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   Bear with me, for the topic is boring, but important.  Life insurance is crucial to the financial security of most of us, being the safest and most effective way to provide an income for your family in the case of an early death.  Life insurance is also commonly important in providing for estate taxation and in business transitions, but this article will focus on the most common use of income replacement after an untimely death.
The process of buying life insurance is equivalent to a large number of people pooling their resources (paying premiums), with any such individuals dying early receiving a large percentage of the pool for their estate and families.  Those individuals who live a long time (and pay premiums a long time) are “losers” in the financial sense-but with no cause to complain.

As the chance of dying increases with age, the cost of insuring against death also increases with each passing year.  However, the insurance industry has worked out a number of ways to pay premiums that make this cost hard to determine at times.

The simplest form of life insurance is Term.  Term insurance is exactly what it sounds like-you pay premiums for simple life coverage for a period of time, and then it expires.  The policy can be renewed under different situations.  Most commonly, term policies are sold at a fixed premium for a number of years (10 year “level” term is one example), in which the premium doesn’t change.  At the end of the “term”, the policy cost increases significantly.  The actual cost of a ten year policy is more expensive in the first few years than a yearly renewable policy, but less expensive than the yearly renewable policy would be during the last few years-as the company has spread out the cost over the entire term.  As there is no savings program (see below) or significant commissions, term policies are the least expensive way to provide life insurance, and is the usual choice early in life.  It clearly provides the most death benefit for the cost until late in life.
Cash Value life insurance comes in a variety of forms-Universal life, Variable life, Whole life and others.  However, all cash value insurance involves a term policy combined with a savings side fund.  The initial premiums are always much more than a term policy for the same death benefit. The extra money is invested in stocks or a fixed income portfolio and is used at least partially to offset the yearly increasing premiums for the term policy.  This insurance is usually designed to be “permanent,” which means to never expire.  Now the costs of buying the term insurance for a 90 year old can be quite significant, so the calculations of how much premium needs to be paid to insure coverage can be precarious in certain policy types.  However, the savings component of whole life insurance benefits from a quirk in the tax law, in that the earnings are not taxed as long as the policy is kept in force.  In addition, some of the savings component can be taken out as loans without a taxable event occurring, making whole life insurance a method of income during life as well as security after death.
An unfortunate aspect of the life insurance business is the occasional exorbitant commissions paid to agents who sell this insurance.  This inducement to sell these policies can lead to young families buying expensive whole life policies with an inadequate death benefit, when they should have instead bought yearly renewal term with a higher death benefit.  Alternatively, some new agent-sold policies spread commissions out over a longer time period to allow for a higher savings pool early on.
At a stage later in life, whole life insurance may make sense.  However, even at that point the smart consumer finds out what they are paying in costs and commissions.  A good agent who spends a significant time period helping you discover the right product for you is worth paying well, but I urge caution and taking your time when buying this product.  There are also “no-load” whole life policies available with quality companies, and “fee only” insurance advisors available to help guide you in their purchase.

How much life insurance you need is a complex topic hard to discuss in an article of this size. There are calculators on the internet to help with this calculation-usually based either on a replacement of a multiple of income, or a more complex figuring of cash flow needs.  Other sources of cash flow and lifestyle modifications need to be considered as well in determining the need for a certain death benefit.
Some readers without dependents may not need life insurance, and at times insurance is no longer needed late in life if sufficient assets are in place.  Seek professional help from an impartial source if you have questions.
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