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Biz Brain--January 8, 2013 

My husband has an ordinary life insurance policy with a death benefit of about $118,000 and a cash value 
of $86,380. We took a loan out on it years ago and have paid it off slowly. There is now about $12,000 
remaining at 5% per annum. He is 80 years old. Should we pay off the balance of the loan, which would 
increase the death benefit, or just let it ride? 
 
 

Insurance policies are like Swiss Army Knives as they can come with just a knife or with 
all sorts of bells and whistles.  Like the can opener on a Swiss Army Knife, life insurance 
policies have all sorts of interesting features. One feature of a whole life insurance policy 
is that you can borrow from the built up cash value in the policy without any penalty. 
Generally, the loan never has to be paid back.  The insurance company is actually giving 
you the loan and holding your policy as collateral for the loan. When taking a loan, you 
are not withdrawing money from your cash value. When the owner of the policy dies, the 
beneficiary receives the death benefit less any outstanding loan balance.  
 
For this hypothetical situation, if you have the money, you may want to pay the loan 
back.  The 5% interest rate you are paying on the loan is high compared to other rates in 
today’s environment.  You also need to see how the loan affects the interest payments 
that you are receiving on the cash value of the policy each year. Sometimes when you 
borrow your cash value, the amount of interest credited to the cash value is less than if 
you didn’t take a loan out.  If you do not pay the loan back and the interest payments on 
the loan are greater than the dividends and credits you receive on the cash value in your 
account, the cash value in the account will be lowered by the difference.   Call your 
insurance agent or insurance company to see how the interest credits and expenses work 
on the account and to make sure there isn’t anything unique about this policy.  Find out 
what the true costs of the loan are.  As rates are most likely lower than what you are 
paying for the loan on the cash value of your husband’s life insurance policy, not 
knowing any more, my recommendation would be to continue making loan payments as 
long as you can and pay the loan off as soon as possible. 
 
The opinions voiced in this material are for general information only and are not intended to provide 
specific advice or recommendations for any individual. 
 
This information is not intended to be a substitute for specific individualized tax, legal or investment 
planning advice.  We suggest that you discuss your specific tax issues with a qualified tax advisor. 
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