
Life insurance and Roth IRAs have a basic structure in common: they are both wealth 
transfer tools that help facilitate an efficient transfer of assets from one generation to 
the next and can provide a tax-free legacy

1
. Despite their similarities, life insurance and 

Roth IRAs are very different, and the rules that apply to one don’t always apply to the 
other. In fact, this is the case more often than not. Below, we discuss the three main  
differences between these two retirement planning vehicles.  

 

FIRST 

 
THE ESTATE:  Thanks to the current $5.49 million federal exemption amount — the 
amount that can pass estate tax-free to beneficiaries — estate tax concerns are no-
where near what they used to be. Most Americans will not owe any federal estate tax 
when they die. But some will. Some states still impose state estate taxes in, and many 
have set their own exemption amounts much lower than that of the federal level. In 
such cases, life insurance may offer an advantage over Roth IRAs when there is a 
need for a death benefit. So know the states in which you do business and their rules to 
be able to help clients know their consequences.  
 
The value of a client’s Roth IRA is always included in their estate. If they are above the 
federal estate tax exemption amount or their applicable state estate tax exemption 
amount, beneficiaries could end up owing estate tax — at the federal level, state level 
or both — on what they thought were “tax-free” Roth IRA assets.   
 
 
 
 

APPLES AND ORANGES: 3 KEY DIFFERENCES TO  
CONSIDER BETWEEN ROTH IRA and LIFE INSURANCE 



In contrast, when clients need life insurance, it can be structured so that it’s outside of 
the estate. Not only does this produce an income tax-free benefit to heirs but also one 
that is not subject to estate tax,  regardless of the value of the estate when they die. In 
other words, it is a truly tax-free benefit. There are a variety of ways to accomplish this, 
including having an irrevocable trust purchase the life insurance policy.  
 

SECOND 
 
CONTRIBUTION LIMITS.  When it comes to the tax code, there is a space  for life  
insurance. While insurance carriers may limit the amount of insurance they’ll offer 
based on health, annual income and net worth, the tax code doesn’t. As far as Uncle 
Sam is concerned, clients can have as much insurance as they want or can get..  But 
Roth IRAs have limits. For 2017, the limit is $5,500 ($6,500 if age 50 or older by the 
end of the year) to contribute to a Roth IRA. They can, however, convert any existing 
IRA or eligible retirement plan funds to a Roth IRA 
 
Currently, there’s no rule on what type of income can be used to purchase life  
insurance or the amount of income a client needs to have.  Roth IRA contributions do 
have income restrictions. Roth IRA contributions can only be made with income that 
qualifies as “compensation,” which is typically earned income while Life insurance  
premiums can be paid with any type of income, including interest, dividends and  
Social Security, all of which are not considered compensation.  
 
If a client has too much income, from whatever sources, they will be prohibited from 
making any Roth IRA contributions. With life insurance, there’s no limit to the amount of 
income they can have. In fact, they  can generally qualify for more life insurance with a 
higher income. 
 

THIRD 
 
REQUIRED MINIMUM DISTRIBUTIONS (RMDs).  When you leave a Roth IRA to  
non-spouse beneficiaries, such as children, they must generally begin taking RMDs 
(required minimum distributions) from the inherited Roth IRA no later than the year after 
they inherit. These distributions are usually tax free, but they must be taken  
nonetheless.  
 
When beneficiaries inherit life insurance, there are no RMDs to worry about. While not 
having to deal with RMDs is nice, it doesn’t necessarily make life insurance a better  
option. Consider this: when a beneficiary inherits life insurance, the only amount they’ll 
receive tax free is the actual life insurance proceeds.  



If they don’t need the money right away, they might invest the proceeds, but whatever  
interest, dividends, capital gains or other income those investments generate will be  
taxable (unless they are invested in assets that don’t produce taxable income, such as 
municipal bonds). In contrast, while the inherited Roth IRA will have RMDs to deal with, 
those amounts may be relatively minimal.  
 
THE BOTTOM LINE:  
There are many tools for clients to achieve their financial goals.  Life insurance and Roth 
IRAs are two of the many options available. The bottom line is that every situation is  
different and there’s no one-size-fits-all solution. Educate your clients, and help them  
review options available to them.  Allow them to make a decision that best fits their  
individual situation and goals. 
 

 
Want to discuss further:  
Contact our Life Department at: 800-524-1774 

1—Proceeds from an insurance policy are generally income tax-free and if properly structured, 

may also be free from estate tax.   

 

Policy loans and withdrawals will reduce the available cash value and death benefit and may 

cause unintended consequences including lapse and/or taxable events. 

 

This is not a comprehensive overview of all the relevant features and benefits of each product.  

Please review all of the material details about these products before making specific  

recommendations to consumers.  

 

This content is for general informational purposes only. It is not intended to provide fiduciary, tax, 

or legal advice and cannot be used to avoid tax penalties; nor is it intended to market, promote, 

or recommend any tax plan or arrangement. Underwriters Marketing Service, its affiliates, and 

their employees and representatives do not give legal or tax advice. Clients are encouraged to 

consult with their own legal, tax, and financial professionals for specific advice or product  


