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Life Insurance:  Types and Needs

Despite the end of the Mayan calendar, we are all still

here.  Yet, as Benjamin Franklin expressed in a letter

many years ago, two things are known with certainty:

death and taxes.  While taxes have been the subject of

other articles in The COMPASS Chronicle, including

an article regarding the fiscal cliff on page one, this

article discusses how you may offset the financial risk

of your passing.

Types of Life Insurance

Two general types of life insurance exist:  term and

permanent.

Term insurance is a policy with a set coverage period,

or term, of usually five to thirty years, though some

policies may provide the option to extend the original

term (known as renewable term).  If the insured dies

during the term, then the stated death benefit is paid

to the policy’s beneficiaries.  As “pure” insurance, term

policies do not provide a buildup of cash value like

permanent insurance, but term policies are also less

expensive than permanent insurance for a similar

death benefit.

Different types of term insurance are available,

including:

* Level Premium Term—premiums are fixed for a

guaranteed period of time and the death benefit

remains constant throughout the policy’s term.

* Decreasing Term—also known as mortgage

insurance, where the death benefit slowly declines over

time, but the premium generally remains level.

* Increasing Term—a rarely used variation of term

insurance, which provides a death benefit that

gradually increases during the life of the policy.

Premiums generally increase as the death benefit

increases.

Some term policies have convertible or renewable

options at the end of their term.  Convertible term

policies convert to a permanent insurance policy with a

higher premium, but no proof of insurability is usually

required at the time of conversion, which normally

must occur within a certain time after the policy is

issued or before you reach a certain age.  Annual

renewable term policies usually offer the option to

renew your term coverage without a new medical

exam.  Such policies are initially less expensive, but the

annual premiums increase as you grow older.  Group

policies provided through employers are usually annual

renewable term and often do not require proof of

insurability.

Permanent insurance can provide coverage throughout

your entire life.  Such a policy accumulates a cash

value, which the owner can access by borrowing

through a policy loan or surrendering the policy to

receive its surrender value.

Different types of permanent insurance are available,

including:

* Whole Life—provides a guaranteed death benefit

and cash value for a guaranteed premium, which

normally remains fixed.  The policy earns dividends,

which may increase the tax-free buildup of the policy’s

cash value and, perhaps, the policy’s death benefit.

One drawback is that the internal rate of return of

such policies may not be competitive with other

savings vehicles.

* Universal Life—offers more flexibility than a

traditional whole life policy, such as allowing

adjustments to premium payments and death benefits,

along with the potential for greater growth in a

policy’s cash value.

* Variable Life—includes an investment component

tied to stock and/or bond returns, though returns are

not guaranteed.

[Continued on next page.]
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Life insurance is one of those
financial vehicles that can be
used to reduce the financial
risk if you are not around long
enough to sufficiently fund your
family's financial goals.

If you need life insurance, be
sure to pursue it while you are
still healthy (insurable) and
premiums are more cost-
effective.
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Life Insurance:  Types and Needs,
continued

Permanent insurance is usually appropriate for estate

planning needs, such as to pay estate taxes, to fund a

special needs trust, to care for elderly parents, to leave

a legacy to your children or a charity, or for your final

expenses.

How Much Life Insurance Do You Need?

You may see standard formulas used in calculating life

insurance needs that suggest having 5 – 7 or 8 – 10

times your annual income in life insurance death

benefits.  In most situations, I approach a client’s life

insurance needs differently—focused squarely on

reaching their financial goals rather than a multiple of

their current income.

Other than where permanent insurance makes sense as

indicated above, I often suggest clients consider term

insurance that would meet their family’s other

financial risks and goals, such as to cover (1)

mortgages and other debts; (2) educational expenses;

and (3) income replacement and retirement needs.

This entails creating projections of what these

financial risks will be over time and then purchasing

term insurance in appropriate amounts to neutralize

these risks.

If you have questions regarding your existing life

insurance or whether you are adequately insured,

please contact us for an insurance analysis.

©2012 Morningstar, Inc. All Rights Reserved. The information contained herein (1) is intended solely for informational purposes; (2) is proprietary to Morningstar and/or the content providers; (3) is not
warranted to be accurate, complete, or timely; and (4) does not constitute investment advice of any kind. Neither Morningstar nor the content providers are responsible for any damages or losses arising
from any use of this information. Past performance is no guarantee of future results. "Morningstar" and the Morningstar logo are registered trademarks of Morningstar, Inc. Morningstar Market
Commentary originally published by Robert Johnson, CFA, Director of Economic Analysis with Morningstar and has been modified for Morningstar Newsletter Builder.

Louis E. Conrad II, CFA
President

COMPASS Wealth Management
Post Office Box 250
Lexington, Massachusetts 02420

lconrad@compassinvest.com
www.compassinvest.com

Tel:(978) 828-5681
Fax:(781) 862-7030

© COMPASS Wealth Management, LLC, as well as Morningstar.  While the information contained in this newsletter relies on sources believed to be reliable, accuracy cannot be guaranteed.  Unless
otherwise noted, all information and opinions are as of the date of transmittal, and are subject to change without notice.  This newsletter is intended for general informational purposes only and it does
not discuss all aspects that may apply to your situation.  Please consult with a qualified professional.  COMPASS Wealth Management, LLC is a registered investment advisor with the appropriate
regulatory authorities.  For additional details on the services that COMPASS offers, we encourage you to also review Parts 2A and 2B of our Form ADV, which is provided on request.  For details on the
selection criteria used to determine the recipients of the FIVE STAR Wealth Manager award, please visit our web site (www.compassinvest.com).  The criteria used to determine "Morningstar's Best
Client Newsletter" in 2012 can be reviewed in The COMPASS Chronicle's September 2012 edition, which is also available on our web site.


