
Term
vs.
Permanent
Life Insurance

Permanent life insurance provides lifelong protection, 
and usually the ability to accumulate cash value on a 
tax-deferred basis. Unlike term insurance, permanent 

coverage will remain in force as long as you continue to 
pay your 

premiums. 

Why would an individual need coverage for an extend-
ed period of time? Because contrary to what many 
think, the need for life insurance often persists long 
after the kids have graduated from college or the 

mortgage has been paid off. If you died the day after 
your youngest child graduated from college, your 

spouse would still be faced with daily living expenses. 
And what if your spouse outlives you by 10, 20 or even 
30 years? Would a financial plan without life insurance 

enable your spouse to maintain the lifestyle  you 
worked so hard to achieve? And would you be able to 

pass on something to your children or 
grandchildren?

Another key characteristic of permanent insurance is its 
cash value. Permanent insurance is often referred to as 
cash-value insurance because these policies can build 

cash values over time, as well as provide a death benefit 
to beneficiaries.

Cash value, which accumulates on a tax-deferred basis, 
can be accessed through policy loans or with dividends 

and can be used for any purpose you wish.

Consider this analogy, when you purchase permanent 
insurance, it’s like purchasing a house. When you buy a 
home, you assume ownership of the property until you 
sell it, and you enjoy the benefits of ownership and the 

development of equity. The “equity” that 
develops in a life insurance policy is cash value.

Permanent = Own Term = Rent

Life insurance coverage is an essential part of an 
effective financial plan. But what kind of 
insurance is right for you? Much depends on your 
circumstances and the kind of financial 
protection you need. There are advantages and 
consequences to both permanent
and term life policies. 

As the name implies, term insurance provides protec-
tion for a specific period of time and generally pays a 
benefit only if you die during the “term.” Term periods 
typically range from one year to 30 years, with 20 years 

being the most common.

But what happens if you buy a term policy only to 
realize at the end of the term that you still need life 
insurance? That’s a “good news/bad news” story. The 
good news is many policies give you the option to 

renew your policy at the end of the term. The bad news 
is you’ll probably face much higher costs since age is a 

key factor used to determine life insurance 
premiums. 

To renew the policy, you also may have to present 
evidence of insurability, which may mean a medical 
exam and a series of questions about your lifestyle, 
health status and family health history. If you’re still 
relatively healthy, you may re-qualify at a reasonable 
rate. But if your health has deteriorated, it may be too 
expensive to renew your policy, or you may not even 

re-qualify.

So if you’re considering a term policy, carefully consider 
how long you’ll need the coverage. If  your needs really 

are temporary, term insurance is probably the right 
choice. 

To better understand term insurance, consider our 
analogy of buying a home. When you purchase term 
insurance, it’s a little like renting a house. When you 

rent, you get the full and immediate use of the house 
and all that goes with it, but only for as long as you 

continue paying rent. As soon as your lease expires, you 
must leave. Even if you rented the house for 30 years, 

you have no “equity” or value that belongs to you.
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