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Many people don’t know one kind of life 
insurance policy from another. Chances are 

good that even if you own life insurance 
you may not know what kind of policy you 

own nor how it works. 

Life Insurance is an asset to you if you own 
the right kind of policy, but it can also be 
very expensive, even a waste of money, if 
you get a policy that doesn’t provide you 
with guarantees or adequate protection.  

This booklet will give you a working knowl-
edge of how each type of life insurance 

policy works so that you can get the best 
kind of life insurance policy. Believe it or 

not, once you have read and absorbed the 
knowledge in this short booklet you will 

probably know more than most life insur-
ance agents about how each type of life 

insurance policy works.

To The Reader:
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When it comes to getting life 
insurance, you might feel like a 

kid at Baskin-Robbins for the first time 
ever. In other words, you know what 
you want, you just don’t know what 
flavor to choose.

To choose the best kind of life 
insurance it is helpful to know 
that there are just two types of life 
insurance 
1. Temporary Life Insurance and
2. Permanent Life Insurance

In the Temporary life insurance cat-
egory, there are all kinds of Term life 
insurance policies.  In the Permanent 
life insurance category, there are two 
major kinds of policies; Whole Life pol-
icies and Universal Life policies.

Starting with 
the Temporary 
life insurance 
category:

There are 4 mainstream term 
insurance policies that are available:

1. Guaranteed Level Term
2. Convertible Term
3. Recap Term and
4. Yearly Renewable Term

In a nutshell, here’s how each of these 
policies work:

Guaranteed Level Term is generally 
available for 10 years, 15 years, 20 
years and sometimes even 30 year 
terms. During the term of the policy, 
the premium and death benefits 
are guaranteed to remain level.  
Guaranteed Level Term is considered 
by many to be the cheapest type of 
term insurance.

Convertible Term could really be 
called “Guaranteed Level Convertible 

Term” because it is nearly 
a carbon copy of 
Guaranteed Level 

term. Convertible Term, 
however, gives the owner 

the ability to convert temporary 
coverage into a permanent life 
insurance policy during the specified 

What Is The Best Kind 
Of Life Insurance?
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term of the contract. Usually the 
Convertible Term policy will become 
available for conversion after it has 
been inforce for at least one year 
and remain convertible through the 
2nd to last year of the contract or 
until the insured reaches a specified 
age, often age 691/2. Convertible 
Term is slightly more expensive than 
Guaranteed Level Term because of the 
convertibility option.

Recap Term provides the owner with 
the ability to recapture previous 
premiums paid in the form of 
premium credits when the policy 
is converted to a permanent life 
insurance policy. Recap Term is a lot 
like Convertible Term with an extra 
option that gives a great window 
for premium recovery. Recap Term 
is significantly more expensive than 
Convertible Term and Guaranteed 
Level Term because of the premium 
recapture option.

Yearly Renewable Term, except when 
used for a very brief time, is the most 
expensive type of term insurance.  
Yearly Renewable Term has a 
premium that will increase every year 
while providing the same amount of 
death benefit. It comes with a period 
of insurability which guarantees the 
owner’s right to renew coverage for 
a specified amount of time without 

requiring another medical exam. 
Initially, the premium for a Yearly 
Renewable Term policy will be lower 
than any level term policy, but it 
will steadily increase until it is much 
greater.

If you compare these 4 types of 
temporary life insurance policies on 
the following criteria:
•	 Death benefit
•	 Steady coverage
•	 Affordability
•	 Ability to recover premium
•	 Convertiblity to 

permanent coverage

See the results on page: 3

As you can see all of these Term 
policies offer a death benefit and all of 
them offer the ability to have steady 
coverage during the term of the 
policy. 

On the affordability scale, Guaranteed 
Level Term and Convertible Term 
take the cake because they have 
the lowest premiums over time. The 
premium for Recap Term steps up 
considerably because of the recap 
ability. Yearly Renewable Term is the 
most expensive over time, so neither 
of the latter two policies get points for 
affordability.
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When looking at the ability to recover 
premium, Recap Term stands head 
and shoulders above the rest. Aside 
from receiving a death benefit, 
Convertible Term is the only other 
term policy that allows you to recover 
some premiums paid, although in 
a much more limited amount than 
Recap Term.

In these 5 areas, Convertible Term 
scores the highest, bringing a good 
balance of affordability and an option 
for continued coverage along with 
some, but limited, premium recovery 
ability.

Pro Tip:  Before buying Convertible 
Term it is important to know what 

type of permanent policy you will 
be able to convert to later. Some 
Convertible Term policies have limited 
options and you don’t want to sign up 
for a surprise later on.

Moving to the Permanent Life 
insurance category:

There are 2 types of life insurance 
policies that are classified as 
permanent: Whole Life and Universal 
Life. Everything else is a variation 
of one or the other. Included in this 
list are some of the most common 
variations of each.
1. Whole life
2. Participating Whole Life
3. Universal Life
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4. Variable Universal Life
5. Indexed Universal Life

In a nut-shell, here’s how each of these 
policies work:

Whole life (WL) insurance provides 
a guaranteed death benefit in 
exchange for a level premium for the 
whole life of the insured. In addition 
to providing a death benefit, it also 
builds cash value in the policy which 
is an amount of money the policy 
owner can access as a loan against 
the policy or as a withdrawal from the 
policy. Cash value in a WL policy is 
guaranteed to equal the death benefit 
of the policy either when the insured 
reaches 100 years of age or 120 years 
of age, depending on the type of 
policy.

Participating Whole Life insurance 
(PWLI) is whole life insurance with 
one difference: It can pay dividends 
to the policy owner.  Life insurance 
dividends are tax-free, and so this 
makes PWLI more desirable than 
regular WL insurance to most people.

Universal Life (UL) insurance is built 
on a chassis of Yearly Renewable 
Term insurance a product you will 
recognize from the temporary 
insurance section. In addition to 
providing a death benefit, Universal 

Life also has cash value. Cash value 
in a Universal Life insurance policy is 
money left over from premium after 
the cost of insurance, policy charges 
and fees have been deducted by the 
insurance company. Cost of insurance, 
policy charges and fees are deducted 
from the cash value on a monthly 
basis. The cash value also is credited 
with an interest rate on a monthly 
basis. The interest rate is determined 
by the insurance company, but there 
is often a guaranteed minimum rate, 
2% is common.

Variable Universal Life (VUL) insurance 
is a variant of Universal Life. The 
difference is that the policy owner can 
designate the cash value to various 
“separate accounts” which behave like 
mutual funds and may be invested in 
the stock market. Doing this creates a 
potential for larger growth, but it also 
increases risk to the policy owner.

Indexed Universal Life (IUL) 
insurance, sometimes called Equity 
Indexed Universal Life insurance, is 
another variation of Universal Life 
insurance. The difference is that the 
credited interest rate, instead of 
being determined by the insurance 
company, is pegged to an index, like 
the S&P 500 or the Dow Jones.

If you compare these 5 types of 
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permanent life insurance policies on 
the following criteria:
•	 Death benefit
•	 Compound annual growth rate
•	 Fixed cost of insurance
•	 Dividend paying
•	 Guaranteed sustainability 

with level premium

Here are the results:

All of these types of permanent 
policies provide death benefit. All 
of them also provide a compound 
annual growth rate.

When it comes to cost of insurance 
however, only the Whole Life policies 

offer a fixed cost of insurance.  This 
stands to reason because Yearly 
Renewable Term, covered earlier, has 
an increasing cost of insurance and 
Universal Life insurance is built on a 
Yearly Renewable Term chassis.

There is only one policy that scores 
in the dividend paying category. 
Participating Whole Life Insurance.

In the final category, once again, 

both Whole Life policies score. 
It stands to reason that only the 
Whole Life policies would make 
the final category of:  Guaranteed 
sustainability with level premium 
because premium hinges on the 
cost of insurance and Whole Life and 
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Participating Whole Life both have 
fixed costs of insurance. Universal 
Life, and its variations, VUL and IUL 
have a chance at being sustainable 
with a level premium only if the rate 
of return is high enough to offset 
the increasing cost of their Yearly 
Renewable Term insurance feature. 
The return required to make that 
happen though would be greater 
than the guaranteed minimum (i.e. 
2%), so even if it did generate a high 
enough return to sustain the policy 
with a level premium, it would not 
be “guaranteed.” If the returns in a 
Universal LIfe policy, or one of its 
variants, does not cover the increasing 
cost of insurance, the insurance 
company will bill the policy owner 
for extra premium, thus making it a 
contract with an increasing premium, 
not a level premium.

In these 5 areas, Participating Whole 
Life Insurance scores the highest. It 
provides the security of a guaranteed 
sustainable death benefit with 
a level premium which makes it 
truly permanent. In addition, it also 
provides a compound annual growth 
rate which is reflected in the cash 
value, and of course, it is the only one 
that pays a dividend.

Pro Tip: When buying a Participating 
Whole Life Insurance policy it is good 

to find out how long the insurance 
company offering the policy has been 
paying a dividend.  Some companies 
project higher dividends than others, 
but dividends are not guaranteed so 
the dividend paying history of the 
company is important to consider 
when purchasing a Participating 
Whole Life policy. Also, there are many 
riders available that can be attached 
to a Participating Whole Life policy, 
some riders provide increased cash 
value by adding paid-up insurance 
to the policy, some riders provide 
early access to a portion of the death 
benefit if the insured becomes ill, and 
some riders will pay policy premiums 
in the event of disability. It is good 
to find out what riders are available 
and how they work, so that you can 
have your Participating Whole Life 
Insurance policy custom designed to 
meet your specific life insurance and 
financial needs.

So, what is the best kind of life 
insurance?  The answer depends on 
your current situation and your future 
goals.

If you want Permanent life insurance 
that is guaranteed to last your whole 
life, it’s hard to go wrong with a well-
designed Participating Whole Life 
Insurance policy, but remember even 
though cash value in Participating 



7

What Is The Best Kind Of Life Insurance?

Whole Life Insurance will eventually 
exceed the amount of premiums 
you’ve paid, effectively eliminating 
the cost of insurance completely, 
the initial yearly outlay will be much 
higher than the premium on a Term 
policy for the same amount of death 
benefit.

That’s why it is good to know that you 
can also get a Convertible Term policy 
that will convert to a Participating 
Whole Life Insurance policy when 
your cash flow will allow you to 
increase your annual premium to 
provide the permanent life insurance 
coverage you need.

Pro Tip: When buying life insurance, 
ask all of your questions. If you don’t 
understand something, ask about 
it.  You shouldn’t feel stupid for not 
understanding something. After all, 
life insurance is not your specialty. If 
the life insurance agent insinuates 

that you are stupid or can’t answer 
your questions, move on. Find 
someone who is knowledgeable and 
will treat you kindly. And then make 
sure the policy is what you want, 
not just what the insurance agent 
is trying to sell you. Be sure to read 
the contract thoroughly before you 
sign, you don’t want to have any 
unwelcome surprises.

If you already own life insurance, 
you should review the life insurance 
you currently own yourself or get an 
independent life insurance review 
to make sure it is the best kind of life 
insurance for you. n
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