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How to Use Life Insurance to Pay for Retirement
Rebecca Lake | FEB 11, 2019

Most people think of life insurance in terms of the �nancial bene�ts it provides to relatives when you die.

But many don’t realize that you can often use it to your advantage even sooner. Certain types of life

insurance policies can be used to generate additional streams of income for the person who takes them

out. This can come in handy in retirement. Here’s a look at how permanent insurance products can act as

supplemental income.

Compare life insurance quotes now. 
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Building Cash Value With Whole Life

A term life insurance policy stays in e�ect for a speci�c number of years, usually anywhere from �ve to 30

years. On the other hand, a whole life policy (a type of permanent life insurance) only expires when you

cancel it. Otherwise, whole life insurance covers you for a lifetime.

Whole life insurance tends to be more expensive than term life due to higher premiums. But the trade-o� is

that you’re accumulating cash value in the whole life policy. You can then borrow against or withdraw from

that cash value later on. Depending the policy, you may also earn interest or dividends on a tax-deferred

basis. Generally, you can borrow against the policy up to the amount of cash value you’ve accrued without

taking a tax hit. If you’re receiving dividends, you won’t owe any taxes on them unless they exceed the total

amount of premiums you’ve paid.

It’s always important to be careful about how much you borrow. That way in this case, you can use a whole

life policy as a steady source of income in retirement. Technically you don’t have to repay loans against

cash value. However, you should keep in mind that any outstanding loan balance reduces any death

bene�t payable to your bene�ciaries when you die.

Investing With Universal Life

Universal life insurance is another type of permanent coverage. However, it works a little di�erently than a

whole life policy. You still earn cash value based on the amount of interest earned as you pay your

premiums. One di�erence is that your premium amount can be adjusted based on your situation. You also

have the ability to raise or lower your death bene�t as needed. Plus, you can use the accrued interest to

cover your premiums.

Universal life insurance can be attractive to retirees. In addition to building cash value, there’s also an

investment component involved. Part of what you pay in premiums goes towards the policy cost. Then the

rest is invested in a vehicle of your choice. Those investments’ performances determine your individual

returns. You can borrow against the cash value tax-free up to the point that withdrawals exceed what

you’ve paid.
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The only downside to universal life is that returns aren’t always guaranteed. You may want to review the

prospectus carefully before choosing this type of coverage.

Converting Permanent Insurance to an Annuity

So you’ve successfully built up a substantial amount of cash value in a whole life or universal life policy.

From there you can convert that to an annuity, creating a regular source of income.

An annuity is a type of contract that you purchase from a life insurance company. Typically, you fund an

annuity with a lump sum. The insurer then pays you a �xed amount for the duration of its lifetime. A lifetime

annuity allows you to receive payments until you die. They may even continue providing bene�ts, albeit

reduced, to your spouse.
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Normally, if you cash out a permanent life policy you’d have to pay taxes on the earnings. However, a 1035

exchange allows you to switch to an annuity tax-free. You will lose the death bene�t associated with the

policy. But having other assets to leave for your heirs can negate this factor. In that case, making the switch

can provide some much-needed cash �ow for your golden years. When you’re shopping around for an

annuity, you may want to compare the payouts from di�erent companies. That way you can make sure you

land with the biggest bene�ts.

Bottom Line

Developing a solid retirement strategy begins with knowing what your di�erent savings and investment

options are. If you haven’t thought about how life insurance �ts into the picture, you may be overlooking a

potentially valuable source of income.

A �nancial advisor can help you explore all of your options and determine which retirement strategy is right

for you. A matching tool like SmartAsset’s SmartAdvisor can make it easier to �nd a person to work with to

meet your needs. First you’ll answer a series of questions about your situation and goals. Then the program

will narrow down your options from thousands of advisors to three �duciaries who suit your needs. You can

then read their pro�les to learn more about them, interview them on the phone or in person and choose
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who to work with in the future. This allows you to �nd a good �t while the program does much of the hard

work for you.

Source: http://www.irs.gov/pub/irs-drop/rr-07-24.pdf 
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Rebecca Lake is a retirement, investing and estate planning expert who has been writing about personal �nance for a decade.

Her expertise in the �nance niche also extends to home buying, credit cards, banking and small business. She's worked directly

with several major �nancial and insurance brands, including Citibank, Discover and AIG and her writing has appeared online at

U.S. News and World Report, CreditCards.com and Investopedia. Rebecca is a graduate of the University of South Carolina and

she also attended Charleston Southern University as a graduate student. Originally from central Virginia, she now lives on the

North Carolina coast along with her two children.
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