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Life Insurance Options

Life insurance can be an important part of estate planning, especially for the parents of young children or a disabled child.

The purpose of an insurance policy is to provide cash for the beneficiaries upon the premature death of the policyholder.

For a person that does not receive regular income from investments or other assets, an insurance policy can replace lost

ear ned income.

The following is an overview of some of the available life insurance options.

Term Life Insurance

Pros

• It is relatively inexpensive

• Var ious policy terms of coverage are available

Cons

• It is subject to cancellation

• Premiums become more expensive as the policyholder ages

The policyholder of term life insurance receives coverage for a certain amount of time specified in the policy. Because it

only covers a specified period and the premium only pays for the insurance policy, this is the least expensive type of insur-

ance available. Ter ms of coverage, for instance, may range from 5, 10, or 20 years. Once the term ends, the policyholder

may have the option to renew the policy beyond the original term but the premium usually increases with each renewal.

Depending on the insurance company, a policyholder may have sev eral options under term life insurance. For instance,

many policies can be:

• Renewed: Upon termination, a policyholder may continue coverage by paying a new premium and renewing cover-

age for a new ter m.

• Converted: During the policy term, the policyholder may change from term life to a per manent life insurance option

offered by the insurer.

Term insurance is not appropriate for all types of policyholders. For instance, ter m life insurance may be most beneficial to

a person with young children or for a person with temporar y expenses, such as a home mortgage or an auto loan. Ter m

insurance is less desirable for a person living off investments and retirement income.

Permanent Life Insurance

Pros:

• It is not subject to cancellation unless the premium is not paid

• It endures for the life of the policyholder

• It is a type of investment

• Tax benefits may apply

Cons

• It is expensive

• Commissions and fees may be high

• Policies are complex

Permanent life insurance is more expensive than term life insurance because it is effective dur ing the entire life of the poli-

cyholder (as long as the premiums are paid) and the excess paid into the policy is invested. In general, the premium



remains the same over the entire length of the policy. The excess that accumulates from the premium may yield dividends

or interest; the policyholder will receive some of this return. The policyholder can choose to apply the investment income

to the reserves, borrow against the cash value, or ter minate the insurance policy and receive the cash surrender value.

The growth in the value of the reserve is tax deferred under federal tax law, unless the policyholder receives the money. In

some cases, a par tial withdraw al will escape tax liability.

Permanent life insurance is beneficial for someone with a child with special needs or for someone that expects estate

taxes to be high.

The following are the var ious types of permanent life insurance options:

Whole Life Insurance

Whole life insurance provides the policyholder with lifelong coverage as long as they pay the fixed premium amount

throughout their life. In general, the younger the policyholder is when beginning coverage, the less expensive the annual

premiums will be. As the policyholder pays into the life insurance policy, the cash reserve continues to build. The policy-

holder may borrow from the cash reserve at the current policy loan interest rate or surrender the policy and receive the

cash value of it.

Universal Life Insurance

Universal life insurance combines flexibility with the accumulation of investment income. The following are the benefits of

universal life insurance:

• Can change the amount of life insurance

• Can adjust the death benefit and premium payments within the limitations of the policy

• The account value earns tax-deferred interest

• The net cost of the policy is less than whole life insurance

• Can borrow or withdraw money from the cash reserve

Variable Life Insurance

A var iable life insurance policy allows the policyholder to invest cash reserves into stocks, bonds, and securities. The poli-

cyholder will bear some of the risk, but the insurance company will guarantee a certain return on the investment. Conse-

quently, the death benefit depends on how well the investments perfor m.

Variable Universal Life Insurance

Variable universal life insurance is a combination of the flexibility of universal life insurance with the investment strategy

and the risk factor of var iable life insurance.

Single Premium Life Insurance

The policyholder of single premium life insurance will pay the entire premium amount in one up-front payment. The bene-

fits include the immediate accumulation of cash value, the elimination of cancellation, and the distribution of tax-free pro-

ceeds to the beneficiaries.

Sur vivorship Life Insurance

Sur vivorship life insurance, also referred to as "second to die" insurance, is a single policy that insures two people, usually

spouses, for a single insurance benefit. When the first person on the policy dies, the survivor continues making payments

on the premium. Only after the survivor dies does the insurance company pay the beneficiaries of the policy.

This insurance policy is appropriate for wealthy couples that expect substantial estate taxes or for people with non-liquid

assets like a family business. In this situation, the proceeds from the insurance policy can be used to buyout an ownership

interest.
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