
What’s Your Retirement 
Back-Up Plan?
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Nearly everyone wants a long, 
stress-free retirement.

If we’re working after 65, it should be because we want to, not because we have 
to. Good retirements don’t happen by accident; they take a lot of work. Retiring 
is like taking a long vacation trip. These trips require lots of time and effort to 
pull off. And yet, even with lots of preparation, these trips often have unexpected 
surprises. Invariably, some parts of the vacation don’t go as planned.

For many of us, retirement will be the longest trip we’ll ever take—a journey 
that could last twenty, thirty or even forty years. But unlike other vacation trips, 
retirement is designed to be permanent. We’re actually planning NOT to come 
back to work. We’ll be replacing our salaries with income from other sources. 
And, once we turn in our security cards, keys and computers, it will be difficult 
to go back. If things don’t go the way we’ve planned, it could be very hard to 
“un-retire.” We’ll have to live with the decisions we’ve made. If we have a spouse, 
partner or significant other, they’ll have to live with our decisions, too.

Back-Up Plans for the Unexpected
No matter how much thought and time we invest in our retirement planning, we 
can be nearly certain some unexpected things will happen. At some point, some 
things we hadn’t planned on will occur. To deal with unexpected developments, 
our planning needs to be flexible. We’ll need to position ourselves financially 
so we have acceptable options. Our plans need to have a margin for safety 
because it’s impossible to know what the world will look like five, ten or twenty 
years after we’ve retired. Flexibility can be critical, especially when our retirement 
decisions play out over two lives – our own and that of our spouse/partner. Our 
retirement plan needs to be protected. We can protect our retirement by building 
in a back-up plan— a Plan B—to protect ourselves and our spouses/partners from 
developments we never expected.

It’s impossible 
to know what 
the world will 
look like five, 
ten or twenty 
years after 
we’ve retired.
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What Could Go Wrong Before We Retire? 
To protect our retirement, we must ask ourselves “What can go wrong?” 
A plan that is built on several key assumptions can be vulnerable if any of 
those assumptions don’t turn out to be true. Identifying what can threaten 
our assumptions can help us create a flexible Back-Up Plan that can 
protect us when unexpected things happen. Our Back-Up Plan should first 
consider what can go wrong BEFORE we retire, including things like:

    Early Death  
Not everyone lives long enough to retire; some of us could die early. 
People die from unexpected accidents, illnesses and other events almost 
daily. Premature death can create a host of financial problems, including 
the end of retirement plan contributions, reduced medical and Social 
Security benefits, and loss of capital to pay off debts. Our own death or 
that of our spouse/partner can greatly reduce the amount of income and 
assets available.

    Health Challenges  
Many people believe they control how long they will work. This can be 
a dangerous assumption. Accidents, injuries, illnesses and company 
business decisions may force us to leave our jobs sooner than we 
intended. An unexpected health crisis to either ourselves or our spouse/
partner can negatively impact our retirement income. The Social Security 
Administration reports that 20 year old workers have a 3-in-10 chance 
of becoming disabled before reaching full retirement age and are six 
times more likely to have a serious disability than to die. (Social Security 
Administration, Disability Benefits Publication No. 05-10029, June 2012.) 
 If we can’t work for health reasons, our employment may end and 
our regular income could end along with it. Our benefits and qualified 
retirement plan contributions end as well. We will have to pay for some 
things we used to receive through our employment. We could be forced 
to take Social Security benefits early and lose the larger benefits we 
could have earned if we’d been able to work until age 66 or 70.

    Natural Disasters  
Disasters like tornados, floods, earthquakes, fires and hurricanes can 
upset anyone’s retirement plan. When a natural disaster damages our 
homes and possessions, we may have to use part of our retirement 
savings early to rebuild. If the place where we work is damaged, the 
business could fold and our compensation could end. Even with excellent 
insurance coverage, we’ll likely have expenses that aren’t covered. New 
costs and lost income will directly impact when we can afford to retire 
and what our standard of living will be.

To protect our 
retirement, 
we must ask 
ourselves “What 
can go wrong?”



Because our situations could 
change dramatically during 
retirement, our Back-Up Plan 
needs to protect our incomes, 
our assets and minimize our risks. 
It needs to consider that after 
we’ve been retired for a time, 
we probably won’t be able to hit 
the “reset button” and go back 
to work. Unless we receive a big 
inheritance or win the lottery, 
we may not be able to improve 
our financial situation. Whether 
for ourselves or our spouses/
partners, our Back-Up Plan 
needs to protect our financial 
foundation over two lives. 

What Could Go Wrong After We Retire? 
After we retire, we’ll still have to face the risks of health challenges and 
natural disasters; those two risks don’t go away. In addition, however, we 
could face several new risks, including:

    Reduction in Purchasing Power   
Inflation doesn’t retire when we do. After we’ve retired, the cost of 
many of the goods and services we use could steadily increase; annual 
inflation can increase our expenses and effectively decrease how much 
our income can buy. If our spendable income doesn’t keep pace with 
inflation, we’ll either have to use more of our retirement savings to 
maintain our standard of living or downsize our lifestyles. 

    Living Too Long   
If we live too long, we risk running out of money. Unexpected expenses 
or long term inflation could force us to use up retirement assets too 
quickly or to consume them completely. There could be nothing left for 
us or for our spouse/partner after the first death. 

    Investment Losses   
Some traditional investments like bank savings accounts and certificates 
of deposit may not produce enough growth or earnings to keep up with 
inflation. As a result, we may need to invest in the stock market or use 
other equity investments. Equity investments aren’t guaranteed to make 
money and have the potential to lose money. Poor investment decisions 
could substantially reduce our retirement nest egg and threaten our 
standard of living. 

    Tax Increases   
To pay our retirement expenses, we’ll need to convert some of our 
assets into spendable cash. Unfortunately, converting assets into cash 
may trigger federal and/or state taxes. Federal and state tax laws and tax 
rates change from time to time and they could change after we retire. Tax 
increases could reduce how much net income we have available to pay 
our retirement expenses. 

    Claims from Potential Creditors   
Most people don’t like to lose money. When they do, they sometimes 
look to others to get it back. If we have debts, have co-signed a note 
or have somehow become involved in an accident, outsiders may sue 
us to recover their losses. If they are successful, some of our retirement 
savings could be lost. Even if we prevail, it will cost us money to  
defend ourselves. 
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What Are Our Options?
Many of us will have three sources of retirement income: Social 
Security benefits, Qualified Retirement Plans and Personal Savings/
Investments. Our retirement standard of living will depend in large part 
on how much spendable income we’ll have from these sources. Do 
any of them give us enough flexibility to build a solid Back-Up Plan?

The federal government created Social Security as a national program 
for millions of people. Because it serves so many, Social Security 
wasn’t built to be customized to meet individual needs. Changes in 
benefit elections are only allowed during the first twelve months and 
even then changes can only be made by repaying all the benefits 
received with interest. Once benefits have been paid for a year, Social 
Security elections can’t be revised.

For many, work-based qualified retirement plans like IRAs, 403(b) 
plans, 401(k) plans, profit sharing and defined contribution plans are 
a second potential source of retirement income. Like Social Security, 
these plans are designed and administered for many people. Their 
ability to be flexible is limited by government rules and regulations 
as well as by procedures plans have adopted to minimize costs and 
simplify administration. 

It is in selecting our personal assets that we can build flexibility into 
retirement. We can decide which assets to use to supplement our 
government and work-based benefits. By carefully choosing our 
personal assets, we can build a back-up strategy to protect our 
retirement assets and income. If we choose wisely, we may be able to 
minimize some pre- and post-retirement risks.  

Flexibility is critical; 
retirement income 
must often be 
secure for two lives.
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Life Insurance May Add Flexibility
One financial product that can be helpful in protecting our retirement is cash value life insurance. 
Some cash value life insurance policies have provisions which can make them surprisingly flexible. 
Their ability to provide both death benefit protection and lifetime cash value distributions can make 
them useful in addressing some pre- and post-retirement risks. When retirement income needs to be 
secure over two lives, cash value life insurance can add flexibility in several ways. 

Policy death benefit protection could help a surviving spouse/partner deal  
with risks like these:

1.   Early Death  
Life insurance death benefits may offset some of the financial losses which are caused by a 
spouse or partner’s pre-retirement death. Policy death benefits are generally income tax free 
under IRC Section 101* and provide liquidity to pay off debts and mortgages or to replace some  
of the income the insured could have earned had he/she not died prematurely. Policy death 
benefits can protect a surviving spouse/partner’s retirement income and strengthen his/her 
financial security.

2.   Health Crises   
The medical and nursing home costs that can come with an unexpected health crisis can take 
a big bite out of a couple’s retirement nest egg. Life insurance death benefits may help recover 
some of those costs. Income tax free death benefits* can help restore the survivor’s financial base. 
If an insured spouse/partner is terminally ill, the policy may have an accelerated death benefit 
provision that permits early distributions of part of the policy death benefit that can be used to pay 
healthcare, medical and nursing home costs.

3.   Possible Tax Increases 

Life insurance death benefits are generally paid out free of federal and state income taxes. This 
means the policy beneficiary won’t have to set aside any of the death benefits received to pay 
taxes. The entire policy death benefit is available to protect his/her standard of living.

4.   Investment Losses  
Policy death benefits have the potential to replace losses resulting from poor investment 
decisions; a surviving spouse/partner may use the income tax-free death benefits to protect his/
her retirement standard of living by rebuilding investment accounts depleted by losses, taxes  
and costs.

5.  Claims of Creditors  
Many states have laws which exempt life insurance death benefits from claims of creditors.**  
Protection from creditors’ claims is an additional way to strengthen a surviving spouse/partner’s 
financial security. 

*   Proceeds from a life insurance policy are generally income tax free and, if properly structured may also be free from  
estate tax.
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Policy cash values can also provide financial flexibility, but they 
should be used with care.  
Cash value distributions prior to the insured’s death reduce policy death benefits. If too much cash 
value is distributed, the policy could lapse and the death benefit protection could be lost before the 
insured’s death. With sound management, however, it may be possible to distribute some cash values 
while the insured is alive without triggering any income taxes. If the policy retains enough cash values 
to be in force when the insured dies, income tax-free death benefits (net of any outstanding loans) will 
be paid out to the named beneficiary.  Wise use of policy cash values could give both you and your 
spouse/partner the flexibility to deal with risks like these: 

    Reduced Purchasing Power   
Policy cash values can potentially offset some of the impact of inflation; distributions can be used to 
supplement other retirement income and thereby increase the income available to pay retirement 
expenses. In this way they can help a retired insured maintain his/her retirement lifestyle. At death, 
income tax-free policy death benefits may help a surviving spouse/partner maintain his/her financial 
security should inflation cause prices to rise. 

    Health Crises   
Distributions of policy cash values may help offset lost income or provide cash to pay expenses 
resulting from an accident or injury. Even better, if the policy has a waiver of premium benefit and the 
insured is disabled (within the terms of the policy), the insurance company will pay all or part of the 
policy owner’s annual premium for the duration of the disability. These premium payments could help 
policy cash values grow in value. 

    Living Too Long   
Policy cash values may also provide some protection against running out of money. IRC Section 1035 
authorizes the tax-free exchange of a life insurance policy to an annuity. After such an exchange, the 
annuity can be used to pay out additional funds annually for life, regardless of how long the annuitant 
lives. In effect your policy has the flexibility to “transform” into an annuity that will pay a regular income 
for life.  Essentially, life insurance has the ability to turn into a stream of income that you can’t outlive. 
If an insured dies before completing such an exchange, the surviving spouse/partner can use the 
income tax-free policy death benefits to purchase his/her own annuity to pay out lifetime income. 

    Natural Disasters   
Policy cash values can be accessed to pay some of the costs of rebuilding and recovering from 
a natural disaster 

    Possible Tax Increases  
Under current state and federal tax laws, life insurance cash values grow tax-deferred. The 
owner can withdraw cash values up to the amount of his/her policy basis and then may 
borrow additional cash values from the policy without paying income taxes as long as the 
policy stays in force. Policy loans and partial withdrawals may vary by state, generate an 
income tax liability, reduce available surrender value and death benefit or cause the policy 
to lapse. If the policy has an outstanding loan balance and is terminated, income taxes may 
be due on the loan balance.*** A policy that is properly managed and stays in force should not 
produce taxable income for either the insured, the policy owner or the beneficiary. 

    Creditors Claims   
A number of states have laws that exempt life insurance cash values from claims of creditors. Cash 
values that are protected from creditors give policy owners in those states an important additional 
layer of financial security. **

**   Consult your tax and legal advisors for advice about whether life insurance cash values and death benefits are exempt from 
creditors’ claims in your state.

*** Consult your tax and legal advisors for advice about how life insurance policies are taxed.



Life Insurance Can Increase  
Retirement Flexibility
Everyone wants to have enough financial resources so they can retire on their own terms. 
Because retirement can last several decades, careful planning is essential. No matter how 
much planning we do, it’s quite possible that some things will happen during our retirement 
we didn’t (and perhaps couldn’t) plan for. It’s these unexpected developments that can turn our 
retirement plans upside down. Our planning needs to be flexible enough to protect us from the 
unexpected. This is especially true when our planning needs to consider our spouse/partner’s 
long-term security as well as our own. Since our decisions directly impact our spouses and 
our partners, our planning needs to include a back-up plan. Cash value life insurance has the 
potential to add a margin of safety that protects our retirement assets and income. Consider 
including cash value life insurance in the Back-Up Plan you build to protect yourself and those 
you love.
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