
Types of Life Insurance 
There are a number of different types of life insurance policies available. Here are some basic choices. 
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      Term Life Insurance:   
      Term insurance is life insurance for a specific period of time. It 

only pays benefits only if the insured dies before the term 
expires. Term insurance is recommended by many independent 
insurance analysts as the best life insurance option for most 
people. It offers two outstanding attractions:  It costs 
considerable less than other forms of life insurance and it can 
easily be adjusted to reflect changing needs.  

  Annual renewable term (ART) insurance offers two options 
depending on individual needs.  The first is a decreasing face 
value policy, in which either the premium is fixed but the death 
benefit steadily decreases or the premium falls at a slower rate 
than the death benefit.  This type of insurance is justified if the 
financial needs of the individual's dependents are expected to 
increase.  An example is insurance for the non-wage earner of a 
one-income family in which one spouse contributes 
housekeeping and child-care service in lieu of wage income;  as 
the children grow up, the cost of replacing the homemaker's 
services decreases.  

The second option in term insurance is a fixed face value 
policy, in which premiums increase to reflect increasing age.  
With this option, analysts strongly advise a guaranteed renewal 
option, which increases the premium slightly but allows the 
insured to renew a policy for one-year or multiple-year terms 
without passing a medical examination or furnishing other proof 
of insurability.  This added option is invaluable in case of severe 
illness or disability that would make the policyholder otherwise 
uninsurable. 

 
Whole Life Insurance: 
Whole life insurance is the oldest form of cash-value insurance, 
and although newer forms of cash-value insurance with more 
attractive features have been introduced, whole life is still widely 
used.  

 With whole life insurance, policyholders pay a fixed premium 
for insurance as long as they live,  and the insurance company 
pays a set amount on their death.  Whole life insurance has two 
compounds, a pure insurance protection and a savings aspect.  
Because the face value and the premium remain stable 
throughout the life of the policyholder, there is overpayment at 
the beginning of the policy and, ideally, a lower-than-average 
cost in later years.  Part of the premium is deducted by the 
insurance company for protection and is not recoverable.  The 
rest is invested by the company, which then pays interest to the 
policyholder. The capital and the interest belong to the 
policyholder in the form of cash value, which can be taken out in 
loans or added to the death benefit. 

 

Variable Life Insurance: 
As with whole life insurance, portion of the premium of a variable 
life insurance policy is used to buy pure insurance while the rest is 
invested, and the return is used to build up cash values for the 
policyholder.  Whereas whole life premiums are invested in low-
yielding bonds and securities, variable life premiums are kept 

separate from the company's general portfolio and invested 
according to the policyholder's preference--stocks, bonds, or 
money market funds.  Several times a year, policyholders may 
switch between funds without penalty.  The insurance company 
manages large portfolios of stocks and bonds; the policyholder 
must decide when to move funds in or out of the stock market and 
must make his or her own decision on market turns.  Insurers 
typically offer a choice of several investment portfolios consisting 
of money market funds, domestic fixed-income and stock funds.  It 
is not unusual for the insurers, often in joint ventures with well-
known investment management firms, to offer a dozen or more 
portfolios.  Valuations of these portfolios are summarized in 
Barron's, and performance is monitored by Morningstar.  

 
Universal Life Insurance: 
Universal life policies separate the insurance component from the 
cash value. The premiums paid for universal life can be varied 
within a certain limit and are divided in three ways.  A charge is 
made for pure protection or the equivalent of term insurance; 
company fees and profits are extracted; and the money that 
remains s the cash value of the policy and earns interest according 
to a company contract or an agreed-on financial index.  Unlike the 
cash value of a traditional whole life policy, a universal life policy 
grows in cash value at a variable rate. Annual premiums can also 
vary within limits, unlike the fixed annual premiums of a standard 
whole life policy.  
 

Variable Universal Life Insurance (VUL): 
Variable universal life insurance combines the investment options 
offered by variable life policies with the flexible premiums and 
death benefits that universal life policies provide.  For some people, 
especially higher-income individuals who like to take a hands-on 
approach to their investments, variable universal life may be an 
attractive life insurance and investment options.  The premiums 
paid on variable universal life policies, like those paid for all cash-
value policies, are divided into three parts. One part pays insurance 
company fees and charges, one part buys pure insurance, and one 
part is invested to build up the policy's cash value.  Unlike universal 
life coverage, where the cash value portion of the insurance is 
invested in cash-equivalents, the cash component of variable 
universal life is invested in stock or bond mutual funds.  The 
policyholder is given a menu of mutual funds and allocate the cash 
among these funds according to the individual investment 
preference.  The funds offered by the insurance company are 
usually managed either by the insurance company's investment 
department or by the nationally prominent investment companies. 

 


