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When surveying affluent families and highly
compensated executives and entrepreneurs
about what keeps them up at night with
regards to their finances, recurring themes
include taxes, market volatility, balancing risk
and return, maintaining adequate liquidity and
protecting their assets. This article examines
how cash value life insurance can be a helpful
tool in the toolbox for big picture wealth
planning, while living and at death.
Tax increases are on the horizon and will likely
have a negative impact on the ability to sustain
savings levels and meet long-term financial
goals. This will lead Americans, who already
face intensified pressure to save due to
increased longevity, to taking more investment
risk in order to meet their goals. Among the
proposed tax policies in President Biden’s
American Families Plan and Senator Bernie
Sanders 99.5% Plan are:1
Increasing the top ordinary income tax
rate on income over $400,000 from 37%
to 39.6% and adding a 12.4% Social
Security payroll tax, split between the
employee and employer, for wages over
$400,000.
Moving the long-term capital gains tax
rate from 20% to 39.6% plus the 3.8%
Net Investment Income Tax for
taxpayers with more than $1 million in
income.

Eliminating the step-up in basis of
property inherited at death and replacing
it with a carry-over basis after allowing
individuals to exclude $1 million in
unrealized capital gains from this tax.
Reduce the estate tax exemption
amount to $3,500,000, minus past
reportable gifts (a steep decrease from
the current 2021 exemption amount of
$11,700,000 per person).
Limit the gift tax exemption to $1 million
(currently at $11,700,000, minus any
past gifts made above the annual
exemption amount, currently at $15,000
per donee).
Create progressive estate tax rates,
including a top rate of 65% on estates of
more than $1 billion (currently a flat 40%
rate).
In addition to these federal tax increases, the
average top state capital gains rate is roughly
5.2%. In total, the combined federal and
average state tax rate on capital gains for
wealthy individuals would be 48.6% under the
President’s plan.2

1. Dunn, A., Jones, M., Lacarla, C., Martin, G., Jordan McCall, J., Perotti, M., & Pillsbury Law Firm. (2021, June 25). Potential Tax Law Overhauls in 2021: Summary and Planning
Recommendations. Retrieved from https://www.jdsupra.com/legalnews/potential-tax-law-overhauls-in-2021-7714932/
2. Balde, Kelsea. “Biden’s Tax Plan: What’s Enacted, What’s Proposed.” Doty Pruett and Wilson, PC, 24 May 2021, dpwcpas.com/bidens-tax-plan-whats-enacted-whats-proposed.
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These tax proposals are on the heels of the
changes brought about by the SECURE Act.
Passed in late 2020, the SECURE Act
removes the ability to ‘stretch’ IRA and 401(k)
account balances across the lifespans of most
beneficiaries. Distributions must be taken
faster, leading to accelerated taxes and the
push into a higher income tax bracket for many
account holders.
More attention will therefore be given to
making tax-driven choices about where capital
is deployed. Tax diversification can be divided
into three categories:
1. Taxed Today – stocks, bonds, real
estate, private equity, alternatives, ETFs.
2. Taxed Later – annuities, qualified plans,
traditional IRAs.
3. Taxed Never – municipal bonds, Roth
IRAs, cash value life insurance.

Taxed Today
Stocks
Bonds
Real Estate
Private Equity
Alternatives
ETFs

Every long-term investment strategy has three
phases: depository; accumulation; and,
distribution. The depository phase is usually
the smallest and the distribution phase usually
the largest, making never taxed assets
increasingly appealing in our rising tax
environment.
Affluent individuals face unique challenges
when segmenting asset classes where all taxadvantaged asset classes are either
unavailable to them or have limited value in
their portfolio. For instance, qualifying for a
Roth IRA is extremely unlikely and the funding
limits of qualified plans restrict the percentage
of wealth which can be allocated. Conversely,
these individuals commonly have more
allocations to highly tax-inefficient and illiquid
investments like private equity, hedge funds
and real estate. More and more, the wealthy
are turning to ‘Tax Never’ cash value life
insurance to balance their tax diversification
strategy and to tax-efficiently save and build
wealth.

Taxed Later

Taxed Never

Annuities
Qualified Plans
Traditional IRAs

Municipal Bonds
Roth IRAs
Cash Value Life
Insurance
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Recent tax law changes under IRC §7702
have further increased the limits that can be
invested into cash value life insurance and
high net worth and highly compensated
individuals are re-discovering what has been
constant for nearly four decades – cash value
life insurance possesses unique tax benefits
which can be positioned both as a contingent
asset class to balance risk and return in a
portfolio and as an effective tool for tax
diversification.
“Potential legislation pertaining to a number of
tax increases bodes well for the use of life
insurance to mitigate the impact of some of
those increases,” says Frazer Rice, the
Northeast Regional Director for Pendleton
Square Trust Company. Rice, whose clients
include high net worth individuals and families,
views life insurance as a solution to address a
number of matters. “It is a tool that is useful
for tax-advantaged accumulation and for taxadvantaged access to capital. Also, from an
asset class perspective, it provides the owner
with a stable and comparatively low-risk, fixed
income-type of investment.”

3 Harry M. Markowitz, “Portfolio Selection,” Journal of Finance (1952).

Life Insurance
Death Benefit as a
Contingent Asset
Class
Rice is not alone in his assessment of how life
insurance plays a role in an investment
portfolio. Focused on obtaining marketbeating returns ("alpha"), the investment
community’s analysis now goes beyond its
traditional positioning of life insurance which
tended to only consider the expected return
realized on the income tax-free death benefit
when it is paid. This is computed by
measuring the return of the death benefit
against the premiums paid overtime. Around
life expectancy, cash value life insurance
generates after-tax IRR’s between 4% and
5.5% which is an attractive number in-between
returns expected from private equity and
government bonds.
A growing number of investment professionals
recognize the traditional method is incomplete
and are taking additional steps for a complete
asset class analysis as laid out by economists
Harry Markowitz in 1952 and William F.
Sharpe in 1966. Markowitz’s Modern Portfolio
Theory theorized that, in addition to
determining an expected return, individual
portfolio assets should also be analyzed for
their expected risk, which is the risk of not
achieving the expected return.3
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The second step to complete an asset class analysis relies upon the Sharpe Ratio to measure the
performance of an investment, such as a real estate investment or security in a portfolio, compared to a
risk-free asset, like cash, after adjusting for its risk. The Sharpe Ratio characterizes how well the return
of an asset compensates the investor for the risk taken and is used to compare one asset against
another in order to achieve the optimal portfolio based upon a client’s tolerance.4
The result when analyzing cash value life insurance is that the income tax-free death benefit has a very
stable expected return and a low risk of not obtaining that return. This makes it ideal to hedge against
riskier asset classes such as private equity and hedge funds which are also highly taxed and lead to
significant amount of capital erosion. In effect, the positioning of death benefit in a balanced portfolio
also contributes to tax diversification.
“If you want to take the analysis one step further,” says Rice, “a highly-rated life insurance company is
likely to have high-caliber managers for its portfolio. Being able to count on such a level of professional
management can further mitigate risk and provide a sense of comfort for a policyowner.”

Creating Alpha: Expected Risk vs. Expected Return
by Asset Class

Historical stock data - S&P 500 Total Return Index
Historical bond data - Bloomberg Barclays U.S. Aggregate Bond Index
Historical REIT data - FTSE Nareit U.S. Real Estate Index Series All REITs Total Return

4 William F. Sharpe, The Journal of Portfolio Management (Fall 1994).
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Tax and Other
Living Benefits of
Cash Value Life
Insurance
Tax treatment of cash value life insurance
goes beyond the well-recognized benefits of
tax-free growth and access. During
someone’s lifetime, a cash value life insurance
policy can be a preferred source of liquidity on
par with cash in a checking, saving or money
market account. When structured as a nonmodified endowment (“non-MEC”), through as
little as two annual premium payments, a
policy’s cash value can be accessed in the
form of extremely low interest and tax-free
loans which remain tax-free as long as the
policy remains in force.5
The tax-free nature of policy loans means that
the rate of return to the policyholder can be
expected to be similar to after-tax returns of
other assets bearing greater investment risk,
providing tax diversification. Perhaps best of
all, when there is a need for cash, instead of
being at the mercy of banks and other lenders
with predatory rates and conditions,
policyholders can leverage their own life
insurance asset to provide cash for personal
and business needs.

Bruce Hyde is a Partner in the wealth
management firm Round Table Wealth where
he serves as the Chief Compliance Officer and
a Wealth Advisor. “Perhaps the greatest
benefit cash value life insurance offers is
certainty. At the death of the insured,
beneficiaries can be assured of receiving cash
– cash that can be used to replace lost income
or to provide liquidity for estate planning.”
Hyde explains to his clients that their money
can go to one of three places when they die.
“It can go to your family, to charity or to the
government. Life insurance provides certainty
that money going to taxes can be replaced to
the family or charity.”
Depending in which state the policyholder
resides, there are varying degrees of asset
protection for cash value life insurance.6,7
These protections extend to both the cash
value and the death benefit with the death
benefit generally protected from claims of
creditors. Life Insurance proceeds pass by
contract and not through probate where claims
against an estate are adjudicated, ensuring
that beneficiaries receive the death benefit in
full and income tax-free.

6 “Creditor Protection Laws for LI and Annuities – Asset Protection Society.” Assetprotectionsociety.org, assetprotectionsociety.org/creditor-protection-laws-for-li-and-annuities/. Accessed 25 July
2021.
7 The G., et al. “Can Your Cash Value Life Insurance Be Taken by Creditors?” Top Whole Life | Whole Life Insurance Quotes Online, Top Whole Life, LLC, 30 Apr. 2019, topwholelife.com/canyour-cash-value-life-insurance-be-taken-by-creditors/. Accessed 25 July 2021.
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Affluent individuals considering
incorporating cash value life
insurance into a wealth
management strategy should
decide on which benefits are most
important before purchasing and
structuring a policy. Along with the
multitude of benefits offered, there
are detractors that need to be
considered. Weighing the pros and
cons will help with the question of
suitability.

Pros of Cash Value Life Insurance
High contribution limits with no
government limitations
Funding Flexibility
Tax-free growth within the policy
Tax-free distributions at any age
Penalty-free loans or withdrawals

Flexible loan repayment options
Protection from market volatility
Able to obtain guarantees
Protection from creditors and
lawsuits
The ability to protect and transfer
wealth to heirs tax-free

Cons of Cash Value Life Insurance
Front end loads

Could lose tax benefits if mis-structured

A policy lapse could have negative tax
implications

Insurer can change non-guaranteed
elements of the policy, raising costs
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Choosing the Policy
Two types of cash value life insurance policies
provide wealthy individuals the structure and
flexibility to integrate into a tax diversification
strategy: (1) General Account Life Insurance,
including traditional whole life (“WL”), universal
life (“UL”) and indexed (“IUL”); and, (2)
Separate Account Life Insurance in the form of
variable universal life (“VUL”).
General account cash value life insurance
policies place most of the investment risk
underlying a policy’s performance with the
insurance company. The insurance company
makes either all or most of the investment
decisions, choosing mainly to invest into high
quality intermediate fixed income securities,
leaving a policyholder to accept a share of the
relatively conservative and stable returns.
Clients seeking separate account life
insurance policies are typically seeking to
adopt more of the performance risk by making
investment selections from a life insurance
company’s platform of professionally managed
subaccounts by major fund companies. While
VUL contracts historically had little in the way
of downside protection, new iterations allow
the policyholder to purchase guarantees to
either or both the performance of the cash
value and death benefit.

How much risk an individual will assume is a
key component to evaluating a financial
strategy that includes cash value life
insurance. A bearish client is likely best suited
for either a WL or UL policy that provides the
greatest safety, but the least opportunity for
growth. Someone who is bullish may find a
VUL policy that offers the greatest opportunity
for growth with the opportunity to participate in
the market best option.
Clients who identify as in-between bearish and
bullish might find IUL meets their tolerance.
IUL offers a balance between VUL on one end
of the spectrum and UL and WL on the other,
offering greater growth potential with an
indexed account than with a fixed account. It
also offers downside protection from negative
market returns with a guaranteed floor.
“It is important clients have a deep
understanding of how a policy works and
should perform,” says Rice. “For instance,
when considering a variable insurance
contract, the client should know that much of
the investment risk supporting the policy is
being shifted from the insurance company to
the client. This differs from general account
policies like traditional whole life and universal
life where the insurer retains most or all of the
investment risk.”
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When evaluating cash value life insurance policies, stress testing is recommended to see how the
policy is projected to perform in various return and insurance cost scenarios; never hurts to look at
best- and worst-case scenarios. A review of the carrier’s financial ratings and its treatment of existing
policyholders along with understanding the contractual rights of the policyowner should also be
conducted to ensure informed buying decisions.

Life Insurance Policy Risk Matrix
General Account
Life Insurance

Separate Account
Life Insurance

Whole Life

Universal Life

Index Universal Life

Variable Universal Life

Premium
Schedule

Fixed

Flexible

Flexible

Flexible

Death Benefit

Fixed

Flexible

Flexible

Flexible

Cash Value
Management

Carrier

Carrier

Carrier

Policy Owner

Asset Allocation
Required

No

No

Yes

Yes

Volatility
Simulation
Required

Yes

Yes

Yes

Yes

Premium
Adequacy Risk

No

Yes

Yes

Yes

Death Benefit
Adequacy Risk

No

Yes

Yes

Yes

Carrier Solvency
Risk

Yes

Yes

Yes

Yes
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Obtaining the Policy
The underwriting process can be a hurdle to
the acquisition of cash value life insurance.
Often perceived as time consuming and
invasive, the medical examination part of the
policy application process has historically been
a necessary evil in being able to take
advantage of all the tax benefits of owning a
policy. Historically, this application data
included a physical exam with doctor’s notes,
blood work, and urine analysis. As prospective
insureds increasingly expect on-demand digital
services, some insurers are using accelerated
underwriting (“AU”) techniques to forgo a
physical exam and supplement the application
process with data from external sources along
with new analytics and modeling techniques.
The result is a reduction in the application
process from several weeks to just hours.8 It
may be possible to obtain a policy with a death
benefit approaching $10 million without taking
a medical exam.
Besides the information provided on the
application, the data for AU techniques comes
from a number of different sources including
credit reports, motor vehicle records, and
the Medical Information Bureau.9
Then, predictive analytics tools are used to
segment and price the applicant’s risk.

However, AU alone does not always lead to
issuance of a policy. For some applicants, the
available data will be insufficient to adequately
evaluate their risk profile, so they will still need
to complete the traditional underwriting
process including a physical exam.
It is now common practice for insureds to be
able to improve upon their initial underwriting
classification and corresponding pricing,
including exceeding the top underwriting rate.
Life insurance companies are increasingly
offering insured incentives to maintain or
improve their health. By engaging with their
clients via vitality programs and health credits,
life insurers are able to make pricing
concessions to reward insureds for healthy
behavior. Insureds are able to communicate
their healthy habits by completing periodic
questionnaires, linking digital fitness trackers
or submitting updated medical information.

8 National Association of Insurance Commissioners (NAIC) Big Data (EX) Working Group published findings. May 2021.
9 National Association of Insurance Commissioners (NAIC) Presentation “Use of Data for the Underwriting of Life Insurance Products”. Eric T. Sondergeld, ASA, CFA. 2018
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Prospective policyholders should understand
the differences in acquiring a policy from an
agent versus from a broker. An agent is
considered ‘captive’ to the life insurance
company which either employs the agent or to
which the agent is contracted. In this scenario,
the life insurance professional is serving as an
agent, or an extension, of the insurance
company and representing only that carrier’s
product offerings.
A broker, on the other hand, works for an
independent distribution firm and represents
the prospective policyholder. This structure
permits the life insurance professional to
source policies from many, or all, life insurance
companies, resulting in selecting a policy
which best fits the needs of the client.

Evaluating Policy
Costs
“It is natural that clients focus on the size of the
premium and how much money it is costing
them,” says Hyde. “Instead, they should look
at purchasing life insurance from a balance
sheet perspective. On a personal balance
sheet, you are essentially moving money
around, from being liquid, to being the account
value of a policy. Eventually, at the death of
the insured, the policy account value will revert
back to liquidity via the death benefit.”
Rice agrees, “By treating the purchase of life
insurance not as a cost but as a shifting of
assets on a balance sheet, the door can be
opened to efficient methods to pay for a policy.
This includes studying any advantages derived
from paying for a policy in as few premium
payments as possible or examining if financing
the premium by either leveraging the policy or
other assets receiving attractive returns
creates additional value.”
Properly funded and designed cash value life
insurance policies have all-in costs of 50 to
100 basis points on average around life
expectancy.
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In the long-term, cash value life insurance is often less expensive than many investment alternatives.
Prospective policyholders frequently point to surrender charges and high insurance costs in early policy
years in their decision to not buy a policy. These costs either disappear or have a minimal, lasting
impact on the living benefits of a policy.
A cost analysis of cash value life insurance versus other alternatives concentrates on tax-efficiency of
life insurance to demonstrate a policy’s long-term cost advantages. As discussed, life insurance cash
value grows tax deferred and can be accessed income and capital gains tax free but is subject to
ongoing charges that are deducted from a policy’s account value to fund the death benefit protection
element of the policy.
Alternatively, if the premium were invested in a taxable investment, the funds would be subject to
taxation on realized gains and income within the resulting investment portfolio as well as on-going
investment management fees to some extent.
The trade-off made when purchasing cash value life insurance is paying policy charges instead of taxes
and management fees and the former, when structured properly, can be more efficient over the long
term. Accordingly, a cash value life insurance policy can be a cost-effective complement to a
diversified, long-term investment strategy. For example, over a 40 year period, a 50-year-old male
would need significantly higher returns in a taxable account to obtain the same outcome from cash
value life insurance as shown.

Cash Value Life
Insurance
Low Load Whole Life

Fixed Income
ETF

Managed Equities

5.75%

5.75%

10.45%

-0.77%

n/a

n/a

Management Fee

n/a

-0.25%

-0.75%

Tax Cost

n/a

-0.52%

-4.72%

4.98%

4.98%

4.98%

n/a

9.45%

48.66%

Strategy

Comparative
Cost
Analyzer

Taxable
Investment

Gross Return
Insurance Cost

Net Return
Effective Tax Rate

13

Conclusions
Cash value life insurance offers attractive risk-adjusted returns, significant tax benefits, low long-term
costs and the potential for easy and fast implementation.
It works well for tax and risk sensitive clients with long-term planning horizons who are seeking more
alpha in their overall asset allocation. Conversely, it is not a good fit for clients with short-term horizons
or those who are in poor health.
That said, once we look beneath the surface, cash value life insurance is a powerful and flexible wealth
planning tool with several attractive benefits that allow affluent individuals and families additional
benefits to mitigate tax increases, bolster savings and protect wealth. No other financial instrument is
able to tout the versatile benefits of tax reduction, tax deferral and tax elimination. A life insurance
professional should be consulted when considering incorporating cash value life insurance into a
financial plan as any strategy should take into account risk tolerance, access to capital and long-term
goals.
In many ways, the immortal words of LL Cool J apply to cash value life insurance today: Don't call it a
comeback / I been here for years / I'm rockin' my peers.
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The information provided herein was prepared for information purposes only, is hypothetical and is not binding by any means. Any investments and
investment returns are for illustrative purposes and is not intended to predict actual investment results. Actual investment returns may vary dramatically.
Investments related to or discussed in any presentations may not be suitable for all investors. Investors must make their own investment decisions based on
their specific investment objectives and financial position or are advised to use independent counsel.
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