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LIFE INSURANCE in plain English

INTRO
Life insurance can flummox even savvy folks.
That's why we created this guide: to help you
understand the basic concepts so you can make
informed decisions about your own life insurance
coverage.
The number one rule in purchasing life insurance
is to be sure you have enough coverage for your
needs. That can change over time. For example, as
you age your needs at age 30 are likely to be
different than they will be at age 60. Life events
can call for changes in the amount of insurance
you need. As your income changes, your family's
need for income is likely to change. The birth of a
child, children leaving home, buying and selling
homes - all of these events and more have
financial consequences that can modify your need
for insurance.
Knowing that you have enough insurance to keep
your promises to loved ones can give you peace of
mind.
All other buying decisions, like the choice of
insurance company and type of plan are
secondary. Your family just wants to know there's
enough.

80% of our clients have
underestimated the length
of time they expected to
need life insurance.
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SHORT TERM OR LONG TERM
FLEXIBLE OR GUARANTEED

TERM AND PERM
Term insurance is designed to last for a
specific number of years. 10-year term
insurance is designed to last for a term of 10
years. 20-year term lasts for 20 years. And so
on, even up to 30 and 40 years.
Most term policies have a level premium - the
premium doesn't change for the specified
term. Some policies have a rising premium,
starting lower than level term and over time
exceeding the level premium.
There is no cash value in term insurance. You
are paying only for insurance. If you only
need coverage for a limited time, then term
insurance may be a fine option for you.

Permanent insurance is designed to last for
your whole life. One type of permanent
insurance is called Whole Life, but there are

other types of permanent insurance as well.
When differentiating between perm and
term, you may have heard the analogy made
to home ownership vs home rental. Term
insurance is like renting your coverage
because at the end of the term you have not
accrued any equity, while permanent
insurance will ensure that no matter when
you die, a benefit will be paid.

SOME DETAILS
No matter the product, variations exist from
company to company.
For example, the premiums are different at
every company. And they all want to know
about your health. How they evaluate your
health - the process of evaluation is called
"underwriting" - also varies. This is where
consumers can benefit from working with a
knowledgeable professional who knows the
company differences and can guide you to
your best option.
There is no cost for you to work with an
insurance professional because he/she is
paid by the insurance company.

TIP: Be sure to discuss conversion privileges with your insurance advisor as some
companies offering the lowest cost term do not include them. Many term policies
allow you to convert a term policy to permanent coverage even if your health changes
in a way that would otherwise make you ineligible for permanent coverage. This can
be a VERY important feature especially since we cannot foresee what life holds 10 or
20 years in the future.
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UNIVERSAL LIFE
GUARANTEED UNIVERSAL LIFE
VARIABLE UNIVERSAL LIFE
UNIVERSAL - UL
GUARANTEED- GUL

These policies have some cash
accumulation but the cash component is
primarily a way to defray the cost of
insurance within the policy at older ages.
UL and GUL are often described as
permanent term, a seeming contradiction
in terms. They are priced like term but are
designed to last a lifetime.
Properly configured, the policy owner can
be assured there will be a death benefit no
matter when death occurs. Universal
policies are flexible in that they can be
designed to provide coverage to age 90,
100, or even 120. By paying more
premium early on, a policy can be
configured for payments to end years
before coverage ends.
Universal policies are interest sensitive.
The cash accumulation supporting the
premium will grow depending on the
interest earned. Insurance professionals
have latitude when providing an
illustration, insurance speak for a quote.

TIP: Always know the difference
between projections based on
assumptions and guarantees.
Guaranteed values are based upon
interest at 0% and the highest
allowable charges for mortality costs
under that specific policy. Also, know
what circumstances could void any
guarantees.

VARIABLE UNIVERSAL LIFE - VUL

VUL was first conceived as the answer to
the advice: Buy Term and Invest the
Difference. VUL differs from UL or GUL in
that premium over the cost of insurance
and expenses goes into client directed
“separate accounts”. The Separate
Accounts are analogous to mutual funds.
Since these accounts are within the policy
they grow tax-deferred unlike mutual
funds. Every company has a range of
available accounts like money market,
small-cap, large-cap, growth,
value etc.
The values in the separate accounts are
not capped nor are they guaranteed. As
the insured ages, the cost of insurance
keeps increasing and if the separate
accounts are not growing sufficiently, the
policy could lapse. It is the responsibility
of the client to ensure the policy is not
underfunded and the allocation is in
keeping with the client’s risk tolerance.

TIP: If you are looking for guarantees,
VUL is not a product for you. It is
imperative that policy owners meet
regularly with their insurance
professional to monitor these policies to
ensure viability.
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INDEXED UNIVERSAL LIFE

INDEXED UNIVERSAL LIFE
IUL

Indexed Universal Life is another product
that accumulates cash and may appeal to
a sophisticated buyer who understands
how index funds work. They are relatively
new, only first being offered in 1997.
The cash accumulation account in these
policies mimics the performance of a
selected index but is not in actuality
invested in that index fund. While the
associated index may go through the roof,
the growth in the policy will be capped by
a predetermined percent.
In addition, the premium payments are
flexible which also means they may not be
guaranteed.
Typically the policy owner can choose
between several index funds to tie
performance. However, the performance
will never equal that of the actual index as
there are caps on the returns.

A recent study estimates that stay at home moms work on an average of
94 hours a week with an equivalent salary of $113,000.
-Tax Act
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WHOLE LIFE

WHOLE LIFE:
HIGHEST INITIAL COST
MOST GUARANTEES

"Whole Life" is another form of
permanent insurance. By definition, it is
designed to last for your whole life. What
makes it different from the other types of
permanent insurance is that its
components are fixed at issue to
guarantee the death benefit for your
entire life.
The tradeoff is greater guarantees for
more upfront premium. But while whole
life looks like it costs more going in, over
time these policies produce dividends
that grow. The dividends reduce the net
cost of whole life over the long run. And
the dividends accumulate income-tax
free in a cash account that you can access
during your life. They are valuable and
flexible. You can think of them as
performing conservatively, for example
as a bond fund complement.

policy. They do fluctuate and they are not
guaranteed, but most of the better
companies have paid dividends
consistently over many decades, even
during serious recessions.
You can allocate dividends to suit your
own needs, like:

Keeping them in the policy to grow
the death benefit AND the cash value
Reducing out-of-pocket premium
payments
Providing cash for special needs,
including emergencies
This is a flexible asset with strong
guarantees. Look for a company with a
history of producing unfailing dividends.

Dividends are the hallmark of this type of

"How can we have so much knowledge about money
and yet still not understand it?"
- Tom Langdon
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COST AND VALUE

COST VS VALUE

While life insurance was initially
conceived as a way to protect the "widows
and orphans" in case the breadwinner
died, over the years it has developed into a
multifunctional financial tool because of
its unique attributes:
1. Life insurance proceeds are not subject
to income tax
2. Cash accumulation within a policy
grows tax deferred.
Life insurance can be the solution
implemented for each need on the list to
the right. The appropriate type is totally
dependent upon individual circumstances.

THE MANY APPLICATIONS
FOR
LIFE INSURANCE
Income for survivors
Money to pay off debts
Pay college / graduate school costs
Final expenses
Mortgage insurance
Buy-Sell agreements
Estate equalization
Pay estate taxes
Efficient transfer of wealth
Supplemental retirement income
Deferred compensation
Executive Bonus
Chronic Health Care/Long Term Care
Philanthropy

"A man who dies without adequate life insurance
should have to come back and see the mess he created."
- Will Rogers
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DECISIONS

WHERE TO BUY LIFE INSURANCE

It’s not hard to find a way to purchase life
insurance. It can be bought from an
insurance agency, an investment brokerage
company, fraternal organizations, through
an employer, an independent insurance
professional or online.
People who sell life insurance hold a
“Producer” license. All life insurance agents
are producers but not all producers are
agents. Career agents have a primary
association with one insurance company,
however, they may offer insurance from
other companies in accordance with their
employment agreement. Captive agents are
associated with a primary insurance
company but are not allowed to work with
any other insurer. Most large investment
brokerage firms require financial advisors
to hold a producer’s license. Usually
advisors in these firms concentrate on
investments and rely on an internal
insurance specialist to guide them through
matters pertaining to insurance.

"Fun is like life insurance. The older you get, the more it costs. "
- unknown
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DECISIONS

WHERE TO BUY, CONT.

Many people who work for corporations
may be able to purchase life insurance as
part of their employee benefits package.
These policies are group policies and as
such have some unique attributes.
Physical exams are not required and the
rates are blended. That means that
whether you are in super health or are not
healthy at all, the premium will be the
same for all people of the same age.
Employer-sponsored insurance is a
convenience for many. However,
the cost is not necessarily less than
private insurance especially if you are
eligible for preferred rates. There also
may be a limit as to how much you can
purchase.
Human Resource professionals may be
able to explain the coverage, but they are
not licensed insurance professionals and
cannot advise employees with regard to
personal recommendations.

If you are considering group coverage be
sure to know if you can keep the coverage
if you leave the company or retire. You
will also need to know how your premium
will be affected when you no longer work
for the company.
A change in health or age could preclude
you from getting private coverage at an
affordable price or might prevent you
from getting it at all.
Buying on the internet is strictly for those
interested in term insurance. It is easy
and convenient, but you will not get the
advice of a personal professional.

"Life insurance is like a parachute; If you don't have it the first
time you need it, there is no second chance."
- Luis A. Ortis Haddock

The Most Important
Decision....
WHO DO YOU TRUST?

WHERE TO BUY, CONT.

Because life insurance rates are filed with
each state’s department of insurance,
shopping for life insurance based on price
is a waste of time and can only lead
to confusion. If you find differences in
quotes for the same amount of coverage
from the same company, the policies
cannot be the same. There has to be
differences in the plan design for which
you may not be aware. Producers do not
have the ability to “make deals”. They
do have the ability to tailor the coverage
to your needs within certain parameters.

Instead, shop for a producer who will do
the shopping for you. What is most
important to you? Cost? Value Features?
The financial strength of an insurance
company?

An insurance professional will take into
consideration your goals, values and
budget as well as recommending the type
and amount. Only work with someone
whom you trust and feel comfortable.
Life Insurance professionals are licensed
by the state and are required to take
continuing education classes throughout
their careers. Since they are paid by the
insurance companies with whom they
place their business, there is no cost to the
consumer for their professional advice.
And while some may argue they are
biased because they represent the
carriers, insurance producers have an
ethical and fiduciary responsibility to
work in the best interest of the client. The
advice and education of a professional
that is customized for you is added value
that you cannot get from a quote engine
online.

"I can think of no more effective an agent in advancing our freedom to live
as we choose than the insurance salesperson.........for he walks all streets of
American life and he sits down and talks to youth and to the mature and
to the aged. He knows their wants. He helps them to help themselves in
Several operations for
Other information
It is usully
a sleek,
times
of need. He builds, for he
helps others to build. He insures
the
future.
manufacturig firms or
deemed elevant to
colourful, high-gloss
He is respected.
And he is a friend. "
corporate social
stakeholders
publication
- John F. Kennedy

