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Personal Life Insurance
What is it?
Why you might need personal life insurance
Like everyone else, you have people in your life you care about and who depend on you for support--spouses, children, elderly
parents, and so on. Beyond food, shelter, and other immediate survival needs, you have a vested interest in safeguarding the
long-term financial security of these people. Whether it be your spouse's retirement needs, your children's college education, or
your parents' nursing home care, you want to make sure that all your loved ones will be able to meet their expenses and attain
their goals. Hopefully, you'll be around so that you can take an active role in seeing to everyone's needs. But nothing is certain.
With this in mind, you need to take appropriate planning steps to minimize the possibility of financial losses that your loved ones
could suffer if you meet with an untimely end. The strategies you can use to provide adequate resources for your survivors in the
event of your premature death include using government benefits and earmarking existing assets . However, the funds triggered
by Social Security and other government programs will likely be insufficient to meet the various costs your survivors will incur. And
most of us simply don't have sufficient resources to set aside adequate amounts of money for the future. As a result, many of us
have to secure the protection we need and want through personal life insurance.

How does personal life insurance generally work?
When you purchase a life insurance policy for protection, you enter into a contract with the insurance company that writes the
policy. The company agrees to indemnify or cover you in the event of your death by providing your designated beneficiary(ies)
with a certain amount of money in death benefits. To obtain this financial coverage and the peace of mind that comes with it, you
must pay your company a specified price known as the policy premium.
The insurance contract, however, is a special kind of contract in that you are not bound to pay your company premiums and can
stop paying them at any time, in which case the company cannot force you to pay. Of course, if you stop paying, they will stop
covering you. You can terminate the contract any time you want. Your insurance company, on the other hand, will generally be
bound by the terms of the contract to pay the specified amount in death benefits to your beneficiary(ies) when you die as long as
you have been paying the required premiums in a timely manner. In some cases, the premium may change from one year to
another based on your age, health, and other factors. In any event, both sides generally benefit from this contractual arrangement.
Your insurance company generates profits by taking advantage of risk pooling and the law of averages, and you obtain valuable
protection that might otherwise be unaffordable or unavailable to you.
Caution: Any guarantees associated with payment of death benefits, income options, or rates of return are based on the
claims-paying ability of the insurer. Policy loans and withdrawals will reduce the policy's cash value and death benefit.

Lay of the land
Things you need to think about: an overview
Unfortunately, personal life insurance is usually not as simple as it might appear on the surface. It's not just a matter of paying a
few dollars in exchange for a promise to pay many more dollars to your loved ones if something happens to you. Life insurance is,
in fact, quite involved and brings into play a variety of complex issues.
For starters, you need to navigate the sea of different policy types and pick the particular kind of policy that best suits you. You
need to determine the appropriate type(s) and amount(s) of life insurance coverage based on your coverage needs, your financial
circumstances, and other factors. Even after you've made all these complicated decisions, there will still be much work to do. You
need to periodically review both your policy and the insurance company behind it. This way, you will be able to assess whether the
policy still offers a good match for you and measure the extent to which you have been satisfied with the company/policy.
Depending on the outcome of your review, you may want to replace or exchange the existing policy, change the level or type of
coverage it provides, leave it as is without making any changes, or transfer ownership of the policy to another party. As you deal
with life insurance through all the steps of this lengthy process, you should be aware of any applicable tax considerations and
understand the general contractual obligations contained in a typical policy.
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Caution: Because of the number and complexity of the issues involved, you should consult additional resources when dealing
with life insurance. These may include a financial planner, a life insurance professional, and a tax advisor.

How do you pick an insurance company and agent?
The choice of an insurance company may be easy if you already have other types of insurance ( auto , homeowners , health , for
example) with a company that you have been happy with. If not, you need to do some research to choose a good company. You
can rely on word of mouth and written resources to give you some idea of a company's reputation for providing good customer
service and quality products. If you want more concrete, quantitative information, consult your financial professional or obtain a
rating of the company from a ratings service organization. These ratings are based on such quantitative measures as a company's
record of meeting its projected dividends and the number of policies retained or terminated in a given year.
Choosing a competent, trustworthy agent who will keep your best interests at heart should be another of your priorities. You can
ask your friends for referrals, request a list of client recommendations, and find out whether the agent is paid on a fee basis or a
commission basis. In any case, since choosing an agent usually means choosing his or her company, your screening process
should be fairly thorough. This process also applies if you choose a broker.

What type of policy should you have?
After you've chosen a reputable insurance company (and agent or broker) in which you have confidence, one of the first questions
you should ask yourself is what type of policy you'll need. In most cases, the choice is far from clear. The type of policy you pick
should be the type that comes closest to providing the range and kind of coverage you need. In effect, asking what type of policy
you need is basically another way of asking what type of coverage you need.
To answer either question, you have to pinpoint exactly what your coverage needs are, based on such factors as age, health,
finances, and family circumstances. A young person will have vastly different coverage needs than an elderly person, just as a
healthy person will have different needs than a chronically ill person. Then you can wade through the various types of policies to
find the best match. Do you need term life or cash value? Do you need whole life, universal life, variable life or variable universal
life ? You will find that each type has its own unique characteristics. For example, some have a level death benefit, while others
have an increasing death benefit option; some have to be renewed periodically, while others do not; some do not allow you to
borrow against the policy, and so on (see Provisions ). However, the differences may be more subtle than that. If so, you need to
be careful and attentive to detail so that you can make the right choice between seemingly similar types of policies.
Caution: Some cash value life insurance policies do not offer a guaranteed return (e.g., variable universal life). These policies
may gain or lose value based on the performance of the underlying investments.
Caution: Variable life and variable universal life insurance policies are offered by prospectus, which you can obtain from your
financial professional or the insurance company. The prospectus contains detailed information about investment objectives, risks,
charges, and expenses. You should read the prospectus and consider this information carefully before purchasing a variable life
or variable universal life insurance policy.

How much coverage do you need?
This may be the question that clients most frequently ask insurance agents and financial planners. Do you need $50,000 of
coverage, $100,000, or maybe more? Unfortunately, there is no simple formula that will instantly yield the right answer.
As with choosing the right type of policy, determining an appropriate level or amount of coverage brings into play a combination of
factors, ranging from your health to your current financial situation to your anticipated family expenses down the road. If you earn
$200,000 a year and want your spouse to be able to maintain the same standard of living when you're gone, you'll probably want
to have more coverage than someone with an income of only $50,000. If you have substantial investments that will generate a
considerable retirement income for your spouse, you can probably opt for a lower death benefit amount than someone with no
asset holdings.
On the other hand, if you have three children who will all be heading off to college within the next 10 years, you may want a higher
coverage amount to ensure that they'll all be able to attend college if something happens to you. These are only a few of the
possible considerations that might affect your decision about coverage level. Although there is no simple magic formula to give
you a definitive answer, there are several mathematical formulas that can help you figure out how much coverage you'll need. The
problem with many of these formulas is that they often fail to take into account other sources of income to which your
beneficiary(ies) will have access when you're gone.
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In any case, most insurance professionals recommend coverage equal to between 5 and 10 times your annual income. However,
when your insurance agent or broker proposes a figure, you shouldn't automatically take his or her word for it and instead, should
get a second opinion or develop a system for estimating your coverage needs on your own.

How do you make your final choice?
Ultimately, your final choice of a policy should be based on the questions addressed above: (1) How do you choose an insurance
company and an agent or broker? (2) What type of coverage do you need and, in turn, what type of policy do you need? and (3)
How much coverage do you need? The rest should be easy if you have selected a company and an agent or broker, decided what
type of coverage and the type of policy you need, and determined an appropriate coverage level figure.
Example(s): Say that you've decided to go with James Hart of Four Aces Insurance. You need $100,000 of death benefit
coverage and feel certain that the type of coverage provided by an adjustable life policy is perfect for you. With Mr. Hart's help,
you can weed out his company's various life insurance policies according to the criteria you have established, and pick the one
that's best for you.

Should you review your policy?
You should generally review your existing policy every one to five years. After all, you want to keep tabs on your insurance
company's performance to see if they're doing a good job. And, more importantly, you want to make sure the policy you chose still
suits your needs and circumstances for both the type and amount of coverage it provides.

Should you make any changes?
Changes to your existing life insurance policy can take a number of different forms. At one extreme, you can replace the existing
policy by switching to a new policy with an entirely different company. You can also exchange the policy, which involves trading in
your existing policy for a different one with the same company. A less drastic measure is to keep the existing policy in place while
changing the level of coverage it provides in the form of death benefits payable to your beneficiary(ies). For entirely different
reasons, you may be inclined to transfer full or partial ownership of the policy to an institution or to another individual. Your
particular circumstances in each case will dictate whether any of these changes are appropriate.
Keep in mind, however, that some of these changes will have adverse consequences, including tax ramifications and costs to you.
Thus, the drawbacks of any change you are considering should always be weighed against the perceived advantages. In many
cases, you may decide that the best strategy is to just leave your existing policy alone without making any changes at all.

What are some other things you should be aware of?
You may approach life insurance with great trepidation. The subject can be complex, depressing, and intimidating as well. The
process of trying to determine if and when you should make any life insurance changes can be difficult too. Nonetheless, as you
go through each of these processes, you should gain a fair understanding of some life insurance basics.
For one thing, you should at least be aware of the basic contractual obligations governing your life insurance policy or, for that
matter, any life insurance policy. Mostly, these include the policy's provisions, options, and riders. An example of a provision is the
suicide clause, which states a policy won't cover death by suicide for a specified time frame, generally the first two years. An
example of an option would be a dividend option that gives you multiple choices as to what you can do with any dividends payable
on the policy. The accelerated death benefit for terminal or catastrophic illness constitutes one example of a rider. You should
actually read your policy to familiarize yourself with some of these terms so that you can discuss it with your agent.
Also, since life insurance involves so many complex tax issues, you should enlist the aid of a qualified tax advisor to help you
understand some of these issues and sort out the tax implications of any decisions you make. Among other things, you should
know that life insurance has a very specific definition for income tax purposes, that the growth of a cash value policy is usually tax
deferred, and that there may be special tax rules governing the taxation of dividends and benefits.
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What are the basic types of life insurance?

One of the best ways to protect against the financial consequences of a primary wage earner's premature death is life insurance.
However, choosing from the many types of life insurance policies that are available can be a difficult process. A few main
categories are described here to help you search for a life insurance policy that is appropriate for you.
Keep in mind that the cost and availability of insurance depend on factors such as age, health, and the type and amount of
insurance purchased. Before implementing a strategy involving insurance, it would be prudent to make sure that you are
insurable.
Term life insurance
Term life insurance is the most basic and usually the most affordable. Policies can be purchased for a specified period of time. If
you die within the time period defined in your policy, the insurance company will pay your beneficiaries the face value of your
policy.
Policies can usually be bought for one- to 30-year time spans. Annual renewable term insurance usually can be renewed every
year without proof of insurability, but the premium may increase with each renewal. Term insurance is useful if you can afford only
a low-cost option or you need life insurance only for a certain amount of time (such as until your children graduate from college).
Permanent life insurance
The other major category is permanent life insurance. You pay a premium for as long as you live, and a benefit will be paid to your
beneficiaries upon your death. Permanent life insurance typically comes with a "cash value" savings element. There are three
main types of permanent life insurance: whole, universal, and variable.
Whole life insurance. This type of permanent life insurance has a premium that stays the same throughout the life of the policy.
Although the premiums may seem higher than the risk of death in the early years, they can accumulate cash value and are
invested in the company's general investment portfolio. You may be able to borrow funds from the cash value or surrender your
policy for its face value, if necessary.
Access to cash values through borrowing or partial surrenders can reduce the policy's cash value and death benefit, increase the
chance that the policy will lapse, and may result in a tax liability if the policy terminates before the death of the insured. Additional
out-of-pocket payments may be needed if actual dividends or investment returns decrease, if you withdraw policy values, if you
take out a loan, or if current charges increase.
Universal life insurance. Universal life coverage goes one step further. You have the same type of coverage and cash value as
you would with whole life, but with greater flexibility. Once money has accumulated in your cash-value account, you may be able
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to vary the frequency, as well as the amount, of your premiums. In fact, it may be possible to structure the policy so that the
invested cash value eventually covers your premium costs completely. Of course, it's important to remember that altering your
premiums may decrease the value of the death benefit.
Variable life insurance. With variable life insurance, you receive the same death protection as with other types of permanent life
insurance, but you are given control over how your cash value is invested. You have the option of investing your cash value in
stocks, bonds, or money market funds. The value of your policy has the potential to grow more quickly, but there is also more risk.
If your investments do not perform well, your cash value and the death benefit may decrease. However, some policies provide a
guarantee that your death benefit will not fall below a certain level. The premiums for this type of insurance are fixed, and you
cannot change them in relation to the size of your cash-value account.
Variable universal life is another type of variable life insurance. It combines the features of variable and universal life insurance,
giving you the investment options as well as the ability to adjust your premiums and death benefit.
As with most financial decisions, there are expenses associated with life insurance. Generally, life insurance policies have
contract limitations, fees, and charges, which can include mortality and expense charges, account fees, underlying investment
management fees, administrative fees, and charges for optional benefits. Most policies have surrender charges that are assessed
during the early years of the contract if the contract owner surrenders the policy. Any guarantees are contingent on the financial
strength and claims-paying ability of the issuing company. Life insurance is not guaranteed by the FDIC or any other government
agency; it is not a deposit of, nor is it guaranteed or endorsed by, any bank or savings association.
Withdrawals of earnings are taxed as ordinary income and may be subject to surrender charges plus a 10% federal income tax
penalty if made prior to age 59½. Withdrawals reduce contract benefits and values. For variable life insurance and variable
universal life, the investment return and principal value of an investment option are not guaranteed and fluctuate with changes in
market conditions; thus, the principal may be worth more or less than the original amount invested when the policy is surrendered.
Variable life and variable universal life are sold by prospectus. Please consider the investment objectives, risks, charges, and
expenses before investing. The prospectus, which contains this and other information about the variable life or variable universal
life insurance policy and the underlying investment options, can be obtained from your financial professional. Be sure to read the
prospectus carefully before deciding whether to invest.
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IMPORTANT DISCLOSURES
Securities and Advisory Services offered through Cadaret Grant & Co., Inc., a Registered
Investment Advisor & Member FINRA / SIPC. www.finra.org
m2 Asset Management, Inc. & Cadaret Grant & Co., Inc. are separate entities.
OSJ Office: 100 Madison St., Ste. 1300, Syracuse, NY 13202 / (315) 471-2191
Disclosure:
Performance figures displayed herein represent past performance and are not predictive of future
results. The investment return and principal value of an investment will fluctuate so that an investor’s
shares/units, when redeemed, may be worth more or less than the original cost. Investment
securities are not FDIC-insured, nor are they deposits of, or guaranteed by, a bank or any other
entity.
The information has been gathered from sources believed to be reliable, however, m2 Asset
Management and Cadaret, Grant do not guarantee the accuracy or completeness of the information,
do not provide tax, legal, or accounting advice, and clients should consult their tax, legal or
accounting advisor as appropriate.
To the extent that this material concerns tax matters, it is not intended or written to be used, and
cannot be used, by a taxpayer for the purpose of avoiding penalties that may be imposed by law.
Each taxpayer should seek independent advice from a tax professional based on his or her
individual circumstances.
These materials are provided for general information and educational purposes based upon publicly
available information from sources believed to be reliable — we cannot assure the accuracy or
completeness of these materials. The information in these materials may change at any time and
without notice.
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