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Would you like to buy term life insurance that pays back the premiums you paid
over the life of the policy?

Many people would love that deal. Perhaps they can’t afford permanent life in-
surance with its investment component, or they hate “wasting” their premium
dollars on term insurance for which they’ll likely never collect any death benefits
because most don’t keep it late in life because it becomes so expensive.

In recent years, insurance companies have promoted a concept called return-of-
premium term life insurance, which pays back in a lump sum all the premium
dollars insured's pay into their policy as long as they keep the policy for its full
term. It sounds like a good deal, but some financial planners and insurance ex-
perts express caution.

Say you need a $500,000 term policy for the next 30 years. A regular term policy
with an insurer rated A+ would cost a nonsmoking male, qualifying for preferred
plus, around $410 annually, according to quotes provided by the online insurance
broker AccuQuote. If you lived to the end of the term, you would have shelled
out $12,300 in premiums, and the policy’s death benefits would not have been
paid out.

A comparable return-of-premium term policy would cost $605 a year, according
to AccuQuote. If you keep the policy in force the full 30 years, you’d get back all
$18,150—tax free—the you paid in premiums. Or looked at in another way, for
the $5,850 you paid in extra premiums, you’d get back the $12,300 in premiums
you wouldn’t have gotten back at all if you’d bought the regular term.

For some needing insurance, this can be a good deal. But there are some catches.
The first, of course, is whether you can realistically afford the higher premiums.
For our example, the annual

premiums for the return-of-premium policy are 47 percent higher than the premi-
ums for the standard term policy.

That difference jumps dramatically the el ol b

shorter the term. A $500,000 standard Return of Premium Life Insurance is mar-
term policy for 15 years would cost $210 keted under many names: Cash Back Life

. Insurance, Refund Term, Zero Cost Life,
a year—but $1,035 for an ROP pOhCy’ Premium Back Life, Money Back Life, etc.

apcording to AccuQuote. That’s five ROP should not be viewed as an investment
times the cost! (ROP premiums are vehicle, you are simply buying the right to
higher, the shorter the term, because get your money back at some time in the

future. And, this right can be jeopardized if a
policy is cancelled or the same class of poli-
cies is not renewed.

the company has fewer years to earn
the money necessary to pay back the
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premiums plus cover costs and profit.)

The differences are larger the older you are when you take out the policy. A 40-year-old who wants 15 years of
$500,000 coverage would pay $285 for a standard term policy, but six times that—S$1,715—for ROP coverage.

Yet most financial planners strongly recommend that the first priority for life insurance is to have sufficient cover-
age. If you can’t realistically afford ROP coverage for the amount you need, but you can for regular term, you proba-
bly should go with the regular term. You also don’t want the higher ROP premiums derailing contributions to retire-
ment plans or excluding other insurance needs such as disability coverage.

Even assuming you can afford ROP, there is the question of whether you’ll actually keep the policy for the full term.
A few companies will refund a portion of your premiums if you drop the policy before the term is up, but it’s not a
large portion. And if you surrender the policy in its early years, you might receive no refund at all and even pay sur-
render charges.

Historically, holders of term insurance keep their policies for an average of only eight or nine years before they ei-
ther drop coverage or switch policies. Yet over 20 or 30 years, you might go through some difficult financial times
and be forced to drop the steeper-priced ROP policy.

Some critics of these policies argue that people would be better off buying a cheaper standard term policy and in-
vesting the difference that would have gone to ROP premiums, particularly if they can invest in a tax-deferred retire-
ment account.

Proponents counter that many people are not disciplined enough to consistently and wisely invest the difference.
They claim you’d have to earn six to eight percent annually to accumulate an amount equal to the amount of the re-
turn of premium. Furthermore, that invested amount will eventually be taxed, unlike the ROP refund.

All written content on this site is for information purposes only. Opinions expressed herein are solely those

of Martin Mesecke, Principal, Self Worth Financial Planning. Material presented is believed to be from reliable
sources and we make no representations as to its accuracy or completeness. All information and ideas should be
discussed in detail with your individual advisor prior to implementation.

Fee-only financial planning and investment advisory services are offered through Self Worth Financial Planning, a
registered investment advisory firm in the state of Texas. The document and its presence on this web site on the
Internet shall in no direct or indirect way be construed or interpreted as a solicitation to sell or offer to sell invest-
ment advisory services to any residents of any state other than the state of Texas. We are legally empowered to pro-
vide investment advisory services to residents of Texas and where otherwise legally permitted.
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