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FTC's draft
7 of
LIFE INSURMNCE BUYER'S GUIDE

IMPORTANT: Most peoole think all 1ife insurance
policies ccst aizuz the same. Thev don't. Reading
this Buyer's Guice can save ycu many huncéreds of
dollars over a twenty-year period by helping you
find a low-cost policy that best fits your needs,

TWO TYPES OF INSURANCE
There are two basic types of life insurqnce: term and
whole life. Both pay mon=y-- the policy's face amount or

death benefit -- to your fanily when you die. They differ

in that term insurance provides only death protection,
while whole life insurance combines death protection with
a savings program. Another important difference is in the
premiums. Term premiums are at first quite low, but go up
each time you renew your policy. Whole life premiums are
at first much higher than those for the same amount of tern
insurance, but stay level as long as you keep the policy
in force.

Whole life insurance is a lifetime contract, while
term insurance is sold for a fixed number of years, usually
one, five, or ten. Many term policies, however, are

quaranteed renewable until you're 65 or older. This means

that each time your term policy is_ about to expize, you can
renew it for another term without having to worry-about
passing a medical exam. With each renewal your premium.
will go up. 1It's a slow ‘process, though. If you buy a
rencuable term policy at age 35, it will take about 20 years

until the premium for your renewabla term policy will be
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highei than the level prenium you would have paid if you
had bought a whole life policy. heyond age 65, term
premiums become very expensive. But by then you may want
to drop your policy anyway. The point to remember is that
a renewable term policy, and not just a whole life policy,
can meet your long-term insurance needs, at least through
age 6S5. | .
HOW MUCH TO BUY
Before deciding between term and whole life insurance,
you should first ask yourseif why you need life insurance.
The main reason for buying life insurance is to help your
family keep up a dec;nt standard of living if your early
~ death deprives them of your earnings. Héw much insurance
should you buy?. Enough to cover the difference between the
am§unt of money your family will need if you d;e and the
amount they'll actually have. If you're covered by Social
Security, don't forget to include the monthly check your
family will get from.the governméht in figuring how much
insurance you'll need.
TERM OR WHOLE LIFE
When you're young and:your‘iﬁsurance'needs are generally
greatest, term insurance gives you three to five times more .
death protection for your premium do%lar than whole life.
Many people; éspecially those with foung children, can only

afford the amount 6! insurance they nced by buying term
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insurance. Thercfore, if you're interested in getting the
most death protection for your money, you should buy term
insurance.

Most people find that their need for death protection
drops as they get older and their children grow up and leave
home. Still, many ‘people want some insurance in fbrce during
their retirement years. 1Insurance after 65 serves a differcnt
purpose than protection against the loss of your earnings.
After 65 insurance is mainlv used to pay for funeral expenses,
medical bills, and death taxes. It can also providz money
for the surviving members of your family. Buying a whole
life policy is one way to make sure that money for these
purposes will be available during your retirement years.

SAVING THROUGH WHOLE LIFE INSURANCE

There's a simple reason why a whole life policy can
make insurance affordable beyond age 65. The premium for
a whole life policy stays the same throughout your life.
During the early years of your policy you pay much more
than the amount needed to buy death protection for a person
your age. Most of the difference goes into the policy's
.savings element, called the gggg'gglgg. which grows steadily
over the years. When you diéf'the'insurancefcompany will use
this cash value to help pay the policy's death benefit. For
ex;mple( if you buy a $10,000 whole life policy at age 35, it

will have a cash value of about 55,500 by the time you're 65.
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If you die at 65, your family will get $10,000. Of that amount,
$5,500 will come from the cash value you've built up. The
1nsuraﬂce company will only have to come up with an additional
"'$4,500 to pay the $10,000 death be?efit. If you live beyond
65, your cash value will continue to grow. At the same time,
the amount the company will have to come up with to pay the
death benefit wili continue to decrease. Thus, a whole life
policy perﬁits you to.afford insurance beyond €5 because your
level premium buys less and less death protection as time

goes on. ' | . )

Besides making it possible to have life insurance

beyond age 65, cash values can be useful to you in other

ways. Many people find buying a whole life policy a con-
venient way to save for retirement or other purposes.

Each time yoh pay your premium, a phrﬁ of the premium
automatically goes to build up the policy's cash value. You
can get the full amount of the cash value by canceling

the policy. But if you do, you'll lose your death protection.
You can also borrow up to the full amount of the cash value
“in the form of a policy loan. But if you do that, you'll
hﬁve to pay interest to the insurance company at.the rate
fixed in the policy. Pinally,'if you die with your whole
life policy in force, your family'éets only the policy's
death benecfits (iesé an& unpaid léapsf, not the death benefit

plus the cash value.
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TWO WAYS TO SAVE

If you want death protection for your.family while
you're young and a source of money for use after you're 65,
there are two things you can do. You can buy a whole life
policy with its built-in savings program. Or you can buy
a term policy and each year invest the difference between
the whole life and the term premium in a saviﬁgs account,
U.S. savings bonds, or some other safe investment. If you're
the kind of person who can save regularly, you'll build up
a sizable sum of money by the timeyyou're 65. You can then
use this sum for the same purposes as the cash value of a
whole lifg policy. This may greatly reduce or even end your
need for life ipsurance in your later years.

To find out whether you can save more by buying a
particular whole life policy or by buying a term policy and
investing the difference, look at the whole life policy's
Average Annual Rate of Peturn. This rate is figured by
treating part of your premium as payment for relatively
inexpensive death progection and the remainder as a savings
-deposit.” . The rate of return is then the interest rate
that would build up these deposits to equal the cash value
guaranteed in tﬁe éoliéf. .Y;;;;i“iiﬂd the A;nuii.ﬁaéé of-
Return if you keep the policy for S, 10 and 20 years on
the Consumé£.Cost Statement an agcné must give you with

each policy vou're shown. You should cohpa:e this rate of
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return with the interest rate you could earn on a savings
account or other safe investment. But remember to take
taxes into account. Interest earned on the savings element
of your wholellife policy is usually not taxed, while the
teﬁuxn on most other investments is. So be sure to compare
the Annual Rate of Return on i whole life policy with the
after-tax return on other safe investments. If the whole
life policy's rate of return is lower than what you could
get elsewhere, you'd probably do better buying a term policy
and investing the difference. .
A WORD OF CAUTION BEFORE BUYING WHOLE LIFE |

Don:t buy a whole life policy unlgss you're sure it's
the type of policy you want. It's a costly mistake to buy a-
vhﬁle life policy only to drop it after a year or two. 1If
you do, you'll usually get next to hothing back. It's true
that few people plan to drop their whole life policies soon
after buying them. fet about one in five new policyholders
actually does just that. Morxeover, you shouldn't buy a
‘wholc life policy unless you plan to keep it at least ten
YOII;. The cash value of a.vhol; life policy builds up
very slowly during the édifciTs;%irly years, making whole ~ .
life insurance a very uneconomical -way to save for short-term

needs.
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COMBINING TERM AND WHOLE LIPE

If you think you'll want some insurance in force after
65 but can't afford enough whole life insurance to give your
family adequate protection while you're youn;. there are
several things you can do. One is to buy a renewable term
policy that's also convertible. You can trade in such a
policy at any time for a whole life policy of the same or
lesser face amount without having to pass a medical exam.
People with young children often find this type of policy
attractive because it lets them buy a large amount of death
protection when they're young at a price they can afford.
At the same time they preserve their option to buy a whole
life policy later if they decide they want some insurance
in force after age 65. Another thing you can do is buy a
combination of term and whole life insurance. You can do
this by buying separate policies. -Or you can buy a whole
life policy with a term policy attached to it. (This is
called a term rider.) In either case you'll get insurance
that can remain in force past 65 along with some additional
death protection for your younger years when you need it most.

*PAR" OR "NON-~PAR" POLICIES

Some term and whole life poliéies are designed to pay

dividends (participating or "par” policies), while others

aren't (non-participating or "non-par®" policies). Dividend-

paying policies generally have higher premiums than non-
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dividend-paying policies, but often cost less in the long

run, especially if their dividends are paid year after year.
The dividend amounts a conpany expects to pay each year

are known as "illustrated” dividends. These illustrated
dividends are not guaranteed. The exact amount a company
actually decides to pay in dividends each year depends

upon a number of factors, including the company's investment
income for that year. These factors simply can't be pre-
dicted with complete accuracy several years in advance.

Inh recent ycari, however, the actual divid;nds paid on most
"par® policies have been higher than those illustrated at

the time the policies were sold.

GROUP INSURANCE
Before you buy an individual life insurance policy, check

with your employer, labor union, of professional association on
your eligibility for group term insurance. Group insurance
often costs much less than either individual term or individual
whole life, especially if your employer pays part of the
premiumgs. 1In'addition, you can usually buy group insurance
_without passing a medical exam. Like individual term °
insurance, however, group insurance is usually renew-

able only through age 65 or 76.' There may also be

a limit on the anoﬁnt of group ini;rance you'll be able

to buy. If you-swiﬁch émployerl or drop your union or
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professional association membership, your group coverage
may end. But if that happens, you're guaranteed the right
to convert that coverage to an individual whole life policy
(at a2 higher premimum). All things considered, group insurance
can provide a solid, relatively inexpensive foundation for
your personal insurance program.
HOW TO FIND A LOW-COST POLICY
Once you've decided on the type and size of policy

you want, use the Consurer Cost Index to £ind a low-cost

policy. It's on the cost statement that comes with each
policy you're shown. Don't just pick a poliey with.a low
premium. Premiuns only measure what you pay for a policy.
They don't measure a policy's benefits. Those benefits,
which may include cash values and dividends as well as death
protection, vary by large amounts among policies with similar
premiums sold by different companies. The Consumer Cost
Index takes premiums, cash values, and dividends into con-
sideration and is a measure of the difference between what
you pay for a policy and what you or your family gets back.

Remember: the lower the Consumer Cost Index, the lower the

policy's cost to you.

IMPORTANT: Most people think all policies cost about

the same. Thev don't. The cost of similar policies
varies sharply. To tell at a glance whether a particular
policy has a low Ccnsumer Cost Index, look at the char-s
attached to the policy's consumer cost statement.
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In using the Consumer Cost Index, remember three things.
First, the index.is only approximate. So, rather than searchting
for the lowest-cost policy on the market, use the index to find
a ggégg of relatively low-cost policies from which to make your
final choice. Second, the Consumer Cost Index is only useful
in comparing the costs of similar policies. Don't use it to
compare the cost of a term policy to that of a whole life
policy. 1Instead, base your choice of term versus whole life
on factors mentioned earlier in this Buyer's Guide. Thira,
the Consumer Cost Index for a dividend-paying policy assumes
that dividends on the policy will be paid exactly as illustrated
at the time the policy was issued. This, however, rarely
happens. Since the exact amount of a "par” policy's dividends
isn't guaranteed, the policy's actual cost may turn out to be
higher or lower than that indicated by the Consumer Cost Index.
In recent years, however, the actual dividends paid on most
"par" policies have been higher than those illustrated at the
time the policies were sold. As lon§ as'you recognize this
uncertainty, you can use the Consumer Cost Index to compare

“the costs of dividend-paying and non-dividend-paying policies.
'O‘I'HER TYéES OF POLICIES .

In addition to whole life policies, there are many other

policies on the market with savings;élements. The most common

of thesc are "life paid up at 65," "20-pay life,"” and endowment
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policies. "Life péid up at 65" and "20-pay life” are policies
in which you pay ‘premiums over a limited period instead
of over the.entire life of the policy. Endowments are policies
in which the cash value equals the policy's face amount at
the end of a limited period, usually 20 or 30 years. Each
of these policies have higher premiums than sigple whole life
policies. They may be useful for certain special needs. But
most people's insurance needs can be met by either term or
whole life insurance or a combination of the two.
AGENTS

A firal word abou; agents. You'll probably buy your
life insurance through an agent. An honest, well-informed
agent can help you find a low-cost policy that fits your
needs. But a life insurance agent is also a salesman
who's paid on a commission basis. Typically that commission
is based on a percentage of your yearly vremium. Thus, for
the same amount of insurance, an agent will get a higher
commission for selling whole life than for selling term
because the whole life policy's premium are kigher.
Jn addition, many agents get a higher percentage commission
for selling whole life than fgr.gggling term. Finally,
not all agents are well-informed, not all policies are
competitlvely priced, and not all'agénﬁs are free to offer

you choices that are in your best interests becayse they
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may represent only one high-cost company. Read this Buyer's
Guide carefully, along with the Consumer Cost Statement

that comes with each policy you're shown. it you do, you
should be able to make better use of a good agent's services.
And you'll be more likely to £ind a low-cost policy that
best fits your needs.

REMEMBER: Be sure to shop carefully
before buying life insurance. And
always look for a policy with a low

Consumer Cost Index.
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