
Children with special needs 
and life insurance



When we became 
parents our worlds 
changed in ways  
we never imagined.
We took on new obligations and responsibilities. 

Our responsibilities and worries change as our children grow up and become adults. But 
some responsibilities and worries never really go away.
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Whether your child was born with special challenges or developed 
them later in life, you constantly worry about the future. You worry about 
them and spend much of your life trying to get them the resources and 
support they need.

More than most parents, you probably worry about what will happen 
when you’re no longer around. What will happen after you’re gone?

Creating financial security for your child—building an ongoing financial support system—is an 
important part of providing a secure future. If government benefits are available, it is important 
to maintain them. They can be an integral part of your child’s financial security. Unfortunately, 
government benefits are reserved for the needy and can be easily lost. If the child receives gifts, an 
inheritance or support benefits under a divorce decree, he/she could be disqualified from receiving 
government benefits.

Careful planning may be necessary to position family funds in ways that don’t cause the inadvertent 
loss of government benefits. Increasing your child’s financial security with family funds can be a 
daunting task. It’s hard to know how much money may be needed because you don’t know how long 
either of you will live or what government programs may be available in the future. 

You have some difficult decisions to make, including:
• How much of your money should be left to benefit your child with special needs?

• How should you divide your money between your child with special needs and your other 
children?

• How can you leave an inheritance for your child with special needs without impacting the 
government benefits he/she is currently receiving?

• What’s the best way to manage funds so they last as long as possible?

It may be wise to seek out expert help. You should consider consulting with tax and legal experts 
experienced in planning and protecting people with special needs.

If you are the parent of a child 
with special needs, your world 
is different from those of most 
other parents. 
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Consider Using Life Insurance 
In deciding how best to divide your assets between 
your children while protecting a child or family member’s 
financial security, you may want to consider using life 
insurance. Life insurance on you as a caregiver could be 
used to replace the services and support lost because of 
your death. If a special needs trust is the policy beneficiary, 
then the death benefits should increase the amount of 
funds available for the child’s financial security. In addition, 
policy death benefits could also be used to provide an 
inheritance to your other children. Thus, life insurance 
could potentially give you some additional options for 
deciding how to allocate your assets between your other 
children and your child with disabilities.  

Life insurance is often used in preserving and 
transferring wealth because it has a unique 
combination of potential advantages:

• Predictable Value – The policy can be structured to 
pay a known death benefit amount when the insured 
dies.

• Liquidity – Death benefits are paid in cash when the 
insured dies; generally no costs, commissions or fees 
are subtracted.

• Growth / Leverage – Premiums paid for death benefit 
protection may provide a reasonable rate of return 
through life expectancy.

• Federal Income Tax Free Payment – Policy death 
benefits (including the amount in excess of premiums) 
are generally federal income tax free under IRC 
Section 101.

• May Avoid Estate Taxes – Ownership of the policy 
may be structured to avoid federal estate taxes.

• Avoids Probate – Death benefits may be structured to 
be paid without the costs and delays that often impact 
assets distributed through probate.

Special Needs 
Trusts
Tax and legal experts experienced in 
planning and protecting people with 
special needs may recommend you 
create a special needs trust. These are 
trusts designed to hold and manage 
property for children and adults with 
disabilities without triggering the loss 
of government benefits. Many states 
have adopted rules for creating and 
administering these trusts. They may be 
created during a parent’s lifetime or after 
death. Often, their main purpose is to 
“supplement” government assistance to 
beneficiaries with disabilities. When they 
are properly drafted, it may be possible 
for government benefits to remain 
available to beneficiaries with disabilities 
into the future.
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Potential Risks
No wealth transfer strategy or product is appropriate for every person every time. 

Here are some of the potential risks that should be considered before using life insurance:

Coverage may not be available 
or may be expensive – Insurance 
companies assess the relative 
health of proposed insureds in 
deciding whether to issue a policy 
and in determining the premium 
amount. If you are not in good 
health, premiums may be too 
expensive, or coverage may not be 
available.

The insurer may not be able to 
pay the death benefit – If the 
insurance company isn’t financially 
strong or is poorly managed, it may 
go out of business and be unable 
to pay the death benefit.

You may not be able to pay the 
premium – If your finances change, 
you may not be able to pay the 
premiums as required and the 
policy could lapse. If sufficient cash 
isn’t available, it may have to be 
borrowed or other assets may have 
to be sold or otherwise converted 
into cash to pay the premium.
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Example:
Mary (age 60) and John (age 
61) have three grown children. 
Their youngest son, Joe, 
suffered brain damage in a 
car crash twenty years ago at 
age 16 and has special needs.

Joe lives in a group home and it is unlikely 
he will be able to live independently or 
provide for himself financially. He receives 
Medicaid benefits that help pay his living 
expenses. Mary and John are concerned 
about what will happen to Joe after they 
are gone. Their other two children have 
families and live out of state.

Their plan:
They decide to purchase a $1,000,000 
second to die life insurance policy insuring 
both their lives and paying benefits at the 
survivor’s death. John will own the policy 
and pay the premiums. Assuming John 
dies first, the policy will be owned by 
his credit shelter trust under the policy’s 
contingent ownership provision after his 
death. After Mary’s subsequent death, 
the policy death benefits will be split into 
three parts: $500,000 will be paid to a 
special needs trust for Joe and $250,000 
will be paid out to each of the other two 
adult children. The policy will help them 
provide a substantial financial safety net 
for Joe and, in addition, they will have left 
an inheritance of $250,000 to each of 
their other children.
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Conclusion
It’s difficult to think about 
what will happen to your child 
with special needs child after 
your death. 

Making sure he/she will be financially 
secure for their remaining years requires 
advance planning. Providing this security 
in a way that doesn’t reduce their 
government benefits is challenging. 
Wealth transfer experts experienced in 
helping families with children with special 
needs can help fashion a financial safety 
net for your child while maintaining their 
government benefits. When parents are 
healthy, they often recommend using 
life insurance in this planning process. 
Policy death benefits can be used to fund 
special needs trusts or assist in leaving an 
inheritance for other children and family 
members. Consider using life insurance 
as part of the financial security plan you 
build for your family.
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The Voya Life Companies and their agents and representatives do not give tax or legal advice. This information is general in nature and not comprehensive, the applicable laws change 
frequently and the strategies suggested may not be suitable for everyone. You should seek advice from your tax and legal advisors regarding your individual situation.
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For more information on Special Needs Planning and life 
insurance, contact your Voya Financial® professional.


