
 

LEGACY BUILDING  

WITH LIFE INSURANCE 

FOR CHILDREN OR GRANDCHILDREN 

THE WANT 

Many parents want to leave a financial legacy for their children and/or grandchildren, and they 

would like to do so in the most assured and cost-effective way possible. 

THE SOLUTION 

Take out a life insurance policy on the least costly parent to insure, with the beneficiary being 

either the children and/or grandchildren.  It’s preferable that a trust be used for children, but it’s 

essential for young grandchildren.    In the alternative,  children can be the direct beneficiaries of 

the policy.  However, using a trust gives the grantor control over how quickly and for what 

reasons the children or grandchildren can access the funds in addition to protecting the funds 

from outside threats.   When estate taxes are a concern, the trust should be irrevocable, and it 

should be both the owner and beneficiary of the policy. Quite often, unneeded RMDS are used 

to purchase legacy life insurance to take advantage of leveraging.   

 

Using life insurance as the vehicle to enhance heir’s legacy can provide a much higher guaranteed 

ROI on the premiums versus investing them elsewhere.  The spreadsheet below shows the 

required ROI on the premiums, invested elsewhere, to equal the death benefit in given years.  

The tax bracket assumption is 27% (22% federal and 5% state).  The highlighted year is the life 

expectancy for a female age 65 in good health.  It shows that for $8700 per year premium to grow 

to $500,000, after tax, at her life expectancy of age 88, the required, before tax, ROI would be 

9.64%.    Remember the death benefit is both guaranteed and tax free.  

                                                  

-6- 


