F YO U R W E A LT H P L A N

Life insurance is an important part of any wealth transfer plan. No matter your stage in life or level of wealth,  
life insurance can provide a tax preferred way to accumulate wealth and then pass it on after you are gone.  
Your PNC Private Bank® team can introduce you to an insurance strategist who works with your wealth strategist  
to determine how life insurance can be included in your estate and financial plans to increase the wealth available  
to your beneficiaries after your death. To learn more, contact any member of your PNC team.

These materials are furnished for the use of PNC and its clients and do not constitute the provision of investment, legal, or tax advice to any person. They are not prepared with respect to the specific 
investment objectives, financial situation, or particular needs of any person. Use of these materials is dependent upon the judgment and analysis applied by duly authorized investment personnel 
who consider a client’s individual account circumstances. Persons reading these materials should consult with their PNC account representative regarding the appropriateness of investing in any 
securities or adopting any investment strategies discussed or recommended herein and should understand that statements regarding future prospects may not be realized. The information  
contained herein was obtained from sources deemed reliable. Such information is not guaranteed as to its accuracy, timeliness, or completeness by PNC. The information contained and the  
opinions expressed herein are subject to change without notice. Past performance is no guarantee of future results. Neither the information presented nor any opinion expressed herein  
constitutes an offer to buy or sell, nor a recommendation to buy or sell, any security or financial instrument. Accounts managed by PNC and its affiliates may take positions from time to time  
in securities recommended and followed by PNC affiliates. Securities are not bank deposits, nor are they backed or guaranteed by PNC or any of its affiliates, and are not issued by, insured by, 
guaranteed by, or obligations of the FDIC or the Federal Reserve Board. Securities involve investment risks, including possible loss of principal.

Insurance transactions may be placed through M Financial Group and/or Willis Towers Watson Northeast, Inc. (“WTW”) (together with M Financial Group and any respective successor of either 
entity or subsequently selected third party broker general agency firm, (the “BGA”)). Insurance Strategists are employees of PNC Bank and licensed agents of PNC Bank’s affiliated insurance  
agency, PNC Insurance Services, LLC, (“PNCIS”) and PNC Bank’s affiliated broker-dealer, PNC Investments LLC, (“PNCI”). Insurance Strategists will refer potential clients for offered products 
which include certain non-variable, long-term care, and disability insurance products to M Financial Group, and offered products which include property and casualty insurance products to WTW, 
through PNCIS. Insurance strategists will refer potential clients for variable insurance products to M Financial Group through PNCI. Insurance products offered by the BGA are not deposits or 
other obligations of, or guaranteed by, PNC Bank or any of its affiliates. Insurance products are not insured by the Federal Deposit Insurance Corporation or any Federal Government Agency. 
Insurance products are subject to investment risk, including possible loss of principal amount invested. Insurance products are obligations of unaffiliated insurance companies and any pay-
ments under the policies will depend upon the financial condition of those companies. We do not undertake to analyze or report to you on the financial condition of those companies. Your decision 
to purchase, or not to purchase, insurance products from the BGA will not affect the cost or availability of any products or services from PNC Bank or any of its affiliates. Insurance that is required 
in connection with any loan from PNC Bank may be purchased through the BGA or any other insurance agency. You are not required to purchase insurance through PNC Bank or its affiliates. If you 
choose to purchase insurance and finance the premium, you may choose to finance through PNC Bank or any lending institution. You are not required to finance through PNC Bank or its affiliates. 
Only licensed representatives of the BGA may offer insurance products and advice. In effecting your insurance transaction, the BGA and its agents represent the issuing insurance company as an 
appointed agent. The BGA will receive compensation for any insurance transaction that it places for you. The compensation that PNCIS or PNCI receives from the BGA will be dependent on the type 
of insurance product sold and the relationship that the BGA has with the companies issuing the insurance products you purchase. Different types of insurance products, and different insurers, may 
provide different compensation amounts and structures. The insurance compensation paid to the BGA and PNCIS for non- variable life, long term care, disability and property and casualty insurance 
products or to PNCI for variable insurance products by the insurance companies will be in addition to the fees that you pay to PNC Bank under your investment management agreement or other 
governing instrument that are related to insurance assets. Affiliates of PNC Bank and PNCIS or PNCI may receive separate and additional compensation for investment advisory or other services 
provided to funds that may be included as investment choices underlying variable life insurance products. Under their incentive compensation programs, Insurance Strategists or other members of 
the PNC Private Bank, PNC Private Bank Hawthorn, and/or PNC Institutional Asset Management teams may receive incentive credits or other discretionary credit related to insurance transactions. 
The incentive credits or discretionary credit could, along with a number of other factors, lead to incentive compensation payments to Insurance Strategists or other PNC Private Bank, PNC Private 
Bank Hawthorn, and/or PNC Institutional Asset Management team members. PNC Private Bank, PNC Private Bank Hawthorn, and/or PNC Institutional Asset Management team members will not 
receive any direct commission split based on any insurance transaction that you enter into through the BGA. The compensation described above related to insurance transactions creates a conflict 
of interest between PNC Bank’s fiduciary duty to you, if you are an investment management client or a settlor or beneficiary of a trust of which PNC is a trustee, and the financial benefits that PNC 
Bank, PNCIS or PNCI and the Insurance Strategist or other PNC Private Bank, PNC Private Bank Hawthorn, and/or PNC Institutional Asset Management team members receive that relate to those 
insurance transactions.

The PNC Financial Services Group, Inc. (“PNC”) uses the marketing names PNC Private Bank® and PNC Private Bank Hawthorn® to provide investment consulting and wealth management,  
fiduciary services, FDIC-insured banking products and services, and lending of funds to individual clients through PNC Bank, National Association (“PNC Bank”), which is a Member FDIC,  
and to provide specific fiduciary and agency services through PNC Delaware Trust Company or PNC Ohio Trust Company. PNC does not provide legal, tax, or accounting advice unless, with  
respect to tax advice, PNC Bank has entered into a written tax services agreement. PNC Bank is not registered as a municipal advisor under the Dodd-Frank Wall Street Reform and Consumer 
Protection Act.

“PNC Private Bank” and “PNC Private Bank Hawthorn” are registered marks of The PNC Financial Services Group, Inc. 

Investments: Not FDIC Insured. No Bank Guarantee. May Lose Value.
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