LIFE INSURANCE:

TERM VERSUS PERMANENT

This primer explains the different approaches and when one might work better than the other.

BY DAVID MANDELL, JD, MBA, AND JASON O'DELL, MS, CWM

ife insurance is part of nearly every retina specialist’s

wealth planning. This is not surprising, because those

with dependents use it to protect future income for

their family’s well-being in case of an untimely death.

However, life insurance can help achieve other planning
goals, including asset protection, tax diversification, wealth
creation, and estate tax planning. To achieve these goals
and more, doctors have two types of life insurance policies
to consider: temporary (term) and permanent (cash value).
This primer outlines the basics of both life insurance options
to help you use them appropriately for far more than
protecting against a worst-case scenario.

TERM LIFE INSURANCE

Term insurance is the least costly type of life insurance;
because you are only paying for death benefit, there is no
accumulation element. Thus, term insurance offers peace of
mind for a limited time. For those nervous about investing
in something that follows them throughout their lives (an
understandably daunting prospect), term insurance offers a
compromise between providing something versus nothing
for their loved ones in the event of death.

As the name implies, term coverage lasts a finite time—
usually between 10 and 30 years—with the average policy
having a 20-year term. During this time, premiums are an
expense; the policy doesn’t accrue any value, but the benefi-
ciaries receive a payout if you pass while the policy is active.

For ophthalmologists, this can be a cost-effective way to
ensure that, if they die, their families receive a short- or long-
term (depending on the payout amount) income replace-
ment. This gives the beneficiaries the time they need to
mourn and regroup without worrying about finances.
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PERMANENT LIFE INSURANCE

Looking at life insurance as an investment instead of a
cost opens you up to a plethora of other long-term options
that fall under the umbrella of permanent (or “cash value”)
life insurance.

Like term insurance, permanent life insurance poli-
cies offer a payout to the beneficiaries in the event of the
covered person’s passing. However, this category of insur-
ance also carries cash value along with the death benefit.
Provided the premiums are paid regularly, permanent
insurance can last for the policyholder’s entire life.

Although permanent life insurance premiums are higher
than term policy premiums, this type of coverage will even-
tually move from an expense to an investment. As you pay
your premiums, your policy should begin to accrue tax-free
cash value, which is attractive to many physicians. After a
pre-determined period (covered in your policy terms), you
can access this cash value if you need funds.

Within the permanent life insurance umbrella are
five different types of policies, three of which are more
commonly used. The two types of policies not covered here,
and used less frequently by physicians, are variable life and
variable universal life insurance, both of which have greater
downside risk and upside potential.

Within the scope of insurance, whole life is often
compared with term. This coverage type has existed for
decades, becoming a preferred policy in the 1940s and
beyond. Whole life has evolved since its inception, but the
original “til-death” policy continues to remain popular.

Whole life insurance premiums are fixed and do not



increase throughout your lifetime—as long as you pay them
on time. The coverage pays a death benefit to the policy’s
beneficiary (named by you) and provides a cash value
account into which you can invest part of your income while
ensuring tax-deferred cash accumulation.

Whole life coverage is frequently used to complement a
savings account once your emergency safety net is covered.
If you don’t need to access your funds and want them
to grow faster than they would in savings, the whole life
premium does the work for you, typically increasing with
the insurance company’s annual dividends.

Also, if you need to borrow from the cash value of your
policy, you can. Provided you have structured the policy
correctly, the earnings are accessible tax-free. Whole life
insurance is ideal for those looking for benefits such as:

+ Tax reduction

« Asset protection

« Estate planning

+ Wealth accumulation

« Asset class tax diversification

However, whole life insurance is tied to the insurance
company’s investments. You don’t get to diversify where
your premium goes or move it between accounts. And
once you've chosen a death benefit amount, you can’t
change it. If these factors are important to you, universal
life insurance may be a better fit.

Universal life insurance works similarly to whole life
coverage, but it provides flexibility in the premium and
death benefit choices. With universal life, your cash value
should grow as interest paid by the insurance company. If
the company’s investments do well, you'll reap the benefits
of your policy’s cash accumulation. However, should the
company’s investments do poorly, your interest return will
likely reflect this. When that happens, less money is available
to cover your death benefits, and you'll need to pay higher
premiums to meet the gap. Another option for universal
life policies may be to reduce the death benefit, a flexibility
option not available with whole life insurance.

A subset of universal life coverage, equity-indexed
universal life insurance (EIUL) provides the policyholder with
premium and policy flexibility. You can choose from a list of
stock market indices in which the insurance company will
invest your premium and grow your cash value at the same
rate as stock market returns, with a cap and a floor. There
are numerous investment options and elements to select
with EIUL policies, and they need to be managed closely. As
such, it is essential to work with an insurance specialist when
investing in this type of policy.

PLAN AHEAD FOR PEACE OF MIND

While life insurance is a fundamental planning tool for
many retina specialists, there are a host of options in the
marketplace, falling under two broad categories: term and
permanent insurance. We both use term and permanent
policies in our personal planning because we recognize
that each category has its benefits, risks, and use cases. We
encourage all physicians, including retina specialists, to
become more educated on them as well. m

SPECIAL OFFER: Mr. Mandell and OJM Group partners are
pleased to to offer their latest book, Wealth Strategies for
Today’s Physician: A Multi-Media Playbook. The Playbook’s
innovative format features more than 90 links to videos and
podecast episodes to enhance important financial topics for
physicians. To receive a free print copy or ebook download,
text RETINA to 844-418-1212, or visit www.ojmbookstore.
com and enter promotional code RETINA at checkout.

The information in this communication was prepared for
educational purposes only and is not a solicitation to buy or
sell any security or insurance product, nor an offer to provide
investment advice. All examples are for illustrative purposes
only and may not be relied upon for investment decisions.

It should not be assumed that recommendations made in
the future will be profitable or will equal the performance
of the investment recommendations contained in this
communication; nor should any past recommendation be
taken as personalized investment advice.

Nothing contained herein should be construed as legal
or tax advice and is not intended to replace the advice of a
qualified tax advisor or legal professional. The information
presented may have been compiled from third-party sources
we believe to be reliable but cannot guarantee its accuracy
or completeness.

Investing involves market risk, including possible loss of
principal, and investment objectives are not guaranteed.

Earned (www.earned.com) is an SEC-registered investment
adviser. Additional information about Earned, including its
services and fees, is available at http://adviserinfo.sec.gov/. m
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