LIFE

Learning the Facts of Life —
Whole Life, That Is

Don’t let whole life insurance fade like the
’80s show “The Facts of Life”. Like the guy on
the far left, the product can become a star.

 ive facts about whole life insurF
ance that may help “seal the deal”
when your client must choose the
type of coverage to buy.
By Brad Crockett

P

undits continue to discount the benefits of whole life insurance in favor
of term policies. Because of this, your
client might not realize the broad range of
financial benefits whole life insurance provides, the most important of which is a guaranteed death benefit. This is why you need
to sit down with your client and talk about
the facts of life — whole life, that is.
While many investments faltered in the
financial crisis a few years back, whole life insurance provided families and small- business
owners with a much-needed source of funds
and gave retirees access to additional income
— while building guaranteed cash values and
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paying death benefits to beneficiaries.
So sit down and set the record straight
with your clients by discussing five facts
about whole life that they may not realize,
and that may help “seal the deal” when selecting coverage.

Fact #1: Whole life policy owners
enjoy substantial “living” benefits
during their lifetime of coverage.

“Participating” (or “par”) insurance company
policy owners generally receive annual dividends after the first policy year. This is the
result of prudent investments that allow policyholders to receive a share of the companies’ growth. Your client can use these dividends to pay policy premiums or to buy
more permanent increments of death benefit, which results in additional cash value.
Your client typically can obtain access to
the policy’s cash value through withdraw-

als and income-tax-free loans. In addition,
your client can use the policy’s cash value as
collateral for a loan from a financial institution. If your client is a small-business owner
who needs working capital, they may borrow from their in-force policies to obtain
those funds.
A wealthy client can use whole life in
their estate planning by setting up an insurance trust that will use the policy’s payout to
cover estate taxes.
If your client is retired, they can use permanent life insurance to generate more
cash flow from their other assets because
of the certainty and inevitability that the
death benefit ultimately will deliver to their
heirs. Your client may choose higher-paying
annuities or spend down their other retirement assets instead of living only on the
required minimum distributions from their
retirement funds.
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Fact #2: Whole life is a smart and
stable place for your clients to put
their money.

If your client is worried about the future
performance of the stock market, they may
not realize that the value of a whole life
insurance policy is not related to the stock
market. Neither the policy’s death benefits
nor its cash values are affected by declining
markets. Therefore, a whole life policy can
serve as the stable component of your client’s overall financial strategy.
Your client already knows that whole
life insurance is purchased to protect their
family in the event of the client’s death. But
your client may not realize that whole life
does much more than that. A whole life
insurance policy has a real return that performs competitively with other high-quality,
fixed-return assets. And depending on how
your client uses it, whole life can end up being two assets and two returns — a living
asset with tax-advantaged distributions, as
well as an income-tax-free and potentially
estate-tax-free death benefit.

Fact #3: Once your client retires,
whole life insurance can offer
an additional level of financial
security, financial freedom and a
legacy for loved ones.

Retirement is no longer the appropriate time
for your client to drop their life insurance.
Instead, retirement is the time when many
people realize the importance of already
having life insurance or, in some cases, buying coverage at that point.
Your client’s estate may face a liquidity
problem that can be solved only through
the availability of immediate cash. Families
with real estate, closely held businesses,
leveraged investments or margined stock
portfolios — to name just a few categories
— often use life insurance to offset the significant cash liquidity demands on their estates. Heirs of particularly high-net-worth
clients can use the proceeds of a whole life
policy to pay estate taxes.
If your client needs funds for big-ticket
items that could put a dent in a tight retirement budget — such as paying for a grandchild’s college tuition or a wedding — whole
life provides a good source of income-taxfree funds for this purpose. Through the
loans and withdrawals available to whole
life policy owners, your client can supplement retirement income with income-taxfree funds if the distribution is structured
properly and the policy is not a modified

endowment contract.
Whole life insurance is ideal for establishing and funding a special-needs trust if
your client has family members with health
issues and wants to provide for their care.
Because whole life insurance puts in place
a financial foundation for the next generation, whole life can offer your client the luxury of being able to spend down other assets.

Fact #4: Whole life offers a good
value for lifetime coverage.

When your client considers whether to purchase whole life or to “buy term and invest
the difference,” they must consider not only
the premium cost, but also the length of
time they want coverage and their ability to
“invest the rest” efficiently.
Your client may not realize that term insurance isn’t designed for lifetime coverage.
In fact, term insurance is prohibitively expensive to maintain for the average U.S. life
expectancy of 78.9 years — never mind if
your client reaches age 100. Term costs can
average a staggering $700,000 per $1 million
of death benefit, and more than $4 million
to age 100 for a $1 million policy.
For longer periods — an entire lifetime
— whole life insurance is substantially less
costly than a lifetime of premiums paid for
term. If the well-defined needs for life insurance will not exceed 30 years, a term insurance policy often will be “cheaper.”
Your client may find that term life is typically affordable during the primary premium
guarantee period (five to 30 years). But your
client may not realize that the annual premiums will escalate quickly to an unaffordable
level once the guarantee period ends.
With term insurance, your client will not
accumulate any lasting cash value. Your client could be surprised to learn that at the
expiration of the term, they will own nothing. This is in contrast to whole life insurance, where premiums build cash value that
belongs to the policy owner.
However, term insurance does have an
important place in a financial portfolio. If
your client is young and has a young family,
term may be the only type of life insurance
they can afford to own. But it is important to
have a term conversion feature in the policy
so that your client can convert to a permanent life policy such as whole life.
Whole life insurance provides a disciplined means of accumulating cash values
that are guaranteed (with respect to the base
policy) and subject to the declaration of dividends for the non-guaranteed portion of a

long-term policy’s projected values.
Whole life insurance has flexibility in how
your client’s contract initially is structured.
Whether structured around long-term premiums or blending in term within the same
policy, your client may get a product premium that is competitive with an extended level-term product, while creating the
potential for long-term increases in death
benefit.

Fact #5: You and your client
should review coverage on a
periodic basis.

Just as your client periodically checks the
performance of other investments, they
need to review their life insurance with you
as well. Don’t let your client throw their
life insurance policy in a drawer and forget
about it for decades. Whole life generally is
designed with the built-in flexibility to make
modifications.
Performing due diligence also is critical.
Reviewing a policy sometimes can result in
a reduction in your client’s premium. Positive changes in your client’s health also may
lower premiums. Loans and withdrawals
on policies, if not managed, may jeopardize
some long-term provisions or guarantees
in your client’s coverage. Policies held in
trusts also need to be reviewed. Tell your
client that just because a policy is out of
their estate doesn’t mean it should be out
of their mind!
Performing policy maintenance can help
link your client’s advisors together, strengthening the relationships among all of them.
Cross-check ideas among your client’s investment, tax and estate advisors.
If your client purchased term insurance, discuss their options soon! When
the term period runs out, premiums will
escalate and conversion may not be a viable option.
Carriers continue to launch new whole
life riders that can offer your client sound
investment options. For example, new riders offer the ability to use the accumulated
cash value within the policy to buy into an
index tied to stock market performance,
with a downside protection guarantee. This
ensures that even in “down” markets, the
policy’s cash value will grow.
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