Using Cash Value Whole Life Insurance for
Retirement Cash Flow

Whole life insurance builds a cash value that serves as collateral for policy loans, provid-
ing tax-free, flexible cash flow in retirement. This strategy leverages guaranteed growth
to enhance financial security, complementing other retirement planning tools.

1 Benefits of Policy Loans for Retirement

Using cash value as collateral for policy loans offers retirees key advantages:

» Tax-Free Income: Loans avoid taxes, unlike IRA or 401(k) withdrawals, preserving
wealth.

» Flexible Cash Flow: Borrow without repayment schedules or credit checks for
expenses like healthcare or travel.

* Asset Preservation: Loans maintain other savings, allowing investments to grow.

* Legacy Protection: Unpaid loans reduce the death benefit, ensuring tax-free in-
heritance.

» Market Protection: Access cash without selling assets in downturns, mitigating
longevity risk.

Sifaue

Cash Value Growth
$200kt
$100k¢ ___--- Loan Amount
$000K—— — Years

Cash value growth vs. loan amount over
time.

Other tax-advantaged collateral strategies include home equity lines of credit (HELOCs),
with potentially deductible interest (IRS Publication 936), and margin loans against bro-
kerage accounts, though these carry taxable interest and higher risks.



2 Real-Life Example Scenario

Sarah, a 62-year-old retiree, has a whole life policy with $250,000 in cash value after
20 years of premiums. She borrows $15,000 annually at 5% interest to supplement her
pension. Over 10 years, she borrows $150,000, accruing $35,000 in interest (total loan:
$185,000).

Benefits realized:
» Tax Savings: No taxes onloans, saving $37,500 vs. IRA withdrawals (25% bracket).
» Preserved Wealth: Her $400,000 401(k) grows, adding $80,000 in returns.
* Flexibility: In year 3, she borrows an extra $10,000 for medical costs.

» Legacy: At age 85, the $185,000 loan is deducted from her $800,000 death benefit,
leaving $615,000 tax-free for heirs.
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3 Key Tips for Success

* Select overfunded whole life policies for high cash value growth.
* Review loans annually to prevent policy lapse and tax issues.
* Consult a licensed advisor for tailored strategies.

« Start early to build substantial cash value.

4 Conclusion

Policy loans from cash value whole life insurance provide tax-free, flexible retirement
income using cash value as collateral. Combined with strategies like HELOCs, they offer
robust financial options.

Contact a licensed advisor or visit www.irs.gov for tax guidance.


https://www.irs.gov
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