LIFE INSURANCE

What Is Term Life Insurance?

Term life insurance offers affordable coverage for a set period — here’s how it
works and when it makes sense to buy a policy.

A life insurance policy can provide your family with financial support after you die. Life
insurance can help your beneficiaries with funeral costs, mortgage payments and other
expenses. Term life insurance, the most common type of life insurance policy, also tends to
be one of the least expensive options.

If you want peace of mind knowing your family will have financial help if you die, a term life
policy is one potential solution, but it's important to make sure you understand how the policy
works to verify that it’s the right choice.

What is term life insurance?

Term life insurance provides coverage during a specific period of time, such as 10, 20 or 30
years. If you pass away during that term and you’re up to date on your policy payments, your
insurance will pay a death benefit to your beneficiaries.

If you pass away outside of that term and you haven’t renewed or extended your coverage,
your beneficiaries won'’t receive a benefit.

How does term life insurance work?

When you buy a term life insurance policy, you’re able to choose your term length. Most
terms are between 10 and 30 years, but you'll usually pay higher premiums for a longer
term.

You can also choose your death benefit amount. Determining how much life insurance you
need is a personal choice and you'll need to consider factors like any savings your family
has and the types of expenses your beneficiaries might face after your death.

Unlike other types of life insurance, like whole life insurance, term life insurance doesn’t
have a cash value component, so you're not able to borrow from or withdraw your benefit.



If you die during the policy term, your beneficiaries will receive a benefit. They can use that
benefit for expenses, including funeral costs, daily living expenses, mortgage payments,
future retirement needs, education expenses and more.

You can choose one or multiple beneficiaries, and while it's common for them to be family,
beneficiaries can also be friends, a trust or a charity.

If you're still alive at the end of the policy term, your policy will end without a benefit being
paid out. In some cases, you may have the option to convert the term policy into a
permanent policy at the term end.

Other policies may give you the option to renew the policy, but you'll usually have to
complete a medical exam and will pay higher premiums on the new renewed policy.

Alternatively, some life insurance policies include a return of premium feature that means
you can have some or all of your premiums returned to you if you outlive the term. These
policies tend to have much more expensive premiums than policies that don’t include a
return of premium feature.

What types of term life insurance exist?

There are several different types of term life insurance policies. All of these policies provide
a specified death benefit if you die during the policy term, but there are some key differences
between how they work.

e Level term: Level term policies, which are also called level premium policies, are the
most common type of term life insurance. With these policies, your premium remains
the same during the entire term, and your death benefit is a fixed amount.

e Decreasing term: Decreasing term policies feature a death benefit that gradually
declines each year, but the premium stays the same during the entire policy’s term.

e Increasing term: An increasing term policy features a benefit that increases over the
policy’s term, though the premium stays the same.



e Yearly renewable term: Yearly renewable term policies feature a one-year term, and
you can renew the policy each year. However, the premiums will increase as you
age, so these policies can quickly get expensive.

How much does term life insurance cost?

Since term life insurance provides a benefit only during a limited amount of time, it tends to
be one of the least expensive types of life insurance. This type of insurance can be ideal if
you’re looking for coverage at a low cost.

Many factors will affect your term life insurance policy cost, including the amount of coverage
and duration of the term that you choose. Your gender plays a role, and males will have
slightly higher premiums than females.

Your health also affects your rates. When you buy a policy, you’ll need to answer some
qguestions about your health, and you may be required to complete a medical exam.

If you're older, you'll pay higher premiums, and health issues, unhealthy habits like nicotine
and tobacco use, medications you’re taking and even your family history can affect your
rates.

When does it make sense to choose term life insurance?
Term life insurance has many advantages, but it also has some drawbacks.

Choosing a term life insurance policy makes sense in several situations:

e You need the most affordable coverage. A term life policy is usually more affordable
than any sort of permanent life insurance, especially if you're young and healthy.

e You need temporary coverage. If your family is paying off debt or you want to have
life insurance coverage until your children are grown, a 20-year term policy can give
you that temporary coverage until your family is more financially stable.



You can’t afford permanent life insurance yet. A term life insurance policy can be a
more affordable way to start your coverage, like when you're early on in your career
and will have a higher income when the policy ends. If you choose a policy that’s
convertible, you can convert it into a permanent policy at the end of the term.

What other types of life insurance are available?

There are many advantages to term life insurance, but it's a temporary policy, and you need
to make sure that it’s right for your budget and goals.

There are several common types of permanent life insurance policies available, too.

Whole life insurance policies provide coverage during your entire life, as long as you
make your payments. These types of policies build cash value as you pay into them,
and you can borrow against or withdraw from that cash value if needed, such as if
you need to make an emergency home repair.

Universal life insurance works similarly to a whole life policy, but it offers a bit more
flexibility. With a universal life insurance policy, you can make adjustments to your
premiums and death benefit.

Variable life insurance features an investment component, so you can invest the
policy’s cash value in stocks and bonds. That investment component can help the
benefit to grow, but if your investments don’t do well, you could lose money.

The premiums for these types of policies vary, so it's helpful to get a quote for the
type of policies you’re interested in.

Think carefully about your personal financial situation, your health, your family’s expenses
and the type of financial support you want a policy to provide when deciding which option is
best for you.

NYSUT NOTE: Now that you've learned more about term life insurance, why not find a
plan that makes sense for you? NYSUT Member Benefits Trust—-endorsed Term Life
Insurance Plan can offer coverage for you, or your spouse or domestic partner,

ensuring you're protected.


https://memberbenefits.nysut.org/program-service/insurance/term-life-insurance
https://memberbenefits.nysut.org/program-service/insurance/term-life-insurance
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