
Five Smart Ways to Use Your Life Insurance 

While You're Still Alive 

When you initially applied for life insurance, you probably intended for the coverage to serve as a safety 

net for your family or a legacy for your beneficiaries. Life insurance's primary purpose is to provide a 

monetary benefit to your heirs upon your death. 

However, your life insurance policy can serve you in several ways while you're still alive. Whether you’re 

looking to cover unexpected expenses, supplement your income or access funds in a financial pinch, there 

are options to consider. 

We'll discuss those options and their potential consequences. That way, you can decide if leveraging your 

coverage before death is a wise move for you and your loved ones. 

What is cash value in life insurance? 
The first three options presented in this article involve tapping the cash value of a permanent life 

insurance policy (coverage that lasts for your entire lifetime as long as you keep up with premium 

payments). Therefore, it's helpful for you to understand what cash value is and how it works. 

Permanent life insurance policies have two main components — the death benefit and the cash value 

account. The death benefit, or face value of your policy, is the amount of money your beneficiaries will 

receive when you die. 

Your cash value account contains a portion of the premiums you've paid since obtaining coverage, plus 

interest paid by your insurer. Over time (often many years), your cash value balance can grow to a 

significant sum. 

You can leave the money alone indefinitely. If there's cash in the account when you die, the insurance 

company will absorb it. The funds are not distributed to your heirs. They will only get the death benefit. 

You can also choose to tap into it in various ways (discussed below) during your lifetime. Doing so could 

help you financially in the short term. However, your decision can also reduce your death benefit or put 

your policy at risk. 

https://www.kiplinger.com/retirement/who-will-be-the-beneficiaries-of-your-wealth
https://www.kiplinger.com/personal-finance/life-insurance/what-is-whole-life-insurance


Five ways to tap into your life insurance now 

 

Depending on your policy type, you may be able to access funds, cover expenses or even supplement your 

retirement income. The following are five smart ways to leverage your life insurance now. 

1. Pay your premiums 
If you have enough cash value built up, you can use it to pay your premiums, freeing up money in your 

budget for other purposes. However, you must keep track of your cash value account balance. 

If you deplete your cash value account and don't resume making your scheduled premium payments, your 

policy could lapse. 

 

2. Take out a loan 

You can also borrow against your life insurance and use your cash value to cover an expense you may 

not otherwise be able to afford. Some retirees take out a cash value loan from their policy to supplement 

their retirement savings or avoid cashing out other high-performing investments. 

This strategy has two benefits: A cash value loan will generally have a lower interest rate than a traditional 

loan, and you can usually receive loan funds tax-free. However, your heirs will receive a reduced death 

benefit if you don't repay the debt. 

 

https://www.kiplinger.com/personal-finance/insurance/borrowing-against-your-life-insurance-how-it-works


3. Surrender your policy 
You can surrender your policy if you no longer need or want your life insurance coverage or can't afford 

your premiums. Doing so will trigger a withdrawal of your cash value. 

Your life insurance will be canceled, so you won’t have to make any more premium payments. However, 

your heirs won't get anything when you die, so you should think carefully before going this route. 

 

4. Use your living benefit rider 
The living benefit rider is an optional addendum to your permanent or term life insurance policy, which 

provides coverage for a specified number of years. If you become terminally ill (typically with a prognosis 

of a year or less), you can receive a percentage of your death benefit in advance to pay for medical care 

and related expenses. 

You may have to pay a fee to use this rider, and the amount you receive will reduce the payout to your 

beneficiaries upon your death. However, exercising this option could help prevent you and your family 

from having to liquidate other assets to pay for your treatment. 

 

5. Sell it 

If you're a retiree who no longer needs life insurance or you're desperate for money and can't afford 

your premiums, you can sell your permanent or term life insurance policy. Selling your policy is sometimes 

referred to as a life settlement or viatical settlement. 

A third party buys your coverage, takes over the premium payments and gets the death benefit when you 

die. You may not get as much as you expect from the transaction because: 

• You won't get the full face value of your policy. 

• You'll likely pay high broker fees. 

• You'll have to pay taxes on the sale proceeds. 

Since selling your policy means sacrificing a large percentage of your death benefit and not leaving the 

funds to your heirs, you should ensure this is what you need or want to do before initiating a sale. 

 

What to do before using your life insurance while you're alive 
Here are a few steps you should take before using your life insurance before death: 

• Make sure that using your life insurance in advance is necessary. Have you explored alternative 

solutions? For instance, getting a credit card with a 0% introductory annual percentage rate 

(APR) could be a better way to cover an expense than borrowing from your policy's cash value. 

• Review your coverage details and your insurer's rules. For instance, does your policy have a living 

benefit rider, and if so, how much of your death benefit can you get ahead of time? Or, what's 

the interest rate on cash value loans? 

https://www.kiplinger.com/retirement/options-for-retirees-who-no-longer-need-life-insurance
https://www.kiplinger.com/personal-finance/credit-debt/what-is-apr
https://www.kiplinger.com/personal-finance/credit-debt/what-is-apr


• Ask for guidance if necessary. If you need more information or want to explore your options, reach 

out to your agent, insurer, or other trusted financial professional. 

 

What to do after using your life insurance while you're alive 
Once you've used your life insurance benefits before death, there are a few things you should do, such as: 

• Borrowing from or withdrawing your policy's cash value can have serious financial consequences, 

so be sure to make the most of the funds you get. 

• Repay the loan (if possible). Dying with an unpaid life insurance loan means your heirs will get less 

money. 

• Strengthen your finances to avoid future loans (if possible). Try to build cash reserves separate 

from your life insurance policy. That way, you can leave your death benefit intact. 

• Keep tabs on your cash value balance. As a best practice, conservatively estimate how many 

months of premiums your cash value will cover and put a reminder on your calendar to resume 

payments before then. Remember, if you exhaust the funds, your policy could lapse. 

 


