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Earnings multiple approach.  This is one approach for determining the amount of life insurance required.  The goal is earnings replacement.  The earnings multiple approach seeks to replace the annual salary stream of a bread winner for normally 10 – 15 times gross salary.

Investment risk.  This is the risk of who takes responsibility for the investment outcome, the insurance company or the insured.

Life insurance.  This is insurance that provides compensation to your beneficiaries should you die prematurely.  It transfers the economic loss of death from an individual to a insurance company by way of a life insurance contract.  It can help us take care of our own and extended families should we die.

Mortality risk.  This is the risk that the insured dies outside the contract period and is therefore not covered by insurance.

Needs Approach.  This is an approach for determining the amount of life insurance that is required.  It determines the total needs of the beneficiaries which includes immediate, debt elimination, transitional, dependency, spousal life income, education, and retirement needs.  It is the most detailed of the approaches.

Risk pooling.  It is the process where individuals transfer or share their risks with others to reduce catastrophic losses from health problems, accidents, lawsuits, etc.

Permanent insurance.  Permanent insurance is a contract purchased for the life of the policy holder with premiums divided between death protection and savings.  It provides insurance that cannot be cancelled, may be used for estate retirement, and savings.  It is complex, expensive, and not transparent, and unless premiums are paid, it can expire worthless.  Please note that certain permanent products are not permanent, i.e. they can lose money.

Permanent Insurance Types:
· Equity Indexed Universal Life Insurance.  Equity indexed universal life offers some of the upside of the equity market returns with the downside of insurance protection should the market returns be negative.  It allocates assets to a stock market index, generally with options (and has a limited upside) but with a minimum guaranteed rate of return.  It gives some (limited) upside in equity returns, and gives downside protection in down equity markets.  It has huge commissions to salesmen for selling these products (up to 150% of first year commissions), a very high fee structure, large surrender charges, and is not transparent.  Market returns are generally lower that historic market returns, and are capped with limited upside of 3-6% after fees.  
· Universal Life Insurance.  Universal life is a type of whole life where the cash-value earns interest at current money market rates.  Mortality risk is eliminated, and investment risk is low.  It combines term protection and tax-deferred savings invested at current interest rates, which will rise and decline with market rates.  Its risks are the same with most permanent insurance:  it is complex, expensive, with high surrender costs, and commissions to the salesmen are very high.
· Variable Life Insurance.  Variable life gives life-long insurance coverage with the ability to direct where the cash-value is invested.  Mortality risk is eliminated, but investment risk is substantial.  Policy holders are responsible for the investment outcome with their chosen investments.  It allows for either a fixed (straight variable) or flexible (variable universal) premium, with fluctuating cash-value, reflecting the investment performance. It is complex, expensive, with high surrender costs, and commissions to the salesmen are very high.
· Variable Universal Life Insurance. Variable universal life mixes the investment flexibility of variable life with the premium and face amount flexibility of universal life.  Policy holders are responsible for the investment outcome with the chosen investment.  It offers term protection with full policy flexibility and which can be managed by the account owner (within available options).  It is complex, expensive, with high surrender costs, and commissions to the salesmen are very high.
· Whole Life Insurance.  Whole life insurance gives life-long insurance coverage for a fixed premium.  Mortality risk and investment risk is eliminated.  It is essentially term protection with a savings element provided by insurance company bonds and mortgages.  Premiums are based on when you buy the policy.  The earlier you purchase the product, the less your costs will be generally. It is also called “Straight Life” or “Ordinary Life” insurance. Tt is complex, expensive, with high surrender costs, and commissions to the salesmen are very high.

Term Insurance.  Term insurance is insurance protection for the insured over a specific term or time period.  They may be renewable or non-renewable policies.  It is the least expensive form of insurance and the death benefit coverage is only for a specific term.  

Types of Term Insurance
· Annual term insurance.  This is a type of term insurance.  The face or death benefit amount is constant through the selected term of coverage, premiums increase each time the contract is renewed, and the face amount remains the same due to the increasing age of the beneficiary.
· Convertible term life insurance.  This is a term policy that can be changed to permanent insurance within a specific number of years without evidence of insurability.  Typically, it gives a contractual right to convert to some form of permanent insurance, typically whole life, within a number of years or before the policy holder reaches a certain age.  Conversion allows the policy holder to lock-in premiums, although at a higher rate, and avoid the increasing term premiums.
· Renewable term insurance.  This term policy allows the policy holder to unconditionally renew the policy for successive terms at higher premiums simply by paying the indicated premiums.  Premiums increase with each renewal period, and can be renewed for a specific number of years.

Page 2 of 2

