
6 Reasons Wealthy People Own Life Insurance 
 
The common view of life insurance is that of a tool to protect a family if something were to happen 
to the breadwinner. People who have amassed a level of wealth do not have this need because their 
surviving heirs will have more than enough to live fruitful lives. However, many high-net-worth 
individuals own large amounts of permanent life insurance. There are several reasons this may be, 
and the rationale is always because it simply makes economic sense.  
  
As one’s wealth increases, it is expected that their life circumstances become more and more 
complex. The balance sheet of a high-net-worth individual can include individually owned 
businesses, real estate, business partnerships, and various investment vehicles at varying 
percentages of ownership. Furthermore, there are often complicated family arrangements with 
spouses, ex-spouses, siblings, children, stepchildren, grandchildren, etc. Death can occur at any 
time, and depending on the complication of one’s finances, settling an estate can be a massive 
undertaking for those left behind. Wealthy individuals view life insurance as a way to solve these 
potential end-of-life problems while all along the way, having a unique asset they will use as part of 
their capital throughout their lives.  
  
PAYING OFF DEBT – Most people assume that people of wealth do not have any need to borrow 
capital when they have amassed so much of their own money. However, successful entrepreneurs 
have used debt to grow their fortunes for decades. These economic strategies do not make any less 
sense once one has reached a certain level of success. Many wealthy individuals continue to 
strategically utilize debt throughout their entire lives. However, when a death occurs, it can create a 
compromised position for those left behind; all assets AND liabilities must be calculated to appease 
state and federal tax obligations when an estate is settled. Calculated assets can include ownership 
percentages in businesses, real estate, and even handshake deals. Life insurance is a tax-free pool of 
cash guaranteed to be delivered whenever a death occurs. This protection can eliminate survivors 
from making forced decisions made from a weakened position.  
  
HANDLING OBLIGATIONS IN FAIRNESS TO A SURVIVING FAMILY – When successful individuals 
pass away, a surviving family is left to inherit this wealth, and the result is not always viewed as fair 
by all. Certain family members are often involved in the family businesses and affairs, while others 
may have no interest in this. There can be heirs from different spouses, creating obligations to a 
blended family. When a death occurs, certain family members will benefit more than others; it can 
cause significant problems. These problems can manifest and cause rifts in families for generations. 
As part of proper estate planning, the infusion of tax-free cash at death can be appropriately 
distributed to make all parties whole and circumvent family feuds.  
  
PAYING AN ESTATE TAX – The government has consistently viewed the passing of large amounts 
of wealth to the next generation as an event that merits a tax on the federal and state levels. This tax 
is commonly based on a percentage of a total estate over a minimum amount. These amounts and 
percentages have consistently changed over the years, often by the administration in place at that 
time. While we know these laws right now, it is impossible to know what they will be in the year 
that one dies, which will dictate this outcome. An estate tax is a significant burden for people who 
have worked hard to accumulate wealth. This obligation can lead to more wealth going to the 
government than the people and causes they might wish to support. While there are many 
strategies and techniques created to solve this, there is nothing that can substitute the tool of a 
guaranteed life insurance policy to ease this obligation and the settling of an estate. It provides 
liquidity when it is needed most.  
  



READY SOURCE OF CAPITAL TO DEPLOY FOR OTHER INVESTMENTS – Many types of 
permanent life insurance, such as whole life, contain cash value and a permanent death benefit. The 
cash value is a liquid asset that can be used throughout one’s lifetime. It will grow based on an 
underlying guaranteed growth rate and a non-guaranteed dividend provided by the insurance 
company. This asset grows tax deferred and can be distributed via withdrawal or be borrowed. For 
sophisticated investors, whole life insurance is viewed as an asset where you can go in and out of it 
for investment or consumption purposes without disrupting the future growth of the policy.   
   
BUFFERING PORTFOLIO INCOME IN RETIREMENT – Most retirement income plans for the 
wealthy are predicated and relied upon by the assumed and projected performance of the stock 
market. However, the market is unpredictable, and sequence of returns risk can quickly devastate 
an income plan. Sustained market corrections that occur early on and throughout retirement can 
significantly impact the income generated by accumulated assets. Because of the liquidity and 
guaranteed growth component of the cash value of whole life insurance, it can act as a buffer for 
income during market downturns. Income distributions from a life insurance policy can allow 
portfolios time to recover. A retirement income plan that contains both market investments and 
cash value life insurance creates options that can significantly reduce the sequence of returns risk.   
   
PERMISSION TO CONSUME – For the wealthy and non-wealthy, there is often a desire to leave a 
legacy to loved ones and causes. Many uncertainties exist in a retirement plan. The most significant 
concern is longevity; this unknown can create a scarcity mindset, produce limited cash flow, force 
unwanted decisions and result in a diminishing legacy. Arriving at retirement with a fully funded 
whole-life policy with a guaranteed increasing death benefit creates a ‘permission slip’ for how one 
spends other assets in this phase of life. This guaranteed tax-free pool of cash to be delivered at 
death creates leverage for countless abilities and strategies to maximize retirement cash flow 
significantly without disrupting legacy objectives.   
 
 
The primary feature of whole life insurance is the death benefit.  All whole life insurance policy guarantees are subject to the timely payment of 

all required premiums and the claims paying ability of the issuing insurance company. Policy loans and withdrawals affect the guarantees by 

reducing the policy's death benefit and cash values. 

Some whole life polices do not have cash values in the first two years of the policy and don't pay a dividend until the policy's third year. Talk to 

your financial representative and refer to your individual whole life policy illustration for more information.  Dividends are not guaranteed. 

They are declared annually by Guardian's Board of Director. 

Withdrawals above the cost basis may result in taxable ordinary income. If the policy lapses, or is surrendered, any outstanding loans 

considered gain in the policy may be subject to ordinary income taxes. If the policy is a Modified Endowment Contract (MEC), loans are treated 

like withdrawals, but as gain first, subject to ordinary income taxes. If the policy owner is under 59 ½, any taxable withdrawal may also be 

subject to a 10% federal tax penalty. 
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